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Abstract

Stephen Hymer has made a significant and lasting contribution to the analysis of the theory of the multinational corporation (MNE), foreign direct investment (FDI) and ‘multinational corporate capital’. (In particular he was one of the first economists to explore the relationship between the ‘microcosm’ of the territorial expansion of firms and their consequences for international development and MNE-‘host’ country relationships). Development in the global landscape and economic international business theory post-Hymer confirm but also question some of his analyses, predictions and prescriptions. Post-Hymer theory and practice seem to question the strength of his global monopoly thesis and his prescription for central planning as a better alternative to planning by the MNEs. It now appears that a perennial state of big business capitalist competition combined with small firm creation and growth, suitable government competition and other policies could well be possible. This, and the efficiency advantages of MNEs, question Hymer’s faith in central planning. Were he writing now, it is particularly these two theses that he would probably wish to revisit.
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I
Introduction

Stephen Hymer was born in 1934 and died in a car accident in 1974. In his short life he made a significant and lasting contribution to the analysis of the theory of the multinational corporation (MNE), foreign direct investment (FDI) and ‘multinational corporate capital’ (In particular he was one of the first economists to explore the relationship between the ‘microcosm’ of the territorial expansion of firms and their consequences for international development and MNE-‘host’ country relationships).

Hymer first published his views in his PhD thesis, and later in around forty articles in leading economics and political economy journals. Of these, the most influential and frequent have proved his PhD thesis, completed in 1960 and eventually published in 1976, an article he has published in French in 1968, a 1970 American Economic Review article and a 1972 article in a book collection edited by J N Bhagwati on MNEs and ‘uneven development’ where he summarised and extended some of his views. (Hymer 1960,1976, 1968, 1970 & 1972).

The aim of this paper is to consider whether and how, might Hymer’s views on both the determinants and consequences of MNE activity, evolve were he writing now. In his absence, this is a risky and somewhat speculative task. It requires some methodological assumptions about Hymer’s ‘productive opportunity’,
 namely the interaction between his own evolving scholarship and the external environment fashioning the behaviour and activities of firms and the ways these have changed since the early 1990s. In the next section we provide a bird’s eye view of Hymer’s contribution. In Section III we explore (possible) changes in Hymer’s ‘productive opportunity’ forty years on. Section IV speculates on how Hymer’s views might have developed had he become aware on post-1974 developments. Section V presents some conclusions.

II
Hymer, the MNE and multinational corporate capital

In his 1960 thesis, published by MIT Press in 1976, Hymer focused at the outset on the control or governance of the value added activities of firms – with particular reference to their international operations. He critiqued the extant theory of foreign portfolio investment (FPI) for failing to explain some ‘stylized facts’ of FDI but, more importantly, for failing to explain their extended and governance control. Having distinguished between different modalities of the foreign operations of firms, eg licensing, tacit collusion, joint ventures and FDI, he asked why a firm would choose to control the value added activities of an enterprise in a foreign country, despite the obvious costs of being so involved. He went on to offer two major reasons and a minor one. Removal of competition between firms in different countries and the profitability of exploiting firm specific advantages through foreign operations were the two major ones. The benefits of diversification was the minor one – minor, because it did not necessarily involve control.

Already in the PhD thesis, Hymer attributed FDI to market imperfections, mainly of the structural type, see Dunning and Rugman (1985). However he did mention explicitly that in territorial expansion a firm ‘substitutes’, ‘internalises’ or ‘supersedes’ cross-border markets. He also considered it fruitful to ask the question “why is the market inferior to the firm as a method of exploiting the advantages” (What Dunning later referred to as ownership specific advantages) (Hymer 1976, p. 48). He attributed this to problems of ‘sequential monopoly’ (p. 48-49) and to difficulties with licensing, because it can involve a ‘bilateral monopoly’ problem (p. 51).

In his 1968 article, Hymer pursued and further developed this line of thought. He explicitly built on Ronald Coase’s classic article (Coase 1937), when he had not originally referred to in this thesis, by attributing the superiority of firms over markets to Coase’s ‘marketing costs’ (now ‘transaction costs’). Inter alia such costs included those of searching for new customers, fixing a price, controlling quality etc. He explained such costs partly in terms of traders’ imperfect knowledge, and partly by their practice of not being honest in their commercial dealings (‘bending the truth and even lying’, p. 12). He attributed a firm’s incentive to vertically integrate its value chain to its overcoming the problem of ‘bilateral oligopoly’ (p. 17), reducing the ‘risk of owning extremely specialized assets’ (p. 17), financial market imperfections and imperfect or assymetrical information. He attributed horizontal integration to difficulties in selling advantages, oligopolistic interaction and collusion. Difficulties in selling advantages were due to these being so ‘complex and ill-defined that is extremely difficult and some times impossible, to sell’ (p. 22), to differential speed advantages in trading knowledge intra- versus inter-firm (p. 23) and to different perceptions (both honest and dishonest) of the value of an advantage (p. 29). 

In the 1970 AER paper Hymer dealt with the efficiency-contradiction of MNEs. He saw the two terms as synonymous, as he identified the efficiency of MNEs in the efficiency of oligopolistic decision-making, where private benefits need not be also systemic ones. In this article Hymer drew on Alfred Chandler’s work (Chandler 1962) in proposing a ‘law of increasing firm size’ whereby ‘bigness is in part paid by fewness and a decline in competition’ (p. 54). While MNEs transfer capital, skills and technology, to ‘host countries’ they may also reduce the forces of competition This may lead to and justify international anti-trust policies and a need for protection of local ‘infant entrepreneurs’ (p. 55). 

In the 1972 article Hymer recapitulated some of his earlier ideas on the MNE and FDI, and went on to complement his ‘law of increasing firm size’ with another one, viz that of ‘uneven development’. He applied ‘location theory’ to the Chandlerian analysis of the evolution of the firm, in order to examine the relationship between the ‘microcosm’ and the ‘macrocosm’ of MNE activity.

In both the 1970 and 1972 papers, Hymer took on board some of the broader issues associated with the political economy of multinational corporate capital. These two papers and a collection of his articles in Cohen et al (1979) are the best source of Hymer’s broader views. In brief, his application of ‘location theory’ to Chandler’s analysis of the evolution of the firm, led him to a ‘correspondence principle’, which relate centralisation of control within corporations to concentration of control within the international economy (1972, p. 23). 

According to Hymer MNEs would shape the world to their image, and create superior and inferior states, a core and a hinterland. The structure of income and consumption would tend to parallel the structure of status and authority. Through a ‘trickle down’ or ‘demonstration’ effect new innovations and products would be first introduced in the ‘metropolis’ and then ‘trickle down’ to the hinterland, reinforcing patterns of authority and control.

The need by MNEs for markets would lead them to favour location and growth in less developed countries (LDCs). Yet this could be a dependent and uneven development. While the increasing power of MNEs would erode the power of states, it would do so asymmetrically, less so for ‘strong’ than for ‘weak’ states. The erosion of the power of nation states, would create a need for MNEs to mobilise new power bases to fill the power vacuum, like international organisations. This in time would bring about the emergence of a variety of supernational organizations, and would tend to create an international capital market, international production and international government. 

Throughout his writings, already from the PhD thesis, Hymer emphasized that competition between MNEs would eventually lead to global collusion, through ‘interpenetration of investments’ and market sharing. While fully aware of the efficiency enhancing properties of MNEs, he always chose to emphasise an eventual state of rest, characterised by global collusion. The perceived distortions and the unfairness of such a state of affairs, led Hymer to propose socialism of the central planning type as a better way to organise national production, than the MNE. While he did not predict the demise of multinational corporate capitalism, he hoped for it, and argued that scholars (in his view radicals by definition) should take sides, and aim at facilitating this overthrow.

Taken as a whole, Hymer’s several contributions predated much of extant theory of the MNE, for example the transaction-costs-internalisation analysis of Buckley and Casson (1976) and Williamson (1981) to include much of the now popular terminology. He even developed an M-form hypothesis (very much like Williamson’s) in the 1968 article, attributing the M-form to external capital market failures! Interestingly, he went as far as predicting a move towards externalisation! In particular he claimed that MNEs would aim at maintaining control, by controlling the intangibles and outsource production (the ‘hardware’) and the troubles associated with it, to smaller firms (in Cohen et al, 1979). 

While all these are clearly linked to efficiency, Hymer chose to emphasise collusion and control, by pointing out that private efficiencies need not imply systemic efficiency and even that dynamic efficiency through Schumpeterian ‘creative destruction’ was by no means guaranteed. For Hymer (1970) it was not the rate of change, but rather the direction of change that mattered. Market forces could not be relied upon to choose the optimal path. Indeed the private interests of the MNE,

‘…would be to foreclose competition to restrict the choices offered and to ensure the survival of their own organisation’ (p. 57).

III
The MNE and multinational corporate capitalism post-Hymer

Hymer’s approach to the theory of the MNE and FDI consisted in applying a well-developed conceptual framework to the ‘stylized facts’ of MNE activities. In particular, Hymer stressed control by American MNEs of production abroad, in his thesis.  In his later writings he extended his analysis to cover ‘interpenetration’ of investments and market sharing by MNEs of the Triad (US, Europe, Japan)
. Throughout his period of writing, Hymer was observing firms growing bigger and bigger, outcompeting smaller rivals. He predicted increased ‘outsourcing by MNEs but as a means of growing even larger without, however, the burden and risks of production per se. High-fixed costs, low marginal costs and (thus) high profits rates of extra-products sold, motivated continuing expansion. Maturing developing markets was a ‘push’-factor while high-expected demand in Europe and (later) Japan were pull factors. At the time of the thesis, MNEs were investing in developing countries, to exploit natural resources, and low labour costs, and secure the supply of raw materials. Removal of conflict between US MNEs and later MNEs of the Triad later became a more important determinant of the trend towards foreign expansion.

Hymer experienced an era, where competition was based on economies of large size, mainly associated with large firms. At the time, both ‘planned economies’, and planning through large hierarchies in ‘market economies’, were the order of the day. Centrally planned economies could adopt mass-production methods at a national scale, and compete head-on with market (privately-planned through the corporations) economies, using similar methods. There was little sign of the ability (or willingness of any developing countries to ‘take-off’ and pursue independent development. Hymer’s own homeland, Canada, looked in his own words more a colony than a nation. He felt like an ‘alien’ in a land controlled by big business and government. MNEs primary concern appeared to be the protection of their existing advantages developed in home markets, in foreign markets. The appearance of MNEs from developing countries would also be hard to envisage. As foreign expansion pre-required advantages, it would also be hard to envisage MNEs from birth.

Hymer’s time was also one of dominant neoclassical economics challenged by an increasingly vocal number of radicals, many of a ‘marxist’ ideology. Hymer himself made his ‘cathartic’ commitment to marxism in 1967. Earlier, he had received training in mainstream economic theory of high standing and was widely acknowledged to be a superior analytical mind. In his 1968 paper, he considered the Coasean theory alongside more traditional Bain-type oligopoly (industrial organization – IO) theory  as extant and set-off to apply these to the case of international investment. (The theory of international trade itself remained perfect-competition-based, until much later.) Crucial elements of the then (and to a large point current) IO (but also transaction costs) perspectives were its comparative static nature, the assumption of perfect knowledge given technology-innovation and co-operation in the form of mainly collusion. Marxist theory, at the time as promulgated by Baran and Sweezy (1966), differed little from the neoclassical monopoly models.  It applied a version of  ‘collusive oligopoly’ to all the major sectors of developed economies. Small firms, in this context, were seen as a remnant of the past.

As Kindleberger (1984) observed regarding the post-Hymer theory of the MNE , ‘plus ça change’. While Kindleberger tried to show, however, that as regards the MNE, his title did not describe reality, in more recent years some things do seem to have changed.

Concerning the stylized facts of MNEs and FDI, since the 1960’s, the US has been in relative decline both in terms of its shares of leading MNEs and outward and inward FDI. The shares of Europe and Japan have first gone up, in both absolute and relative terms, but have since experienced a relative decline too. The geography of FDI shifted from the developing world to the developed. In the early 1990s the vast majority of the developed world has to make do with as little as 20% of inward investment, the other 80% going to the developed countries. This might have led to a ‘competitive bidding’ by both developed and developing countries competing for inward FDI. Declining trade barriers, reduced transportation costs, improvements in information and telecommunications technology (ICT), the emergence of important new economic players from the developing world – notably China, India and the Asia Pacific ‘tigers’. Changing attitudes by the MNEs have yet again shifted the landscape. Over the past few years FDI, both to and from developing countries, has been increasing at a faster rate than that in developed countries, and is predicted to continue to do so. (UNCTAD 2002)

Dramatic developments, that have arguably facilitated this process, have occurred at a global scale. Most centrally planned economies have moved to the market system, opening their doors to inward FDI.  Globally or regionally integrated MNE activity relative to ‘stand-alone’ market or market seeking FDI, particularly in the industrialised world, has grown.A ‘new’ (Schumpeterian-) type of competition, based on flexibility, product differentiation, customisation, speed, and customer focus has transformed the way through which MNEs try to upgrade competitive advantage. ‘Efficiency’- and Asset-enhancing FDI have become part and parcel of the attempts of MNEs to compete globallytapping the best resources, skills, competences, attitudes, and even time differentials. At the same time MNEs has emerged from developing and ‘emerging’ economies, challenging the status-quo and leading to enhanced competitive pressures for incumbents
.  The shift in emphasis from cost and price to differentiation and focus, alongside (and in relation to) dramatic changes in ICT, such as the internet, and the rise in E-commerce, have led to a “knowledge-based” economy, where innovation is the key driver of economic growth . In turn, these developments have helped foster small and medium–sized MNEs from birth, namely firms that simultaneously start-up business in more than one countries to exploit global ‘locational’ advantages.

The 1980s have experienced the failure of the (unrelated) conglomerate, a return to focus and core competences. Downsizing, contracting out and other outsourcing activities seem to have halted Hymer’s ‘law of increasing firm size’. However, in many cases discoordination of ownership has not  necessarily lessened the control which MNEs still exert over their suppliers and industrial customers via the contractual route.  Examples include that exerted by Nike , Benenton etc, etc over  their subcontractors  in developing countries. Yet other types of inter-firm co-operation have also emerged such as joint ventures, strategic alliances, and even firm ‘clusters’ (Dunning 1997). In such cases it is more difficult to identify a single centre of control. Yet most certainly elements of market monopoly power continue to exist and be practised.

The 1980s have also experienced the rise (and subsequent decline) of the Asia Pacific ‘tigers’. Such countries have relied on autocratic, but nationalistic government intervention to promote their entry into international markets. Some of these, relied on inward FDI in a way that embedded it into the local economy and facilitated non-dependent, non-even (in the positive sense) development. Some developed countries, such as Ireland, and the UK, have developed active inward FDI policies. It would be hard to define such countries as ‘dependent’ in Hymer’s sense. Calling Canada more than a colony but less than a state would certainly ring less convincing today than in the 1960s.

The emergent ‘global sourcing’-based competition has also changed MNEs use of the organizational structure. The M- and hierarchal form of organisation has given way to a more segregated, independent, federalist-type forms of internal organisation, which often seek and manage to obtain advantages for their parents, by tapping on local knowledge. In a sense, we are envisaging Hayek’s ‘dispersed knowledge’ theory orchestrated at the global scene by advantage-seeking MNEs.  

Scholarly Thinking 
Following on from Hymer’s thesis and major contributions notably McManus (1972), Buckley and Casson (1976), Williamson (1981), Rugman (1981) and others (see below) extant theory of the MNE can be usefully summarized by drawing on Dunning’s (1988) OLI paradigm.  In this, O stands for ‘ownership’ advantages.  It draws expressly on Hymer’s claim that the existence of firm ownership (in Hymer also monopolistic) advantages is a prerequisite for offsetting the disadvantage of being foreign.  I stands for ‘internalisation’, the idea being that for advantages to be internalized, there must be efficiency savings of so doing, in terms of transaction (vis a-vis internal organisational) costs.  L stands for locational factors; it aims at explaining the choice of location in terms of locational advantages.

Dunning’s perspective serves as a useful framework that encapsulates most of the main ideas.  Related ideas build on Hymer’s focus on control and oligopolistic interaction to propose ‘market power’ and/or oligopolistic rivalry factors, see for example Knickerbroker (1973) and Graham (1978).  A variant of these theories also deals with (Hymer’s focus on) MNE’s abilities to ‘divide and rule’ labour, see notably (Cowling and Sugden (1987).  Internalization theories come in a number of variants.  In one of these Buckley and Casson (1976) focus on internalization advantages resulting from problems associated with protecting the quasi-rents from intermediate products eg knowledge-related, mainly intangible, assets, due to market failures related to ‘public goods’ aspects of knowledge.  Williamson (1981) focuses on transaction costs resulting from ex-post bilateral monopoly problems related to firm investment in specific assets.  Hennart (2000) goes back to Coase, pointing to differential ability by MNEs to control foreign labour, leading to internalisation driven from transaction costs reductions.  Kogut and Zander (1993) maintain the focus on differential abilities by firms to suggest that knowledge can be tacit, thus far from being a public good.  If so, what explains internalization in their view is not market failures per-se, but firms differential capabilities, vis-à-vis both markets and other firms, in transferring tacit knowledge across borders.

There are various other theories and views, notable between these another idea present in Hymer (see below) that of ‘diversification’ advantages of MNEs, see Rugman (1981).  To these Hymer (1979) himself added later the benefits of multinationality per-se, to include for example, increased bargaining power vis-à-vis states and labour. While our list does not intend to be exhaustive, it does cover we feel, most eminent ideas present in extant theory.  A notable critique of all such theories, worthy of mention here is that of Edith Penrose (1987) that theories that draw upon and develop Hymer-type and Coasean ideas, fail to differentiate between multi-domesticity and multi-nationality.  For Penrose, the latter requires focus on the differentiae-specificae of nation states, an issue these authors and theories fail to address.

 Subsequent work on the ‘new international trade theory’ (eg Krugman, 1986), the role of the MNES in ‘new trade theories’, (Markusen 1984, 1995), game-theoretic models of ‘exchange of threats’ (Graham, 1976), literature on firm agglomeration, new location economics, and firm clusters (see Krugman 1998,b, Audretch 1998, Porter 1990, among others) are all of relevance in answering the question ‘if Hymer were writing now…’. The same is true of  the emergence of resource and knowledge-based views of the firm (Barney 1991, Wernerfelt 1984, Foss (1993, 1996), to include the MNE  (Pitelis 2000). Developments in Marxist (post-Baran and Sweezy) theory of competition, such as Clifton’s (1977) are relevant, too. Important developments in IB literature and their relationship to the OLI are covered in Dunning (2000, 2001a, 2001b). Table 1 (from Dunning, 2001a), summarizes some stylised facts of the changing characteristics of paradigms and theories. Below we focus on some selected issues from the IB and economic literature which we feel impact particularly on Hymer’s writings. 

Some pre (or unbeknown to) Hymer’s ideas, of importance of his writings, are those of  Allyn Young (1928) and Edith Penrose(1959))Allyn Young had put to test Adam Smith’s idea that the size of the market limits the division of labour. Pointing to increasing returns, Young has claimed that the division of labour itself can help extend the market. This is a fundamental insight that provides a radically more dynamic view of capitalism than Hymer’s. Hymer had adopted Smith’s dictum to the case of the firm, claiming that increasing firm size automatically leads to increase of concentration (Pitelis 2002). However, if firm actions also extend the market, it must be thus firm size increases at a faster rate than the market itself before one can suggest that concentration (thus the possibility for collusion and monopoly) increases.

Penrose’s (1959) focus on excess resources generated through intra-firm knowledge-innovation-creation through learning and serving as an internal (endogenous) stimulus to growth, complements Hymer’s motives to growth.At the same time, Penrose’s theory provides a production-efficiency-based theory of firm growth. For Penrose, firms ‘productive opportunity’ (the interaction between ‘external’ and ‘internal’ environments as perceived by the firms’ management) determines both firm expansion and its limits. In this context, expansion is almost definitionally efficiency-induced, and value-creating. Firms can try to also appropriate value, by creating ‘impregnable bases’ (technology and other competence-based bases), serving as intra-firm barriers to entry, as well as more traditional (to include ‘artificial’) barriers to entry. However, large firms cannot always exploit all opportunities, leaving market ‘interstices’ to be exploited by smaller firms. Such ‘interstices’ combined with Schumpeterian competition and suitable regulatory policies, result in a more complex reality than that allowed by Hymer. Richardson’s (1972) explanation of inter-firm co-operation in terms of production-based concepts (such as dis-similarity and complementarity of activities), adds weight to the Penrosean insights, on which Richardson has built.

More recent developments on the benefits of location, agglomeration economies, inter-firm co-operation and clusters (by Krugman 1998, a,b, Audretch 1998, and Porter 1990, among others) strengthens the view that location matters, co-operation need not imply collusion and small firms (in clusters) can have advantages vis-à-vis MNEs. Best’s (1990) synthesis of Penrosean and Schumpeterian ideas to explain the ‘new competition’ of Japanese and other firms and (via) clusters, provides additional support to the idea that size per se need not be the only issue, but also how one competes.

Game theoretic approaches to MNEs, such as Graham’s (1978) provided support to Hymer’s views on interpenetration of investments and market sharing. Hymer’s plea for an application of ‘oligopoly theory’ to international trade, has been taken up by Krugman (eg 1986), with results much in line with Hymer’s expectations, notably the possibility for some protectionism and strategic trade. The introduction of the MNE in such models is done through assumptions on joint inputs, ‘internal economies’ and ‘intangible assets’. These assumptions as well as assumptions on transportation costs, can serve to explain FDI in both developing and developed countries (Markusen 1984, 1995). Such models are also in line with Hymer’s analysis. While the focus on ‘internal economies’ and ‘intangible assets’ reads more like Penrose (1959) and transaction costs-internalisation-based (eg Buckley and Casson, 1976), Hymer had developed similar ideas, see Pitelis (2002). Interestingly, the focus on resource-based theories of the firm, such as Barney’s (1991), Wernerfelt’s (1984) on value appropriation and rents in equilibrium, can be in line with and lend support to Hymer’s analysis. In contrast, more dynamic capabilities and knowledge-based perspectives emphasize the dynamic, Schumpeterian nature of competition. The latter is claimed to be on the increase by some Marxist economists too, eg Clifton (1977).

Table 1 The changing characteristics of paradigms and theories: some stylized facts

	1970s-1980s
	1990s

	Fdi mainly undertaken to exploit O specific advantages of investing firms; one way flow of resources and capabilities.
	Multiple motives for fdi; more global sourcing of assets.

	Largely greenfield fdi and sequential fdi financed by reinvested profits.
	Fdi (particularly in Triad) largely in form of A & Ms and reinvested profits.

	O advantages largely based on privileged possession of (home) country-specific assets (Oa).
	O advantages more firm specific and related to degree of multinationality, and ability to harness and utilize created assets throughout the world.

	Clear cut choice between alternative modalities of exploiting O advantages (licensing compared to fdi, etc.).
	Systemic approach to organization of MNE activities.  Alternative modalities often complementary to each other.  More institutional pluralism.

	Comparatively little foreign-based innovatory activity; foreign affiliates less embedded in the host countries.
	Considerable foreign based innovatory activity (carried out mainly in advanced industrial countries) and/or via strategic alliances with foreign firms.

	Significantly inter-country barriers to both trade and fdi.
	Reduced barriers to trade and fdi.

	Clear cut international division of labor based on H-O type distribution of factor endowments.
	International specialization of MNEs based more on Schumpeterian type trade and fdi.

	Locational choices made mainly in respect to asset usage.
	Locational choices also made with respect to asset augmentation.

	Relatively little attention paid to ‘spatial’ market failure and location specific external economies.
	More attention paid to gains arising from being part of a complex, or cluster, of firms, and from spatially linked learning economies.

	Static nature of major paradigms.
	Better appreciation of need to consider dynamic aspects of IB activity.

	Role of MNE affiliates mainly to carry out delegated value added activities by parent company.
	Affiliates now regarded as integral part of asset augmenting activities of MNEs of which they are part nature of OLI variables; and to extend the theory to embrace path dependent asset creation and learning capabilities.

	Hierarchical organizational structure of MNEs.
	Flattened pyramids; more heterarchical structures; more delegation of responsibilities to line managers.

	Most strategies towards market failure ‘exit’ rather than ‘voice’ strategies.
	More voice strategies towards market failure; and particularly towards capturing dynamic externalities of common governance.

	Cautious attitudes by many governments to fdi.
	Welcoming attitude to fdi by most governments.

	Few attempts to integrate inter-disciplinary approaches to understand NME activity.
	Recognition of need to draw upon inter-disciplinary theories to construct a meaningful and robust systemic paradigm of MNE activity.

	Source Dunning (2001 a)
	


The complexity of continuity and radical change emerging from the above discussion of stylized facts and emerging theoretical developments makes the question ‘if Hymer were writing now’ not an easy one to attempt. This is compounded by the possibility of an unobservable variable (and an influence on Hymer’s thought); developments in his personal life. This latter is bound to be unobserved so any guesses here can only belong to the realm of metaphysics. Still, we feel we have sufficient input on the person and his environment, the conceptual background and developments and the (changes in) stylized facts, to attempt an informed speculation.

IV
If Hymer were writing now

The developments in the global landscape, actions of MNEs and in economics and international business theory, impact upon almost everything Hymer has written. To assess their impact, from Hymer’s own likely perspective, it is useful to divide his main contributions-predictions in broad categories. We can then try to assess how could the aforementioned developments potentially affect Hymer’s analysis, and thus speculate on whether and how he might revisit his views were he writing now.
In this context, trying to assess how he might revisit his views, is less speculative. We shall focus on five categories of his most incisive earlier contributions-

1. the ‘law’ of increasing firm size; 

2. Hymer’s theory of the MNE and FDI; 

3. interpenetration of investments and market sharing; 

4. uneven development; and 

5. finally the need for ‘central planning’, as opposed to capitalist planning by MNEs.

1
The ‘law’ of increasing firm size


Hymer might have felt justifiably content to see his prediction on outsourcing confirmed. Today, MNEs in manufacturing, but also in services (eg insurance) are increasingly outsourcing-subcontracting parts of their operations, both within nations and cross-border. Hymer would agree with Cowling and Sugden (1987) that to the extent such outsourcing is controlled by a centre (the MNE), such activities should be usefully considered as part of the MNE’s activities. While this would create problems of measurement of the size of the MNEs (and thus of global concentration), it would not question the ‘law’ as a tendency.

The case of downsizing, especially of large conglomerates in the 1980s might represent more of a problem. Yet Hymer had developed ideas reminiscent of the resource-based view, notably on firm uniqueness and specific advantages, and he predated  ‘internalisation’ theory. We feel he would not consider downsizing and focusing on the knitting so to speak, in the short run, to be inconsistent with continuing expansion from a position of strength in the longer term.

Hymer might have similar feelings on inter-firm co-operation, joint ventures, strategic alliances and the like. Given his thoughts on resource and transaction-based-views, he would probably not have a problem in recognising that firms entering such co-operation need not only do it for control purposes, (or) because of no alternatives (e.g. due to government restrictions), but also do so out of choice, and with an eye to sharing knowledge, skills and competences, mainly for efficiency. However, he might argue that question whether such trends need not stifle and may evenenhance the tendency for firms to expand further, by making use of such acquired competences.

Given the dynamics of capitalism (with some firms being outcompeted by newcomers etc), the acid test for Hymer would probably be trends in global concentration, namely the share of global production held by, let’s say the top 100 or 500 MNEs. An increase in this share could confirm the ‘law’. A decrease would question it, provided of course, outsourcing controlled by MNEs was included in the figures. Such reliable data is not available
. What there is, supports the continuing importance of large firms in the world’s economy, see Chandler et al (1997). Accordingly, Hymer might feel justified in thinking that his ‘law’ is yet to be dis-proven.

2
The theory of the MNE and FDI

From his two major reasons for FDI (benefits from removal of conflict and ownership advantages),  Hymer would probably feel that his removal of conflict theory has received theoretical support by subsequent game-theoretic approaches, such as Graham (1976). Had he read Penrose(1959) he would probably consider her ideas as a useful add-on to his views. In particular, he might consider Penrose’s views on endogenous growth as a complement to his view on the motives for growth (low marginal costs, removal of conflict). In addition, he would consider Penrose’s explanation of intra-firm advantages, as a useful addition to his similar, albeit embryonic, ideas. He could be legitimately able to feel that concerning the inernalisation of advantages, subsequent theories, notably Buckley and Casson (1976), Williamson (1981) and Kogut and Zander (1993) built (albeit unwittingly) on his earlier ideas. He might wish to acknowledge, however, that intra-firm advantages need not always be monopolistic advantages, but also efficiency-based. While this need not affect his analysis on why to internalize advantages, it might affect the welfare implications of the MNE, FDI and multinational corporate capital. Hymer has acknowledged the importance of the source of advantages, (whether from efficiency or market power), pointing to the divergent views of Marx and Marshall on this issue, see Pitelis (2002). Penrose’s clear analysis of efficiency as the source of advantages would provide Hymer some food for further thought.

Hymer is unlikely to have felt that the emergence of asset-resource-efficiency-seeking and augmenting MNEs, as well as MNEs’ use of more autonomous subsidiaries to transfer such advantages to the parent company, would require him to modify his views. Such trends are in line with a more global approach to the acquisition of advantages and perfectly in line with MNEs increased global opportunities towards which they have themselves contributed through their actions. Similarly, Hymer would view the emergence of MNEs from birth, as no reason to modify his views on the MNE . All that changes here is the national source of advantages, which now becomes multi-national. What is important is how these advantages are being used, for efficiency or monopoly power. Nevertheless, Hymer would probably have to concede the potentially positive welfare implication of global sourcing. He would ask whether these are stronger than those of potential alternatives, e.g. central planning by the state. With both these issues (monopoly, and central planning) we are dealing later. 
The one weakness Hymer might concede is his treatment of ‘location’. He was keen on locational factors, which appear in his work under three guises. First, the ‘spatial’ division of labour, serving as a means of the subjugation of labour. Second, locational advantages of developing countries, in terms of resources, and of developed in terms of demand growth, similarity of institutions, culture, etc) third, the application of ‘location theory’ to the MNEs as a means of deriving his ‘correspondence principle’, see previous section. Given the above, Hymer would probably feel comfortable to incorporate broader locational factors, related to sourcing as a strategy of global locational advantages optimization. Having already observed MNEs pressures for global operations and centralisation, on the one hand, and local adaptation and decentralisation on the other, he would probably consider developments such as Bartlett and Ghoshal’s (1989) as extensions of his views.

Hymer would probably recognise, however, that other locational issues such as agglomeration efficiency and external economies, and locally-based inter-firm co-operation, such as clusters, would need to be taken more seriously in his analysis. One reason is that these represent potential national development sources, of use for his ideas on development, see below. Moreover, such locational advantages may serve as a magnet for MNEs. In all, Hymer would probably recognise that his ideas could usefully be extended, by taking on board more seriously issues of location, vis-à-vis the issue of the choice of location by MNEs. Concerning the theory of the MNE itself, he would probably consider formal developments such as Markusen’s (1984,1995) that rely on transportation costs, joint inputs, and intangible resources, to explain the choice of mode (e.g. FDI versus licensing) as being in line with, and in part based-upon, his own ideas.

3 Interpenetration of investments and market sharing

Throughout his writings Hymer observed emerging competition from non-US countries and MNEs, first Europe and then Japan, and proposed that an initial stage of fierce competition will eventually lead to an equilibrium characterized by global collusion through interpenetration of investments, and market sharing. In this context, the emergence of new MNEs from other developed and developing countries would cause no difficulties with his analysis. He could be able to claim that these new sources of competition would first lead to a competitive struggle, which would eventually lead to a global collusive quasi-equilibrium state.

Harder to explain, would be the very emergence of MNEs from developing countries, a phenomenon not in line with his ‘correspondence principle’ and his views of host country firms as, in effect, branch-plants. We deal with this in the next subsection. More important problems with the ‘global collusive oligopoly’ issue arise, however, from other sources. First is Hymer’s failure to appreciate that MNE action may extend the market, so that concentration can only increase when firms size increases faster than the increase in the size of the market. This makes global collusive oligopoly harder to achieve. Penrose’s concept of ‘interstices’ and the renewed interest in the importance of SMEs, would also be hard to reconcile with the global monopoly framework. As SMEs (and clusters) can be a source of new firm growth and competition, the chances of few global firms, achieving eventual global dominance becomes less realistic. This also has crucial implications on the question of efficiency. Hymer’s damnation of the MNE was predicated on the emergence of ‘global monopoly’, not the efficiency properties of MNE advantages, of which he was perfectly aware. In the absence of global monopoly, the efficiency advantages issue becomes far more important. It raises the (Schumpeterian) possibility of perennial innovation-based competition and creative destruction, leading to only ephemeral monopoly, an incentive (and just reward) for innovation. Add-on the Penrosean concepts of ‘interstices’, small firm growth, and the possibility of anti-monopoly competition-regulation policies, and the concept of ‘global monopoly’ becomes very suspect, indeed.

Concerning this issue, it would appear that a combination of static neoclassical analysis of the Bain-type and also static Marxist analysis of the Baran and Sweezy-type, combined with Marxist ideology on the perceived failures of capitalism, have led Hymer to what seems to be a weak assertion-prediction. When observing today’s developments, he might have to concede that this thesis of his is far less secure now that it appeared 30-40 years ago.

4
Uneven development 

It would appear that, on balance, post-Hymer development has been uneven. Large parts of the world have hardly progressed, inequality of incomes cross-country seem actually to be rising or at least not going down, see Hill (2003). Despite debates it would not appear that convergence is yet on the agenda. Having said this, it is also not the case that post-Hymer development has been only dependent and uneven (in favour of developed countries). A number of countries, especially from Asia-Pacific, have managed to achieve convergence, in cases by making use of inward investment. Indeed even during the period Hymer was writing, he was observing the rise of Japan. It would appear that he underplayed the role and power of the state in developing capitalist countries, as well as the local capitalist class in instituting policies and mechanisms for independent economic development. While development has been uneven and often dependent (at least in the beginning), more independent development has also occurred, while when uneven, this was in some cases in favour of developing countries, thus convergence. Hymer would probably accept now that exceptions to his analysis were possible but would point to the otherwise ubiquity of dependent and uneven development. A question of course, is whether and how exceptions can become the rule. As developing countries learn from the successes of other such latecomers, perhaps we will experience more even and independent development. Hymer might have to concede that an answer to this question requires a fuller analysis of the role of the state in developing countries on economic development and similarly the role of the local capitalist class. Perhaps it is true, as Hymer claimed, that the immediate interest of local capitalist is to join the global wealthy. Yet, it could well be that in certain cases the best way to join, is from a position of strength.  Also “nationalism” could act against the “immediate interests”.

5
Central planning

Hymer did not predict central planning, he felt that the relative forces for and against capitalism could not guarantee an eventual overthrow of multinational corporate capitalism. He did choose, however, to prescribe it as a better alternative to planning by the MNEs. Since the time of his writing central planning has collapsed in most countries. The efficiency advantages of MNEs have strengthened, and the case for a state of ‘global monopoly’ has weakened. In addition, the case for the ability of states in some developing countries to effect economic development as in developed countries, to pursue competition, anti-trust and other policies such as policies for small firms (and cluster) creation and support and keep at bay the possibility of global collusion, have become more evident.

On balance, it would appear that Hymer would need to concede that he has placed too much faith in the ability of a ‘socialist’ state to run a centrally planned economy, and too little faith in the ability of capitalist states to develop, in part by containing the power of global monopolies. Similarly, Hymer might have to concede that he has shown too little faith in the desires and abilities of domestic capitalist classes to effect an independent development. If Hymer were writing now, he would probably spend more time in analyzing how central planning or other alternatives to capitalism might work, before choosing to prescribe them. It would appear that Hymer’s faith on central planning was the result of then prevalent Marxist ideology and his neoclassical/Marxist prediction of ‘global monopoly’. Today, he would probably revisit both these ideas.

V
Concluding remarks

Development in the global landscape and economic international business theory post-Hymer confirm but also question some of his analyses, predictions and prescriptions. Post-Hymer theory and practice seem to question the strength of the global monopoly thesis and his prescription for central planning as a better alternative to planning by the MNEs. It now appears that a perennial state of big business capitalist competition combined with small firm creation and growth, suitable government competition and other policies could well be possible. Put differently, if a state of eventual global monopoly is ever to be achieved, it still seems well far-off. This, and the efficiency advantages of MNEs, question Hymer’s faith in central planning. If he was writing now, it is these two theses that he would probably revisit.

On the positive side, much of what followed in terms of theory and practice would seem to be much in line with his most insightful analysis. He would probably attribute a more prominent role to the role of locational factors, and explore the possibilities of clustering as a means of enhancing national competitiveness in developing countries. Theory and experience would also lead him to probably increase his faith on SMEs, the state in developing and developed capitalist countries but also in the interests of the local capitalist classes in independent development. Hymer would probably admit that while much have stayed the same, nonetheless ‘plus ça change’.

References


Audretsch D B (1998) ‘Agglomeration and the location of innovative activity’, Oxford Review of Economic Policy, vol 14, no 2, 18-29

Baran, P and P Sweezy (1960) Monopoly Capital. Hammondsworth: Penguin.

Barlett C A and S Ghoshal (1989) Managing Across Borders, Boston, Mass: Harvard Business School Press.

Barney J B (1991), “Firm Resources and Sustained Competitive Advantage”, Journal of Management, vol. 17, no. 1, pp. 99-120.

Best M (1990), The New Competition: Institutions for Industrial Restructuring, Oxford, Policy Press.

Buckley P J and M C Casson (1976), The Future of Multinational Enterprise, Macmillan, London

Chandler A D (1962), Strategy and Structure, MIT Press, Cambridge, Mass

Chandler A D, F Amatori and T Hikino (1997) Big Business and the Wealth of Nations, Cambridge, Cambridge University Press.

Clifton J (1977) ‘Competition and the evolution of the capitalist mode of production’ Cambridge Journal of Economics, 1(2), pp.137-152.

Coase R H (1937) ‘The nature of the firm’, Economica, vol. 4, pp. 386-405.

Cohen R B, N Felton, M Knoss and J Van Lier (1979) The Multinational Corporation: A Radical Approach.  Cambridge: Cambridge University Press.

Cowling K and R Sugden (1987), Transnational Monopoly Capitalism, Wheatsheaf, Hemel Hempstead.

Dunning J H (1958), American Investment in British Manufacturing Industry, Allen and Unwin, London.

Dunning J H (1988), “The eclectic paradigm of international production”, Journal of International Business Studies, 19, pp. 1-31.

Dunning J H (1998), “Location and the multinational enterprise: A neglected factor?”, Journal of International Business Studies, vol. 29, no. 1, 1st quarter, pp.45-66.

Dunning J H (2000), “Globalization and the Theory of MNE activity” in Hood N and S Young, The globalization of multinational enterprise activity and economic development, Macmillan, London.

Dunning J H (2001a), “The key literature on IB activities: 1960-2000” in Rugman A C and T L Brewer (eds), Oxford Handbook of International Business,Oxford: Oxford University Press, pp.36-68.

Dunning J H (2001b), “The eclectic paradigm as an envelope for economic and business theories of MNE activity” in J H Dunning (ed), Capitalism at bay?, London: Routledge.

Dunning J H and A Rugman (1985), “ The influence of Hymer’s dissertation of the theory of foreign direct investment”, American Economic Review, vol. 75, pp. 228-39.

Foss N J (1993), “Theories of the Firm: Contractual and Competence Perspectives”, Journal of Evolutionary Economics, 3(2), pp. 127-144.

Foss N J (1996) “Knowledge-based approaches to the theory of the firm: Some critical comments”, Organisation Science, vol. 7, no. 5, September-October, pp. 470-476.

Graham E M (1978)  ‘Transatlantic investment by multinational firms: A rivalistic phenomenon?’, Journal of Post-Keynesian Economics, 1, 1, Fall.

Hill C ( 2003), International Business, McGraw Hill, International Edition.

Hymer S H (1968) ‘The Large Multinational ‘Corporation’’.  In M Casson (1990) (ed), Multinational Corporations  pp 6-31, Hants: Edward Elgar.

Hymer S H (1970), “The Efficiency (Contradictions) of Multinational Corporations”, American Economic Review Papers and Proceedings, 60, 441-48.

Hymer S H (1972) “The multinational corporation and the law of uneven development”, in J N Bhagwati (ed) Economics and World Order, Macmillan, London.

Hymer S H (1976) The International Operations of National Firms: A Study of Foreign Direct Investment, MIT Press, Cambridge, MA

Hymer S H (1979), in R B Cohen et al (eds), The Multinational Corporation, Cambridge University Press, Cambridge

Kindleberger C P (1984) ‘Plus ca change – A look at the New Literature’.  In C Kindleberger (ed,) Multinational Excursions.  Cambridge, Mass: The MIT Press.

Kogut B and U Zander (1993) “Knowledge of the firm and the evolutionary theory of the multinational corporation”, Journal of International Business Studies, 4th quarter, pp. 625-645.

Krugman P R (1991a) Geography and Trade, MIT Press, Cambridge, MA.

Krugman P R (1991b) ‘Increasing returns and economic geography’. Journal of Political Economy, 99, 484-99.

Krugman Paul (1998a) ‘What’s new about the new economic geography?’ Oxford Review of Economic Policy, vol. 14, no. 2, pp. 7-17.

Krugman P R (1998b) ‘Space: The final frontier’ Journal of Economic Perspectives, vol. 12, no. 2, Spring, pp. 161-174.

Krugman, P (1986) ‘Introduction: New Thinking about Trade Policy’, in P R Krugman (ed) Strategic Trade Policy and the New International Economies, Cambridge, Mass: MIT Press.

Markusen J R (1984) “Multinationals, multiplant economies on the gains from trade”, Journal of International Economics, 16 (3/4), pp 205–224.

Markusen J R (1995) “The boundaries of Multinational enterprise and the theory of international trade”, Journal of Economic Perspectives, vol. 9, no. 2, 169-89.

Penrose E T (1959/1995) The Theory of the Growth of the Firm, Oxford University Press, Oxford, 3rd ed.

Pitelis C N (2000) ‘A Theory of the (Growth of the) Transnational Firm: A Penrosean Perspective’ Contributions to Political Economy, 19, pp. 71-89.

Pitelis C N  (2002) The Growth of the Firm; The Legacy of Edith Penrose. Oxford: Oxford University Press.

Porter M E (1990), The Competitive Advantage of Nations, Macmillan, Basingstoke.

Richardson G B (1972) "The Organisation of Industry," Economic Journal 82(327): 883-896.

Rugman A M (1981), Inside the Multinationals: The economics of Internal Markets, New York: Columbia University Press.

Rugman A M (2000), The End of Globalization, London: Random House and New York: Amacom- McGraw Hill.

Schumpeter J A. 1942/1987. Capitalism, Socialism and Democracy London: Unwin Hyman. 5th ed.

UNCTAD (2002), World Investment Report 2002, Transnational Corporations and Export Competitiveness.

Wernerfelt B (1984) “A resource-based view of the firm”, Strategic Management Journal, vol 5, pp. 171-180.

White L J (2002), “Trends in aggregate concentration in the United States”, Journal of Economic Perspectives, vol. 16, no. 4, pp. 137-160.

Williamson O E (1981) "The Modern Corporation," Journal of Economic Literature 19 (December): pp. 1537-68.

Young A. 1928. Increasing returns and economic progress. The Economic Journal, xxviii. 152: 527-542.  

� We borrow Penrose’s (1959) apt terminology here, but apply it to a person (while Penrose applied it to the firm).


� On the argument that MNE operations are Triad-based, see Rugman (2000).


� In 2002 for the first time a Latin American MNE  (Cemex) has entered the global 100 list UNCTAD (2002).


� Evidence reported in White (2002) on aggregate concentration in the US points to a declining trend in the 1980s and early 1990s and increasing post 1995. The author also acknowledges the severe data limitations.
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