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Strategic 
Development 

of the MNE

• Pre 1870

• Chartered Companies

Had trading rights- used financial and human capital to develope resource-
based (agricultural and mineral potential of foreign countries (mostly colonies) 
and trade that was fully allied to this production

(resource-seeking)-----not MNEs though (lacked  organization links to VA activity 
in the home country)

Examples: The East India Company was established in 1602 as a joint-stock 
company with a monopoly of the trade to and from the East Indies.

In North America the English chartered companies had a colonizing as well as a 
trading purpose. Although the Hudson’s Bay Company was almost wholly 
devoted to trade, most companies—such as the London Company, 
the Plymouth Company, and the Massachusetts Bay Company—were directly 
involved in the settlement of colonists.

In the Netherlands the Dutch East India (chartered in 1600)  and West India 
companies were the basis of the commercial and maritime supremacy of the 
Dutch in the 17th century.

Source: https://www.britannica.com/topic/chartered-company

https://www.britannica.com/topic/East-India-Company
https://www.britannica.com/topic/joint-stock-company
https://www.britannica.com/place/East-Indies
https://www.britannica.com/place/North-America
https://www.britannica.com/topic/Hudsons-Bay-Company
https://www.britannica.com/topic/Virginia-Company
https://www.britannica.com/topic/Plymouth-Company
https://www.britannica.com/place/Massachusetts-Bay


Migrations

• Groups of people with special skills and 
knowledge, take with them significant amount 
of capital and move to new countries where 
they set up new industries.

• Examples; Peter Ballantine (from Dundee 
Scotland) to set up brewery in the US (around 
1830).

• Joseph Dyer from Connecticut  US to set up a 
factory in Manchester, England to manufacture 
American –English machinery (1820s) (cotton-
spinning)

• Not though multi-country operations (to 
compromise an MNE)



Finance 
Capitalists

• Raising funding from the home country (e.g. 
UK) to fund free-standing overseas operations 
e.g. copper mining in Russia.

• Had access to home country capital, had 
organizational skills in managing the foreign 
operations.

• Companies investing in petroleum are 
forerunners of today’s giant MNEs.

• Example: Rio Tinto Zinc, small office in London 
but not engage in similar activities in the UK.



1870-1914

• Four factors that changed industry and markets.

1. Advances in technology (fuel-powered 
machines and assembly line of production), 
led to optimal scale of production and thus 
firms looked for larger markets

2. Homogenisation of demand for products

3. Improvements in ocean transport and 
international communications

4. Mostly low trade barriers

These factors enabled trade



1870-1914 –
FDI and MNEs

• MNEs from Europe:

1. Securing raw materials to support home country industry- not any more 
responsibility of trade companies- element of value- added- vertical 
integration

2. Evolution of stand-alone companies into integrated multi-country 
companies with home-country HQs.

3. Need to supply effectively their overseas markets- horizontal integration-
market seeking (Nestle, Unilevel, Cadbury)

MNEs from US:

1. More oriented towards technology- based industries. Pioneered formal 
R&D

2. Evolved around managerial skills i.e. organize integrated operations in a 
range of different locations

Examples: US companies produced from sewing machines to drugs to oil to 
insurance (new products)

Study by Franko (1976)  identified  85 large European MNEs with operations in 
mining, petroleum and plantations (resource seeking)



1914-1939

• Economic depression

• High levels of restraints on trade

• Firms built individual facilities in host countries 
resulting in horizontal MNEs and market-
seeking investments



1945-1965

• Trade restraints are high

• Market seeking is still a predominant 
motivation

• Significant growth of MNEs

• 1965-

• Major developments:

1. Lowering of trade barriers led to 
rationalisation of international production by 
MNEs through efficiency-seeking subsidiaries

2. Adoption of international and networked 
approaches to R&D leading to knowledge-
seeking strategic motivation



FDI in 1992

• Developed countries continued to attract more than four 
fifths of world-wide foreign direct investment inflows in 
1990. The Triad, consisting of the European Community, 
Japan and the United States, accounted for 70 per cent of 
world-wide inflows.

• The absolute volume of foreign direct investment flows to 
developing countries has continued to increase, reaching a 
total of $32 billion in 1990. But their share in world tlows has 
maintained a downward trend, declining from 25 per cent in 
the first half of the 1980s to 17 per cent in the second half.  
Despite a declining share, the rate of growth of foreign 
direct investment flows to developing countries was more 
than twice the rate of growth of domestic output, 
investment and technology imports of these countries and 
one-and-a-half times the rate of growth of their total 
imports.

• Source: https://unctad.org/en/docs/wir92ove.en.pdf
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Geography 
and Hymer

• Analysis based on :

Pearce, R. and Papanastassiou, M. (2006) To 
almost see the world; Hierarchy and strategy in 
Hymer’s view of the Multinational, 
International Business Review, 15, 2, 151-165.



Hymer and 
the MNC

• The paper firstly describes how, using the two 
laws of ‘increasing firm size’ and ‘uneven 
development’, Hymer characterises the 
multinational corporation (MNC) as a 
geographically segmented hierarchy. 

• In this structure HQs in a limited number of core 
countries exercise authoritarian control over 
global operations through the centralised 
generation of competitive advantages and 
determination of strategy. 

• Poor hinterland countries then execute static 
and dependent low-value roles. 



Hierarchy

• Hymer develops his characterisation of the MNC as 
a centralised hierarchical system of authority and 
control through two complementary lines of 
argument; applying respectively what he terms the 
laws of increasing firm size and of uneven 
development. 

• In the first of these laws he describes the tendency 
for firm size to increase as the organisational form 
developed from the workshop of the industrial 
revolution, through the factory to the national 
corporation and from the multidivisional 
corporation to the multinational corporation (1970, 
pp. 442–443; 1972a, pp. 115–122; 1979, pp. 145–
147).



The role of 
center in 

Hymer’s MNC

• Hymer’s narrative shows that each widening of 
the firm’s base through new dimensions of 
product and/or geographical diversification also 
adds an extra level of administration, but with a 
unique ‘all seeing’ centre still retaining ultimate 
control.



The 
hierarchical 

MNC and 
uneven 

development

• At the bottom of the hierarchical pyramid level-
III is concerned with managing day-to-day 
operations of the MNC. Level-III activities are, 
therefore, the most widespread ‘according to 
the pull of manpower, markets, and raw 
materials’ (1972a, p. 124). 



The 
hierarchical 

MNC and 
uneven 

development

• The intermediate level-II is concerned with the 
coordination of the managers at level-III, essentially 
assuring the effective regional application of a particular 
part of a wider strategic framework that it does not help 
to formulate. The need for trained and skilled white-
collar workers and effective communications 
infrastructure tended to lead certain cities to become 
regional centres for MNCs’ level-II activity.

• Level-I is then the apex of the pyramid, where top 
management, concerned with goal determination and 
strategic planning, sets the framework within which the 
lower levels operate. Even more than level-II these 
general offices tend to be concentrated in a very limited 
number of metropolitan centres where they have close 
access ‘to the capital market, the media and the 
government’ (1972a, p. 124).



Hierarchy in 
Location

• Such a functional hierarchy in MNCs is then 
innately associated with the developmental 
stratification of the world economy (Hymer, 
1970, p. 446; 1972a, pp. 124–125; Hymer & 
Resnick, 1971, pp. 493–494). 

• The unique strategic-planning centres of an 
MNC will be located in one of a very small 
number of major capital cities. The most 
powerful and highly-rewarded MNC personnel 
will, therefore, be located there, providing 
spillover benefits in strengthening the 
competitive infrastructure and cultural life of 
these metropolises. 



Hierarchy in 
Location

• A wider range of still powerful and influential 
secondary cities will host level-II HQs of MNCs, 
learning the strategic priorities from level-I and 
organising their implementation throughout a 
significant regional component of the group’s 
operations. Personnel here still possess 
distinctive tactical responsibility, in that they 
will need to address any problems relating to 
applying level-I strategies to the specific (market 
or production) conditions of their region.

• Finally, at level III, a very large number of 
facilities routinely fulfil particular production 
responsibilities in a strategically totally 
dependent status.



Source: Castellani, D., & Santangelo, G. (2016). Quo vadis? Cities and the location of cross-border activities. In Conference Paper Presentation, iBEGIN Conference.










