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Abstract. The paper starts with the provocative assertion that TNCs have very little impact 

on today’s economics curriculum. It aims to show that an understanding of modern 

economies cannot be arrived at without an understanding of how TNCs operate. It then 

briefly reviews some of the main theories of the TNCs in the last 50 years. It considers the 

relationship between economics and the study of TNCs arguing for the relevance of inclusion 

of such a study for both the micro and macro curriculum. At the micro level the issue of 

strategic behaviour by TNCs is discussed in relation to the opportunity for strategies offered 

by transnationality. Such opportunities are related to the enhanced bargaining power – 

particularly towards labour and governments - open to TNCs. It is argued that the existence 

of nation-states with their different regulatory regimes in such elements as labour markets, 

social security and fiscal regulations may create opportunities for specific strategies open to 

companies that operate across borders. Some macro issues of TNCs’ activities and behaviour 

are considered, particularly in relation to the manipulation of transfer prices. 
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1. Introduction 

 

The title of this paper paraphrases a famous statement by Robert Solow (1987)
1
 and it 

deliberately exaggerates the application to the multinational companies (MNCs) or 

transnational companies (TNCs) as I prefer to call them to emphasise their ability to operate 

across nation-states and not just in several of them.  

 The exaggeration – though up to a point - is designed to provoke the audience of this 

conference into communicating to me – via their comments – the true situation they have 

experienced in their countries. Are courses/modules on the TNCs being taught? And if so in 

what type of institution/department and what is the scope and role of TNCs in the 

curriculum? 

  My own limited experience as a scholar in the subject and a teacher for many years in 

a Business School is the following. Most Economics Departments have, for a very long time, 

shied away from research and pedagogy into the TNCs. However, research and teaching into 

this subject has flourished in the last thirty years. The subject is taught in a variety of 

institutions ranging from Business Schools to Development Studies, Geography, Human 

resources, Marketing and Strategy Departments. Moreover there is a very active and wide 

community of researchers in the subject. They are united under the banner of ‘International 

Business’ which includes a very large number of scholars from a variety of disciplines. They 

have both research and pedagogic interests and they talk to each other and collaborate across 

disciplines.  

The research and teaching has been mainly unorthodox in approach though not 

necessarily radical. However, the neoclassical paradigm has rooted into this growing 

successful field from the mid 1980s. Scholars of New Trade Theories – such as Markusen, 

Krugman and Venables – have moved into the field and developed New Trade Theories 

applied to multinational corporations. This has made the subject more acceptable in neo-

classical circles and may be responsible for an  increasing inclusion of the field into 

pedagogy in economics departments. The appearance of a textbook - highlighting only this 

approach - to the explanation of why MNCs exist and operate across countries may have 

helped the process (Barba Navaretti and Venables 2004)
2
. 

 

2. A brief excursion into the theoretical background
3
 

 

The theory of TNCs starts with the seminal work of Stephen Hymer, a Canadian student 

working at the MIT under the supervision of Charles Kindleberger. His thesis (1960, 

published 1976),  has novel insights such as: (1) the distinction between portfolio and direct 

foreign investment and their different motivations and determinants; (2) the role of control in 

investment decisions; and (3) the role of structural market imperfections and market power in 

the decisions of international firms. Hymer’s later work – before his early death in a car crash 

– was more radical in its analysis of the effects of international firms on developing countries, 

on labour and on the constraints they posed on the policies of national governments (Hymer, 

1966; 1971; 1972; 1975)  

                                                 
1
 ‘You can see the computer age everywhere but in the productivity statistics’ (p. 36). 

2
 There are many textbooks on the MNCs or on international business in general. Most of them take the 

strategy/marketing route.  Dicken (2003) very successful and clear text has a more geographical perspective. 

Ietto-Gillies (2012) analyses TNCs and their activities largely from an economic point of view. It deals with 

Concepts (part I), Pre-WWII theories (Marxists and Neoclassical) and  with most of the theories developed since 

Hymer’s (Part III). In Part IV it considers effects of TNCs’ activities. 
3
 All the theories mentioned in this section and others are summarized and commented on in Ietto-Gillies (2012: 

Parts  III) 
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 Other researches into theories followed and became successful. They deal with a 

variety of aspects of international business though the unifying theme is strategies and 

behaviour of TNCs. The International Product Life Cycle theory of Raymond Vernon (1966) 

was also developed at Cambridge Massachusetts: at the Harvard Business School. The 

environment in which it was developed may have given it the specific multidisciplinary and 

dynamic characteristics. On the other side of the Atlantic – at the University of Reading - 

some scholars were developing a Coasian theory of the MNCs based on transaction costs: the 

internalization theory (Buckley and Casson, 1976) originating with McManus (1972).  John 

Dunning’ interest in MNCs dates back to the late 1950s. His (1977 and 1980) paper puts 

forward a theory which aims to explain all modes of international business activities from 

trade to licensing to direct investment. His eclectic approach developed the notion a three-

prong sets of advantages: those pertaining to firms – the ownership advantages – those 

pertaining to countries – the locational advantages – and those related to developing business 

activities in-house or externalizing them, i.e. internalization advantages. His theory took off 

in a big way and became the staple of research and pedagogy particularly in Business 

Schools. The underlying schematic framework made it easy to apply to most cases: but there 

lies the problem. The theory became almost tautological in its all-embracing scope, a fault 

that Dunning may have recognized and tried to redress (Dunning 2000a and b). 

 A more strategy and marketing approach is present in the very dynamic theory 

developed by the Scandinavian School. Johanson and Wiedesheim-Paul (1975) and Johanson 

and Vahlne (1977) are interested in explaining the stages and modalities of penetration of 

foreign markets that international companies go through. Their approach is rooted in a 

multidisciplinary approach that considers issues of strategy, marketing and management as an 

essential part of the decision-making process. 

 Multidisciplinarity is present also in the Evolutionary Theories approach to the the 

TNCs (Cantwell, 1989; Kogut and Zander, 1993) all of which have roots in Nelson and 

Winter (1982). They stress the learning function within TNCs and the advantages it 

generates. The international environment in which they operate allows TNCs to learn from 

the different countries in which they operate. This puts them in a stronger position on the 

innovation front and thus gives them competitive advantages. However, there are constraints 

to learning and to the diffusion of knowledge internally and externally to companies. The 

organizational structure of companies may be a facilitator or hinderer to knowledge 

transmission and spread whether to other parts of the company or to the localities in which 

TNCs operate or from the local environment to their subsidiaries. Many of the works dealing 

with these latter aspects have origin in the organizational and managerial literature on TNCs 

(Bartlett and Ghoshal, 1989; Gupta and Govinbdarajan 1991, 2000; Hedlund, 1986). 

 The 1980s saw the publication of a new approach to theories of the TNCs by well 

established economics scholars and specifically: Helpman (1984); Markusen (1984 and 

1995); Krugman (1985, 1987; 1991 a and b; 1998); Krugman and Venables (1996); Venables 

(1998).  The approach was developed on the back of their successful and established New 

Trade Theories of trade and – on the international business side – on the back of the 

internalization and of the eclectic theories.  The overall approach is one of partial equilibrium 

in which MNCs are profit maximizers under specific cost conditions derived from ad hoc 

assumptions. It is a theory of location of production in which assumptions about fixed costs at 

the firm level – over and above any fixed costs at the plant level – lead to a multi-plant 

organization of production. This approach is specific to spatial location and is one that 

geographers have been considering for a long time. Krugman (1991a) acknowledges the 

relevance of geography for economics and economic theories.  At the theoretical level their 

approach is largely spatial and therefore as applicable to inter-regional location of production 

as to inter-national location. In other words there is not much which is nation-states specific. 
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Not much that might highlight the differences in a US company based in Michigan deciding 

to invest in Texas or California as against the same company decisions to invest in the UK or 

Bulgaria or Tunisia. In practice – and not surprisingly – the models are not corroborated by 

the empirics. Krugman (1998:15) writes on this point:  ‘preliminary efforts . . . have found 

that such models are not at all easy to calibrate to actual data; in general, the tendency toward 

agglomeration is stronger in the models than in the real economy!’ 

 

3. TNCs and economics: an uneasy relationship 
 

It may be seen as too facile to state that the TNCs’ activities do not figure – or not enough – 

in the economics curriculum. And this is not just because I do not have hard evidence. It is 

also because it could be pointed out that many other areas of economics do not figure 

prominently or enough to satisfy scholars in the fields.  

 Indeed as regards the TNCs it could be claimed that the theory of the firm does figure 

prominently in the curriculum and if the TNCs are taught in a couple of lectures within a 

module on the firm, that should suffice. Moreover, it could reasonably be queried whether 

there is a case for specific theories of the TNCs over and above theories of the firm. In this 

section I want to deal with this query before going on – in the next section - to develop the 

case for the relevance of TNCs for research and pedagogy from both a micro and macro 

perspective. 

 To the lay person it would seem obvious that we need to study the activities of the 

most important economic agents operating today: transnational companies. Moreover, it 

would seem obvious that we must try and explain their most relevant activity: international 

production/foreign direct investment. 

 However, there are strong reasons – linked to both methodology and subject matter – 

why economic researchers have been unable or unwilling to fit the TNC and its activities into 

the main body of their theories. There are also very good reasons why the topic should now 

be given a stronger role in the economics curricula and research. To both of these I now turn. 

 Let us begin with trying to see the reasons why the transnational as such has no 

specific place in economic theory particularly in macroeconomic theory. Let us assume for a 

moment a wholly theoretical world in which all national barriers and frontiers have come 

down; one single currency circulates; a single tax regime is in operation; the labour market 

and social security system are unified. In other words, the world becomes one single 

country/nation-state and is governed as such. In such a world we would have no theory of 

international production: there would be no need for it. We would work within the confines 

of spatial location theory to explain where production is located and with theories of the firm, 

business governance and market structure to explain the growth of firms, their organization 

and their behaviour vis-à-vis other firms. Thus we would not need a theory of transnational 

companies to understand who invests, where and why. 

 In fact we do not attach much relevance to the identity of the investors when they 

originate from other regions within the same nation-state, for example, when a Texan firm 

invests in Massachusetts or a Piemontese firm invests in Calabria. Why should we consider 

the origin of the firm as relevant when it is from a foreign country? 

 In general, when analysing economic activities, economists tend to ignore the actual 

nationality of the investor. Instead, the main focus has been on such issues as: the firm in 

general or in relation to its size; the market structure of an industry; the production, 

investment or trade of the macro economy independently of the nationality of the firm 

producing, investing or trading. This is exactly what we do when we study, for example, 

international trade theory: we analyse the comparative conditions and advantages of the 

trading countries and/or the impact of trade on them independently of the national identity of 
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the exporter firm. Why should we bother with such identity when the operator is someone 

investing in many countries? 

Economists traditionally have looked into the identity of the investor, when analysing 

the investment by public versus private firms. The reason for this is clear: the public investor 

is supposed to have different objectives compared with the private one and therefore the 

characteristics private versus public do matter. However, this is not the case when the 

investor is a TNC. Whether the firm is foreign or domestic, multinational or a uninational 

firm, the objectives are not different; they are profit or profit-related objectives. 

 In fact, the reason why in our case the uninational or multinational character of the 

investor matters has nothing to do with objectives but with strategies. The argument for 

specific studies of the TNCs and for their incorporation into the main body of the economics 

curriculum is the existence of nation-states. In other words theories of transnational 

companies and of foreign direct investment are needed because we have nation-states and 

frontiers and these have a bearing on firms’ strategies. Such strategies affect the levels and 

patterns of world investment and production. They also affect the economic and social 

context in which other agents – such as labour, uninational firms or governments – operate. 

They do, in particular, affect the context of government policy. This is the main reason why a 

study of TNCs and their activities is important, and indeed basic, for an understanding of the 

activities of firms, industries and national economies in the global context. 

 

4. Why the activities of TNCs should be an essential part of the curriculum 
 

The relationship between micro and macro economics has never been easy. These have 

mostly been and still are two separate and not consistent parts of economics and they are 

taught as such. Yet the emergence and growth of large TNCs – and many TNCs are large 

though a growing number of smaller firms are becoming transnationals – has made the 

separation and inconsistency more glaring. Moreover, the nature and activities of TNCs are 

also raising questions for the traditional categories of economics and its curriculum. 

Macroeconomics tends to be largely nation-based; the theory of the firm tends to be 

geography and country neutral; the theory of international trade tends to be country- based. 

But the main actor in all these elements – the TNC – operate in many geographies. Moreover, 

though their country of origin and residence is still very relevant, they operate across nation-

states. They also operate in a variety of modalities – from direct production abroad to 

licensing and franchising to subcontraction – of which exports and imports are only one
4
. 

 Looking at TNCs as firms, the case for a separate theoretical approach to their 

existence, growth and activities rests on the fact that the existence of nation-states – across 

which they operate – gives them opportunities for strategies to enhance their power and 

improve their position and profitability.  

Zetlin (1974: 1090) argues that power (and control) ‘is essentially relative and 

relational: how much power, with respect to whom?’. Companies’ power has usually been 

analysed in relation to market power and, therefore, with respect to rival firms. In fact, many 

theories of the TNC deal – to a greater or lesser degree – with strategic behaviour towards 

rival firms (Vernon, 1966; Knickerbocker, 1973; Graham, 1978; 2000; Cowling and Sudgen, 

1987; Cantwell, 1989; 1995; Dunning, 1993; Buckley and Casson, 1998). However, power 

may also relate to other players in the economic system and specifically labour, governments, 

suppliers/distributors, subcontractors. 

                                                 
4
 An important one from the perspective of countries and the global economy. TNCs are responsible for some 

two thirds of world trade (UNCTAD 1996). Moreover, one third of world trade takes place on an intra-firm 

basis, i.e. between units of the same TNC which are located in different countries. 
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 Power is used in the resolution of conflicts, particularly those over distributional 

issues arising from production or market conditions. In the case of conflicts with rivals, the 

distribution relates to market shares; in the case of labour the conflict is over distribution 

between profits and wages; in the case of conflicts with governments the issue is distribution 

over the overall surplus and how much should go to the private sphere -  companies - or 

public sphere - governments and taxpayers.  

Ietto-Gillies (2012: ch 14) argues that operating across countries gives companies a 

stronger bargaining power towards labour and towards governments. In turn this results also 

in a stronger position towards rival companies. The stronger bargaining power of TNCs is 

linked to specific feature of nation-states i.e. to the fact that each nation-state has a different 

regulatory regime governing the economic, social and political life of the country. 

Specifically each nation-state has its own: 

 Rules and regulations regarding the social security system and in particular 

different regimes regarding labour 

 Fiscal regimes 

 Currency regimes 

 Regime of industrial policy with regard to  incentives to businesses 

 Rules and regulations regarding environmental and safety standards 

  

The existence of different regulatory regimes across nation-states allows companies that can 

truly plan, organize and control across frontiers to develop strategies to take advantage of 

differences in such regulatory regimes. This is particularly the case when the strategies aim to 

enhance power vis-à-vis actors who cannot – or not yet – plan and organize across national 

frontiers, or not to the same extent as TNCs. The advantage of transnationality can manifest 

in the following areas: 

 

 Towards labour 

 In negotiations with governments 

 Towards suppliers 

 Arising from different currency and tax regimes 

 Risk spreading 

 Acquisition of knowledge and innovation 

   

 Some of the above advantages involve distributional issues and conflicts particularly 

with labour and governments. The last two advantages can put the TNC in a better position 

towards rivals and therefore involve distribution over market shares.   

 The enhanced bargaining power towards labour given by transnationality derives from 

the fact that: (a) social security and labour markets regulations differ across countries; and 

labour organization and solidarity is low across countries but relatively higher within a single 

country. This leads to a fragmented labour force across the national frontiers and thus to 

lower bargaining power for the labour force employed by the same TNC in many countries. It 

therefore leads to the opportunity for TNCs to exploit such fragmentation to gain better 

conditions in bargaining for wages and conditions
5
. Other labour fragmentation strategies are 

also implemented usually contemporaneously. They relate to the organization of production. 

Externalization of some activities by large companies and public sector institutions leads to a 

more fragmented labour force and thus reduces its bargaining power within a country.  

                                                 
5
 This is evident in the recent strategies of the car manufacturer FIAT. The management has achieved a new, 

favourable bargaining context for the company by pitting Italian, American and Polish work force against each 

other.  
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Internationally, some companies may pursue strategies of both geographical – by nation-state 

– and organizational fragmentation. In fact, many sub-contracting activities take place at the 

international level. 

 The ability to operate across countries gives also TNCs bargaining power in 

negotiating incentives for inward investment with governments in different countries. Some 

playing up of governments against each other may also take place at the intra-country, 

regional level whenever regions of the same country are allowed to set their own conditions 

for attracting foreign investment. The current moves towards possible devolution of regions 

within the UK, Italy or Spain will be in the interest of TNCs who can extract better conditions 

from different regulatory regimes within the same country. 

 Operating across countries may also give a better bargaining position towards 

suppliers who tend to be smaller companies operating in one or two countries only. Over and 

above these advantages deriving from the bargaining position, transnationality offers also 

advantages in terms of risk spreading. It also gives advantages in terms of knowledge 

acquisition from different geographical, economic and social contexts and in its diffusion 

among the different units of the company, as mention in Sec. 2 above (Frenz and Ietto-Gillies   

2007 and 2012). 

 These considerations make the case for a full and independent treatment of TNCs as 

part of the theories of the firm. Their ability to plan, organize and control activities across 

national frontiers gives them opportunities for strategic behaviour over and above that of any 

uninational company independently of size. Thus transnationality can be turned into a 

considerable advantage. A full understanding of this issue requires an analysis in terms of 

strategic behaviour. This is best done in the context of a multidisciplinary approach. Thus any 

proper analysis of TNCs must move away from cost efficiency and equilibrium models in 

favour of real life strategic analysis. If the latter leads to less precise results, so be it. It is 

better to be imprecisely correct than precisely wrong. 

 

5. The relevance of TNCs in the macro context 

 

The above discussion of power of the TNCs in bargaining with governments takes the 

perspective of the companies, i.e. the micro perspective. However, the size, scope and power 

of TNCs towards governments, labour and other stakeholders and their relevance in general 

to the economies of single countries – specially when not very large – raise issues about the 

relevance of TNCs for the macroenvironment. They therefore raise issues at the policy level 

and at the level of our categories in economics. 

 The relevance on the macroenvironment derives from the TNC’s sheer power to affect 

employment, production, productivity and most of the variables key to growth and prosperity. 

At the government level their bargaining power affects the fiscal position of countries via the 

incentives given to them including those related to taxation. Moreover, on the taxation side 

corporations that operate in many countries have wide scope for the manipulation of transfer 

prices. 

Transfer prices?
6
 are prices charged by one part of the company (headquarters or one 

of the subsidiaries) to another part (any of the subsidiaries or headquarters) for the internal 

transfer of goods and services. When the internal transfer of goods and services takes place 

across borders as part of transnational activities, the corporations have the opportunity to 

develop pricing strategies that maximize the overall returns for the company as a whole. Such 

strategies may lead to the so-called ‘manipulation of transfer prices’. The word manipulation 

                                                 
6
 On transfer prices see also Eden (2001) 
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refers to the setting of prices for internal transfers at different levels compared with the prices 

which might be charged for arm’s-length transactions, i.e. different levels compared with the 

actual or potential market prices. Why would a company want to manipulate transfer prices? 

In what conditions and for what reasons would such a manipulation lead to higher company-

wide profits?  

The most common – and best known – reason
7
 for the manipulation of transfer prices 

is the minimization of the overall tax liability of the company. A company faced with tax 

liabilities in many countries is also likely to be faced with different tax rates in different 

countries as part of their different regulatory regimes. If the company can disclose most of its 

profits in the country with the lowest tax rate, it will avoid the charge of higher tax rates on 

some of its profits.  

 Companies that engage in international vertically integrated strategies of production 

have wide scope for transfer of components across countries and therefore have wide scope 

for manipulating transfer prices. However, such a manipulation can occur also in the pricing 

of services transferred between different parts of the company. These can be factor services – 

like the services of a highly skilled technical expert or manager – or product services. Many 

of these services or components are specific to the company and may not have a market price. 

Detection of possible manipulation of transfer prices may, therefore, be difficult. However, it 

is not impossible if reference is made to costs rather than market prices. 

 The issue of the effects of manipulation of transfer prices has come to the media fore 

in Nov-Dec 2012 during a probe by a House of Commons Public Accounts Committee into 

the low tax returns of major TNCs – such as Amazon, Starbucks and Google - for their UK 

operations. The large media coverage pointed out that it was a matter of where the companies 

chose to declare profits. They have also been keen to stress that whatever practices the 

companies were using, they were legal and so the issue was mainly one of ethics and morality 

rather than one of legality. I would like to point out the following. First, I do not know the 

details of how each of the companies ended up paying little or no corporation tax in a country 

where they seem to be doing quite well. However, if – and I stress if – the process was helped 

by invoicing at prices different from the potential arm’s-length ones or at prices with little or 

no relationship to the actual costs of goods and services being transferred, then there may be 

legal questions to be asked by clever and willing Inland Revenue officials
8
. Moreover, if the 

law allows companies to pay no tax in countries where they are doing well, then questions 

must be raised for the law and the government of the country. In my view it is not so much a 

moral/ethical issue as one of law, of law enforcement and of accounting skills and of 

government policies. This makes the activities of TNCs all the more intertwined with 

macroeconomic analysis and policy. 

  The manipulation of transfer prices has considerable effects on: (1) the tax revenue of 

individual countries and of the world as a whole; (2) their Balance of Payments position; (3) 

the size of the distribution of surplus between public and private sphere. For all these reasons 

I consider that inclusion of the study of TNCs in the economics curriculum is essential for a 

proper understanding of both the micro and macro context of real economies in the XXI 

century. 

  

 

                                                 
7
 For a more extensive discussion on reasons and effects of the manipulation of transfer prices see Ietto-Gillies 

(2012: Ch. 20). 
8
 The Organization for Economic Cooperation and Development (2010) gives detailed guidelines for companies 

and tax administrators on how to – respectively - set and monitor transfer prices. These guidelines can be of use 

to other stakeholders and general policy makers. 
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6. Summary and conclusions 
 

The paper starts with the provocative assertion that TNCs have very little impact on today’s 

economics curriculum. It aims to show that an understanding of modern economies cannot be 

arrived at without an understanding of how TNCs operate. It then touches on the 

development of theories of the TNCs in the last 50 years. It considers the relationship 

between economics and the study of TNCs arguing for the relevance of inclusion of such a 

study for both the micro and macro curricula. At the micro level the issue of strategic 

behaviour by TNCs is considered in relation to the opportunity for strategies offered by 

transnationality. Such opportunities are related to the enhanced bargaining power open to 

TNCs. Some macro issues of TNCs’ activities and behaviour are considered particularly in 

relation to the manipulation of transfer prices. 

 The TNCs are here to stay. The organization of production across different nation-

states and geographies has been a reality for the best part of the XX century and beyond. It 

has been greatly enhanced by the use of digital technologies in the planning of production 

and   markets. In many respects the TNCs are a force for progress in their organizational and 

technological innovation. However, as private companies their interest does not always 

coincide with the interests of society as a whole. It is the role of governments to properly 

channel their potential and activities in the interest of other stakeholders. It is for us 

economists to try and understand: how they operate; what the effects of their activities are; 

and what policies may be needed to maximize the benefits – or minimize the dangers - of 

their activities for economies and societies. It is our duty as researchers and educationalists 

(a) to delve into the important aspect of our real economies in a way that leads to a better 

understanding of them. If this requires collaboration with other disciplines, we should 

welcome it; and (b) to include very widely this important part of the real economy into our 

economics curricula. Anything else may be a betrayal of our mission as researchers and 

educationalists. 
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