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Theories of MNEs: Hymer (1960)

•  dissatisfaction with the theory of indirect (or portfolio) capital transfers to explain 
the foreign value-added activities of firms. 

1.  once risk and uncertainty, volatile exchange rates and the cost of acquiring 
information and making transactions were incorporated into classical portfolio 
theory, many of its predictions became invalidated. 

2.  FDI involved the transfer of a package of resources (technology, management 
skills, entrepreneurship and so on), and not just finance capital 

3.  FDI involved no change in the ownership of resources or rights transferred 
Ø  the organisational modality of both the transaction of the resources (for example, 

intermediate products) and the value-added activities linked by these transactions was 
different. 

•  For firms to own and control foreign value-adding facilities they must possess 
some kind of innovatory, cost, financial or marketing advantages – specific to 
their ownership – which is sufficient to outweigh the disadvantages they faced 
in competing with indigenous firms in the country of production.
•  These advantages, which he assumed to be exclusive to the firm owning them 

(hence the expression ‘ownership’ advantages), imply the existence of some kind 
of structural market failure. 
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Theories of MNEs: Vernon (1966)

•  Vernon used a microeconomic concept – the product cycle – to help 
explain a macroeconomic phenomenon, namely, the foreign activities 
of US MNEs in the post-war period. 

•  Built on Posner notion that the propensity of countries to engage in 
trade also depended on the capability of their firms to upgrade these 
assets or to create new ones, notably technological capacity. 
•  The competitive or ownership advantages of US firms – particularly 

their willingness and capa- bilities to innovate new products and 
processes – was determined by the structure and pattern of their 
home country factor endowments, institutions and markets. 
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Theories of MNEs: Vernon (1966)

1.  Initially, the product (or more correctly, the value-added activities based on the firm’s 
proprietary assets) was produced for the domestic consumption in the home country, near 
to its innovatory activities and/or markets. 

2.  At a later stage of the product cycle, because of a favourable combination of innovating 
and production advantages offered by the US, it was exported to other countries most 
similar to it in their demand patterns and supply capabilities. 

3.  Gradually, as the product becomes standardised or mature, the competitive advantages 
of the supplying firms were seen to change from those to do with the uniqueness of 
product per se, to their ability to minimise the costs of value-adding activities and/or their 
marketing expertise. 
•  The pressure to ensure cost efficiency mounts as imitators start making inroads into the market.
•  At the same time, as consumer demand becomes more price elastic, as labour becomes a more 

important ingredient of costs and as foreign markets expand, the attractions of siting value-
added activities in a foreign rather than domestic location increase. 

•  This might be hastened by the imposition of trade barriers or in anticipation of competitors 
setting up in these markets. 

•  Eventually, Vernon argued, if conditions in the host country were right, the affiliate might replace 
exports from the parent company or even export back to it. 
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Theories of MNEs: Vernon (1966)

•  The product cycle model was introduced in the 1960s to explain market-
seeking production by firms of a particular nationality or ownership. 

•  As Vernon (1979) himself acknowledged, by the late 1970s, the increasing 
geographical reach of MNEs coupled with a growing convergence in the 
advanced markets of the world reduced its general applicability. 

•  Furthermore, it did not explain resource-based, efficiency-seeking or strategic-
asset-acquiring FDI. 

•  The product cycle was the first dynamic interpretation of the determinants 
of, and relationship between, international trade and foreign production. 

•  It also introduced some novel hypotheses regarding demand stimuli, 
technology leads and lags, and information and communication costs, 
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Theories of MNEs: Oligopolistic 
reactions

•  A group of Vernon’s students, found that it was not just locational variables 
that determined the spatial distribution of the economic activity of firms, but 
their strategic response to these variables, and to the anticipated 
behaviour of their competitors. 
•  Knickerbocker (1973) argued that, as risk minimisers, oligopolists wishing to avoid 

destructive competition would normally follow each other into new (for example, 
foreign) markets, in order to safeguard their own commercial interests. 

•  Graham argued that an MNE oligopolist which found its home territory invaded by 
a foreign MNE would, more than likely, retaliate by penetrating the invader’s home 
turf (‘exchange of threats’ hypothesis) 

•  whereas Hymer viewed FDI primarily as an aggressive strategy by firms to 
advance their monopoly power, Vernon and his colleagues perceived it more as a 
defensive strategy by firms to protect their existing market positions. 
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Theories of MNEs: Uppsala school 
Johanson and Vahlne (1977, 1990)

•  the model predicted increasing resource commitment to foreign markets 
over time as a result of organisational learning and the accumulation of 
experience.

•  It also predicted that firms would diversify their investments into countries with 
progressively higher levels of ‘psychic distance’.
•  Psychic distance can be defined as ‘the factors preventing or disturbing firms 

learning about and understanding of a foreign environment’ 

•  the association was found to be most pronounced in the early stages of the 
firm’s internationalisation process. 
•  differences in the levels of economic development, 

•  education, culture and languages, 

•  the perceptions of Swedish managers, 

•  Hofstede’s ranking of the cultural similarities of countries, based on a composite of 
four dimensions: 
•  power distance, uncertainty avoidance, individualism–collectivism and masculinity–

femininity 
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Theories of MNEs: Uppsala school 
Johanson and Vahlne (1977, 1990)

•  the increasing resource commitment predicted by the model is likely to have 
less influence the more information and experience the firm acquires in the 
marketplace
•  a limited search for alternatives and consequent reliance on psychically close 

locations is the result of organisational and individual constraints on information 
processing, 

•  over time, some firms would be able to develop organisational routines to overcome 
the search constraints, and to reduce the costs of further informa- tion. 

•  With improved information, the firm would also be able to reduce uncertainty 
surrounding the investment, and hence, it would be more likely to be able to engage 
in direct investment in distant locations. 

•  this would make the process model of internationalisation more applicable to 
initial internationalisation, but less to subsequent investments by established 
multinationals 

•  the Uppsala model might be particularly suited to explaining the 
internationalisation of relatively small and inexperienced firms from developing 
countries
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Theories of MNEs: Internalization 
theory

•  Internalisation theory is essentially directed to explaining why the cross-border 
transactions of intermediate products are organised by hierarchies rather than 
determined by market forces

•  Its basic hypothesis is that multinational hierarchies represent an alternative 
mechanism for coordinating related value-added activities across national 
boundaries to that of the market; and that firms are likely to engage in FDI 
whenever they perceive that the net benefits of their common ownership of 
domestic and foreign activities, and the transactions arising from them, are 
likely to exceed those offered by external trading relationships. 

•  The theory is primarily concerned with identifying the situations in which the 
cross-border markets for intermediate products are likely to be internalised 
within hierarchies, and hence those in which firms are likely to own and control 
value-adding activities outside their national boundaries. 

•  The eclectic paradigm, while accepting the logic of internalisation theory, 
argues that it is not, in itself, sufficient to explain the level and structure of the 
production of a country’s own firms outside their national boundaries 
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Theories of MNEs: Eclectic or OLI 
paradigm (Dunning)

•  to explain the ownership and the spatial distribution of output two kinds of 
market imperfection must be present. 
•  structural market failure 

which discriminates between firms (or owners of corporate assets) in their ability to gain and 
sustain control over property rights or to govern multiple and geographically dispersed value-
added activities. 

§  intrinsic or endemic failure 
of intermediate product markets to transact goods and services at a lower net cost (or higher 
net benefit) than those which a hierarchy might incur (or achieve) 
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Theories of MNEs: Eclectic or OLI 
paradigm (Dunning)

•  The capability and willingness of one country’s enterprises to supply either a 
foreign or a domestic market from a foreign location depends on their 
possessing, or being able to acquire, certain assets not available, or not 
available at such favourable terms, to another country’s enterprises. 
•  Such assets are referred to as ownership-specific (O) advantages 
•  They include not only tangible assets, such as natural endowments, manpower and 

capital, but intangible assets such as technology and information, managerial, 
marketing and entrepreneurial skills, organisational systems, incentive structures, 
and favoured access to intermediate or final goods markets. 

•  Assets might be specific to a particular location (hereafter referred to as 
location-specific (L) advantages) in their origin and use, but available to all 
firms. 
•  These include not only Ricardian-type endowments, but also the cultural, legal, 

political, financial and institutional environment in which they are deployed 
•  when it is better to use these advantages in combination with L-bound assets in the 

exporting rather than in the importing (or in a third) country, we have trade.
•  where, however, these latter assets favour the importing (or a third) country, foreign-

owned production will replace trade. 
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Theories of MNEs: Eclectic or OLI 
paradigm (Dunning)

•  To summarise, an act of 
•  MNE activity combines the export of intermediate products, 
•  requiring inputs in which the home country is relatively well endowed, 
•  with the use of resources in which the host country is relatively well endowed 

•  But the unique characteristics of the MNE is that it is both multi-activity and 
engages in the internal transfer of intermediate products across national 
boundaries

•  They maximise the net benefits of lower production or transaction costs arising 
from common governance, and partly to ensure that they gain the maximum 
economic rent (discounted for risk) from the O advantages they possess. We 
shall refer to such perceived advantages of hierarchical control as 
internalisation (I) advantages 
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Theories of MNEs: Eclectic or OLI 
paradigm (Dunning)

•  I-advantages arise from endemic (transactional) market failures
•  buyers and sellers do not enter the market with complete (or symmetrical) 

information, or perfect certainty about the consequences of the transactions they 
are undertaking. 

•  Cognitive deficiencies, alone or combined with other forms of institutional failure, 
give rise to bounded rationality, opportunism, adverse selection, moral hazard 
and information impactedness, which are the innate characteristics of some 
markets 

•  The market cannot, by itself, take account of the benefits and costs that arise as a 
result of a particular transaction, but which are external to that transaction

•  wherever the demand for a particular product, while infinitely elastic, is insufficiently 
large to enable the producing firms fully to capture the economies of size, scope 
and geographical diversification. 
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Theories of MNEs: Eclectic or OLI 
paradigm (Dunning)

•  The distinctive characteristic of MNE activity is, that 
•  it marries the cross-border dimension of value-added activities of 

firms with the common governance of those activities. 
•  While the former draws upon the economics of the spatial distribution of 

immobile resources and the theory of market structures to explain the 
location of production independently of its ownership, the theory of market 
failure helps to explain the organisation and ownership of production 
independently of its location. 

•  The precise form and pattern of the resulting international production will 
then be a function of the configuration of the O-specific assets of firms 
and the L-specific assets of countries, and the extent to which firms 
perceive that they (rather than markets) can better organise and 
coordinate these O and L assets. 
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Theories of MNEs: Eclectic or OLI 
paradigm (Dunning)

Theories of foreign direct investment 101

BOX 4.1 THE ECLECTIC (OLI) PARADIGM OF
INTERNATIONAL PRODUCTION

Ownership-specific Advantages (O) of an Enterprise of one Nationality (or
Affiliates of Same) over Those of Another

(a) Property rights and/or intangible asset advantages (Oa)
The resource (asset) structure of the firm. Product innovations, production
management, organisational and marketing systems, innovatory capacity,
noncodifiable knowledge; accumulated experience in marketing, finance,
etc. Ability to reduce costs of intra- and/or inter-firm transactions (also influ-
enced by Oi).

(b) Advantages of common governance, that is, of organising Oa with com-
plementary assets (Ot)
(i) Those that branch plants of established enterprises may enjoy over de

novo firms. Those resulting mainly from size, product diversity and
learning experiences of enterprise (e.g., economies of scope and spe-
cialisation). Exclusive or favoured access to inputs (e.g., labour, natural
resources, finance, information). Ability to obtain inputs on favoured
terms (e.g., as a result of size or monopsonistic influence). Ability
of parent company to conclude productive and cooperative inter-
firm relationships. Exclusive or favoured access to product markets.
Access to resources of parent company at marginal cost. Synergistic
economies (not only in production, but in purchasing, marketing,
finance, etc. arrangements).

(ii) Which specifically arise because of multinationality. Multinationality
enhances operational flexibility by offering wider opportunities for
arbitraging, production shifting and global sourcing of inputs. More
favoured access to and/or better knowledge about international markets
(e.g., for information, finance, labour, etc.). Ability to take advantage of
geographic differences in factor endowments, government regulation,
markets, etc. Ability to diversify or reduce risks. Ability to learn from
societal differences in organisational and managerial processes and
systems (also influenced by Oi).

(c) Institutional assets (Oi)
The formal and informal institutions that govern the value-added processes
within the firm, and between the firm and its stakeholders. Codes of
conduct, norms and corporate culture; incentive systems and appraisal;
leadership and management of diversity.

Location-specific Factors (L) (These May Favour Home or Host Countries)

Spatial distribution of natural and created resource endowments and markets.
Input prices, quality and productivity (e.g., labour, energy, materials, compo-

nents, semifinished goods).

spread across countries, industries and enterprises. It accepts that such advantages are not
static and that a firm’s strategic response to any particular OLI configuration may affect
the nature and pattern of its O and I advantages in a later period (Dunning, 1993a). It also
accepts that, viewed from a dynamic perspective, the OLI components may be interde-
pendent of one another. Thus a firm’s response to the L attractions of a particular country
or countries in time ‘t’ may affect the extent and composition of its O advantages in time
t + 1. Similarly the power and strategic use of a firm’s O and I advantages in time ‘t’ may
affect the L advantages of at least some of the countries in which it invests in time t + 1.

However, we would aver that although the three strands in the explanation of interna-
tional production interact with one another, conceptually there is something to be said for

102 Facts, theory and history

International transport and communication costs.
Investment incentives and disincentives (including performance requirements,

etc.).
Artificial barriers (e.g., import controls) to trade in goods and services.
Infrastructure provisions (educational, transport and communication).
Cross-country ideological, language, cultural, business, political differences.
Economies of agglomeration and spillovers.
Economic system and strategies of government; the institutional framework for

resource allocation.
Legal and regulatory system (e.g., protection of propriety rights, credible

enforcement).

Internalisation Advantages (I) (i.e., to Circumvent or Exploit Market Failure)

To avoid search and negotiating costs.
To avoid costs of moral hazard and adverse selection, and to protect the repu-

tation of the internalising firm.
To avoid cost of broken contracts and ensuing litigation.
Buyer uncertainty about nature and value of inputs (e.g., of technology

being sold).
When market does not permit price discrimination.
Need of seller to protect quality of intermediate or final products.
To capture economies of interdependent activities (influenced by Ot).
To compensate for the absence of future markets.
To avoid or exploit government intervention (quotas, tariffs, price controls, tax dif-

ferences, etc.).
To control supplies and conditions of sale of inputs (including technology).
To control market outlets (including those which might be used by competitors).
To be able to engage in practices, such as cross-subsidisation, predatory pricing,

leads and lags, and transfer pricing as a competitive (or anticompetitive)
strategy.

Sources: These variables are culled from a variety of sources, but see especially Dunning (1981
1988a) and Ghoshal (1987).

0DWHULDOH�SURWHWWR�GD�FRS\ULJKW��DVVHPEODWR�SHU�PRWLYL�GLGDWWLFL�H�DG�XVR�VWUHWWDPHQWH�SHUVRQDOH��DL�VHQVL�GHOOD�OHJJH����DSULOH������Q������

(FRQRPLD�GHOOH�LPSUHVH�PXOWLQD]LRQDOL����SURI��'��&DVWHOODQL���)DF��(FRQRPLD���8QLY��3HUXJLD ���96

Theories of foreign direct investment 101

BOX 4.1 THE ECLECTIC (OLI) PARADIGM OF
INTERNATIONAL PRODUCTION

Ownership-specific Advantages (O) of an Enterprise of one Nationality (or
Affiliates of Same) over Those of Another

(a) Property rights and/or intangible asset advantages (Oa)
The resource (asset) structure of the firm. Product innovations, production
management, organisational and marketing systems, innovatory capacity,
noncodifiable knowledge; accumulated experience in marketing, finance,
etc. Ability to reduce costs of intra- and/or inter-firm transactions (also influ-
enced by Oi).

(b) Advantages of common governance, that is, of organising Oa with com-
plementary assets (Ot)
(i) Those that branch plants of established enterprises may enjoy over de

novo firms. Those resulting mainly from size, product diversity and
learning experiences of enterprise (e.g., economies of scope and spe-
cialisation). Exclusive or favoured access to inputs (e.g., labour, natural
resources, finance, information). Ability to obtain inputs on favoured
terms (e.g., as a result of size or monopsonistic influence). Ability
of parent company to conclude productive and cooperative inter-
firm relationships. Exclusive or favoured access to product markets.
Access to resources of parent company at marginal cost. Synergistic
economies (not only in production, but in purchasing, marketing,
finance, etc. arrangements).

(ii) Which specifically arise because of multinationality. Multinationality
enhances operational flexibility by offering wider opportunities for
arbitraging, production shifting and global sourcing of inputs. More
favoured access to and/or better knowledge about international markets
(e.g., for information, finance, labour, etc.). Ability to take advantage of
geographic differences in factor endowments, government regulation,
markets, etc. Ability to diversify or reduce risks. Ability to learn from
societal differences in organisational and managerial processes and
systems (also influenced by Oi).

(c) Institutional assets (Oi)
The formal and informal institutions that govern the value-added processes
within the firm, and between the firm and its stakeholders. Codes of
conduct, norms and corporate culture; incentive systems and appraisal;
leadership and management of diversity.

Location-specific Factors (L) (These May Favour Home or Host Countries)

Spatial distribution of natural and created resource endowments and markets.
Input prices, quality and productivity (e.g., labour, energy, materials, compo-

nents, semifinished goods).

spread across countries, industries and enterprises. It accepts that such advantages are not
static and that a firm’s strategic response to any particular OLI configuration may affect
the nature and pattern of its O and I advantages in a later period (Dunning, 1993a). It also
accepts that, viewed from a dynamic perspective, the OLI components may be interde-
pendent of one another. Thus a firm’s response to the L attractions of a particular country
or countries in time ‘t’ may affect the extent and composition of its O advantages in time
t + 1. Similarly the power and strategic use of a firm’s O and I advantages in time ‘t’ may
affect the L advantages of at least some of the countries in which it invests in time t + 1.

However, we would aver that although the three strands in the explanation of interna-
tional production interact with one another, conceptually there is something to be said for

102 Facts, theory and history

International transport and communication costs.
Investment incentives and disincentives (including performance requirements,

etc.).
Artificial barriers (e.g., import controls) to trade in goods and services.
Infrastructure provisions (educational, transport and communication).
Cross-country ideological, language, cultural, business, political differences.
Economies of agglomeration and spillovers.
Economic system and strategies of government; the institutional framework for

resource allocation.
Legal and regulatory system (e.g., protection of propriety rights, credible

enforcement).

Internalisation Advantages (I) (i.e., to Circumvent or Exploit Market Failure)

To avoid search and negotiating costs.
To avoid costs of moral hazard and adverse selection, and to protect the repu-

tation of the internalising firm.
To avoid cost of broken contracts and ensuing litigation.
Buyer uncertainty about nature and value of inputs (e.g., of technology

being sold).
When market does not permit price discrimination.
Need of seller to protect quality of intermediate or final products.
To capture economies of interdependent activities (influenced by Ot).
To compensate for the absence of future markets.
To avoid or exploit government intervention (quotas, tariffs, price controls, tax dif-

ferences, etc.).
To control supplies and conditions of sale of inputs (including technology).
To control market outlets (including those which might be used by competitors).
To be able to engage in practices, such as cross-subsidisation, predatory pricing,

leads and lags, and transfer pricing as a competitive (or anticompetitive)
strategy.

Sources: These variables are culled from a variety of sources, but see especially Dunning (1981
1988a) and Ghoshal (1987).

0DWHULDOH�SURWHWWR�GD�FRS\ULJKW��DVVHPEODWR�SHU�PRWLYL�GLGDWWLFL�H�DG�XVR�VWUHWWDPHQWH�SHUVRQDOH��DL�VHQVL�GHOOD�OHJJH����DSULOH������Q������

(FRQRPLD�GHOOH�LPSUHVH�PXOWLQD]LRQDOL����SURI��'��&DVWHOODQL���)DF��(FRQRPLD���8QLY��3HUXJLD ���96

Theories of foreign direct investment 101

BOX 4.1 THE ECLECTIC (OLI) PARADIGM OF
INTERNATIONAL PRODUCTION

Ownership-specific Advantages (O) of an Enterprise of one Nationality (or
Affiliates of Same) over Those of Another

(a) Property rights and/or intangible asset advantages (Oa)
The resource (asset) structure of the firm. Product innovations, production
management, organisational and marketing systems, innovatory capacity,
noncodifiable knowledge; accumulated experience in marketing, finance,
etc. Ability to reduce costs of intra- and/or inter-firm transactions (also influ-
enced by Oi).

(b) Advantages of common governance, that is, of organising Oa with com-
plementary assets (Ot)
(i) Those that branch plants of established enterprises may enjoy over de

novo firms. Those resulting mainly from size, product diversity and
learning experiences of enterprise (e.g., economies of scope and spe-
cialisation). Exclusive or favoured access to inputs (e.g., labour, natural
resources, finance, information). Ability to obtain inputs on favoured
terms (e.g., as a result of size or monopsonistic influence). Ability
of parent company to conclude productive and cooperative inter-
firm relationships. Exclusive or favoured access to product markets.
Access to resources of parent company at marginal cost. Synergistic
economies (not only in production, but in purchasing, marketing,
finance, etc. arrangements).

(ii) Which specifically arise because of multinationality. Multinationality
enhances operational flexibility by offering wider opportunities for
arbitraging, production shifting and global sourcing of inputs. More
favoured access to and/or better knowledge about international markets
(e.g., for information, finance, labour, etc.). Ability to take advantage of
geographic differences in factor endowments, government regulation,
markets, etc. Ability to diversify or reduce risks. Ability to learn from
societal differences in organisational and managerial processes and
systems (also influenced by Oi).

(c) Institutional assets (Oi)
The formal and informal institutions that govern the value-added processes
within the firm, and between the firm and its stakeholders. Codes of
conduct, norms and corporate culture; incentive systems and appraisal;
leadership and management of diversity.

Location-specific Factors (L) (These May Favour Home or Host Countries)

Spatial distribution of natural and created resource endowments and markets.
Input prices, quality and productivity (e.g., labour, energy, materials, compo-

nents, semifinished goods).

spread across countries, industries and enterprises. It accepts that such advantages are not
static and that a firm’s strategic response to any particular OLI configuration may affect
the nature and pattern of its O and I advantages in a later period (Dunning, 1993a). It also
accepts that, viewed from a dynamic perspective, the OLI components may be interde-
pendent of one another. Thus a firm’s response to the L attractions of a particular country
or countries in time ‘t’ may affect the extent and composition of its O advantages in time
t + 1. Similarly the power and strategic use of a firm’s O and I advantages in time ‘t’ may
affect the L advantages of at least some of the countries in which it invests in time t + 1.

However, we would aver that although the three strands in the explanation of interna-
tional production interact with one another, conceptually there is something to be said for

102 Facts, theory and history

International transport and communication costs.
Investment incentives and disincentives (including performance requirements,

etc.).
Artificial barriers (e.g., import controls) to trade in goods and services.
Infrastructure provisions (educational, transport and communication).
Cross-country ideological, language, cultural, business, political differences.
Economies of agglomeration and spillovers.
Economic system and strategies of government; the institutional framework for

resource allocation.
Legal and regulatory system (e.g., protection of propriety rights, credible

enforcement).

Internalisation Advantages (I) (i.e., to Circumvent or Exploit Market Failure)

To avoid search and negotiating costs.
To avoid costs of moral hazard and adverse selection, and to protect the repu-

tation of the internalising firm.
To avoid cost of broken contracts and ensuing litigation.
Buyer uncertainty about nature and value of inputs (e.g., of technology

being sold).
When market does not permit price discrimination.
Need of seller to protect quality of intermediate or final products.
To capture economies of interdependent activities (influenced by Ot).
To compensate for the absence of future markets.
To avoid or exploit government intervention (quotas, tariffs, price controls, tax dif-

ferences, etc.).
To control supplies and conditions of sale of inputs (including technology).
To control market outlets (including those which might be used by competitors).
To be able to engage in practices, such as cross-subsidisation, predatory pricing,

leads and lags, and transfer pricing as a competitive (or anticompetitive)
strategy.

Sources: These variables are culled from a variety of sources, but see especially Dunning (1981
1988a) and Ghoshal (1987).

0DWHULDOH�SURWHWWR�GD�FRS\ULJKW��DVVHPEODWR�SHU�PRWLYL�GLGDWWLFL�H�DG�XVR�VWUHWWDPHQWH�SHUVRQDOH��DL�VHQVL�GHOOD�OHJJH����DSULOH������Q������

(FRQRPLD�GHOOH�LPSUHVH�PXOWLQD]LRQDOL����SURI��'��&DVWHOODQL���)DF��(FRQRPLD���8QLY��3HUXJLD ���96



2-1
6 

Theories of MNEs: Evolutionary 
approach

•  Kogut (1983) persuasively argued that, although the possession of superior intangible 
assets may give rise to the initial act of foreign production, once established abroad the 
advantages of multinationality per se, that is, those gained from the spreading of 
environmental risks and the common governance of diversified activities in dispersed 
locations, become more significant. 
•  In later papers, Kogut has also related the international strategy of MNEs to the source of these 

sequential advantages and to their learning experiences in coordinating domestic and foreign 
production 

•  This brings us to the contribution of evolutionary economics to our understanding of MNE 
activity. 
•  To what extent have there been attempts to evaluate the extent to which the internationalisation 

of production is linked to the willingness and capacity of firms to accumulate, integrate and 
control O advantages across national borders? 
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Theories of MNEs: Evolutionary 
approach

•  Cantwell (1989) has argued that the creation and sustenance of new technology 
and new technological systems within firms is best understood as a series of 
evolutionary adjustments and refinements. 
•  Each MNE, because of the differences in its OLI configuration and its strategic 

response to these variables, will create its own unique and differentiated 
technological trajectory or path, each step of which needs to be learned and 
coordinated with those which preceded it 

•  The more complex, path dependent and widely dispersed the technology is, the 
more likely it is that the learning process needs to be internalised. 

•  However, although technological competence is often an O-specific asset, its 
creation and usage is often dependent on the innovating capabilities, market 
characteristics, and incentive structures of the countries in which the firm sites its 
production, and how it responds to these L-specific characteristics. 

•  It is also likely to be a function of the learning processes associated with different 
modes of internationalisation, the strategy of the firm towards the decentralisation 
of its R&D activities (Cantwell, 1991b, 2001; Dunning, 1993c), and the devolution of 
responsibility for asset-augmenting activities to affiliates and/or regional 
headquarters. 
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Theories of MNEs: Evolutionary 
approach

•  Cantwell (1989) has argued that the creation and sustenance of new 
technology and new technological systems within firms is best 
understood as a series of evolutionary adjustments and refinements. 
•  The path of international production, then, requires an appreciation of the 

interaction between the technological assets of firms and the specific 
endowments and institutions of countries over time, as well as at a 
given moment of time. 

•  Although the evolutionary approach to the MNE has tended to focus on 
the technological capacity of firms, it could easily be extended to embrace 
managerial, organisational, financial and marketing knowledge, and 
corporate incentive structures. 




