CHAPTER 8: The Future of the Transnational: An Evolving Global Role

· The dawning of the new millennium offered exciting prospects of continued growth and prosperity
· However, for the poorest nations on Earth, the reputation of large MNEs from the world’s most developed countries was shaky at best, and in some quarters in complete tatters

The Growing Discontent
· Prior to the 21st century globalization had been widely viewed as a powerful engine of economic development, spreading the benefits of free market capitalism around the world
· [bookmark: _GoBack]Yet, to people who lived in developing countries the growing gap between the rick and the poor offered clear evident that globalization was just the latest term for their continued exploitation by the developed world through the agency of MNEs
· Delegates from a number of developing nations agreed to block what they saw as unfair rules being imposed by richer nations at the WTO meeting in Seattle in 1999
· This conference represented the first high profile protest against the increasing globalization of the world’s economy
· The prime target of the protests were the trade ministers from the world’s richest countries and the multinational corporations that the demonstrators saw as the main drivers and beneficiaries of globalization
· It became evident that efforts of the WTO, the International monetary Fund and the World Bank had often done more harm than good in developing countries
· Rather than seeing MNEs as creating value in developing countries, it was suggested that their effect was often to crowd out local enterprise, and then use their monopoly power to raise prices

The Challenge Facing MNEs
· Given the extent of global poverty and the lack of clear significant progress in reducing it, a growing view began to emerge that it was time to radically rethink an approach that relied so heavily on government funded aid programs 
· For the MNEs the immediate challenge has been to decide how to respond to the growing public resistance to the globalization forces that drove their growth and expansion during the previous half century
· Their longer term challenge is to determine whether they are willing to step up and take a leadership role in dealing with the problems that are underlying causes of the anti globalization movement 



Responding to Developing World Needs: Four MNE Postures
· These are the four somewhat archetypical response along a spectrum of possible action, ranging from an “exploitive” approach to one described as a “transformative” approach
· The observations are that most MNEs have moved away from the former model and many believe that it is in their long term interest to shift toward the latter


The Exploitive MNE: Taking Advantage of Disadvantage
· The motivation for many MNEs to internationalize was its desire to access low cost factors of production, and the ability to locate cheap labour has long encouraged many MNEs to enter emerging markets
· To anyone operating in these markets, it soon became evident that not only were the wages significantly below those in developed countries, but so were the health and safety standards, the working conditions, and even the human rights of the workers
· The question facing MNEs was how to respond to this situation
· For a subset of the companies described as exploitive MNEs, the lower the labour rate, the longer the workweek, the fewer the restrictions on working conditions and the less regulation of workers rights, the better
· The companies placed in this category believe that cross country differences in wages, working conditions, legal requirements and living standards all represent unfettered opportunities for them to capture competitive advantage
· Such an attitude received its strongest support in the 1970s in the writings of Milton Friedman, who said that companies had a responsibility to maximize profits and that shareholders were their only legitimate stakeholder
· One of the most commonly help negative images of MNEs related to the use of sweatshops, in which the labour force, often including children, works long hours for less that a living wage
· Most MNEs have tried to avoid criticism around the sweatshop issue by outsourcing manufacturing to arms length suppliers
· However, such tactics are no longer effective in insulating the MNE from responsibility
· In recent years, major companies like, Apple, Nike and Wal-Mart, have all yielded to the pressure of consumer boycotts and public criticism to step up monitoring of their suppliers
· Despite the risks, when the pressure from governments, nongovernmental organizations, and supranational agencies becomes too great, MNEs committed to an exploitive approach will simply close down and move their factory to another city, state or country
· These companies understand that many countries are actively working to develop employment, increase their tax base and capture spin off benefits from new investment, and they do not hesitate to play countries against one another 
· In countries where corruption and bribery are common, this push for concessions and subsidiaries from local government officials and regulators has led some exploitive MNEs to engage in illegal activities, justifying the actions with an attitude of “when in Rome…”
· Global exploitation can move well beyond an ethics free pursuit of low cost labour and subsidized investment
· It has led some companies to seek market expansion regardless of the likely resulting economic, social or cultural damage
· MNEs also have an impact on the local communities in which they operation
· In its single minded focus on maximizing profit, an exploitive MNE accepts no responsibility for the social or environmental consequences of its actions
· Because MNEs are able to operate outside the legal framework of any single government, some believe that they need to be better regulated and controlled
· However, most supranational organizations and agencies have been relatively ineffective in providing such an oversight
· As a result, many global NGOs have begun to assume the role on monitors and controllers of exploitive MNEs, through their ability to organize protests, boycotts, or political action
· Exploitive MNEs soon developed adversarial attitudes towards the NGOs, and that relationship was reciprocated 
· Overall, the picture of the exploitive MNE is not a pretty one
· It is an organization that is willing to collude with political elites, violate environmental norms, ignore the welfare of consumers and employees, and expose emerging market communities to potential harm
· This type of MNE seems to be a species in decline

The Transactional MNE: Doing Deals, Respecting Laws
· The difference between the transactional MNE and the exploitive MNE is that the former adopts an approach that is both legally compliant and non oppressive in its emerging market deals 
· The transaction MNEs relationship with its emerging market customers avoid the egregious missteps highlighted in by exploitive MNEs
· They have sensitivity to recognize that products originally developed for consumers with very different needs to markets with very different characteristics should not be promoted where they are socially, culturally or economically inappropriate 
· These companies are often willing to make minor product or service adaptations to meet local needs or preferences, but only if such changes is likely to expand market share, increase profits or meet some other commercial need
· McDonald’s if often willing to make minor changes to their product offering on a country by country basis, but they seldom stray very far from their standard menus 
· With regard to employee relations, because the transactional MNE respect local labour laws and International Labour Organization guidelines, it usually relates to its employees in a much less brutal or oppressive way than the exploitive company
· A transactional MNE would not be willing to have its own employees or those of its subcontractors work in the sweatshop like conditions
· Yet, the companies still would be likely to maintain pressure on employees and suppliers to capture the value of the lower cost labour that attracted their original investment
· In its attitude toward local communities and the broader society, the transactional MNE does not exhibit the same level on indifference and irresponsibility that characterizes the exploitive MNE
· They believe that it usually makes economic sense to obey both the letter and the spirit of local and international laws and regulations 
· At a minimum that transactional oriented MNE takes the equivalent of a Hippocratic oath to communities (follows the rule “First, do no harm”)
· This attitude increases the likelihood that the worst potential corporate abuses will be avoided, but that does not mean the transactional MNEs will be fully trusted or that their actions will not be carefully monitored by regulators or NGOs 
· The relationship between NGOs and transactional MNEs is based less on confrontation and accusation and more on monitoring and challenging
· While the NGOs might agree that doing no harm is certainly a positive characteristic, they also challenge companies to consider whether that is a sufficient role for the multinational enterprise of the 21st century

The Responsive MNE: Making a Difference
· In recent years, management’s concept of a sustainable strategy has migrated from a passing acknowledgement of the need to develop a responsible corporate environmental policy to a recognition that companies must articulate philosophy that reflects their long term viability as participants in and contributors to the broader social and economic environment
· Their perspective requires managers to take a broader view of their constituencies and their roles and responsibilities in the societies in which they operate
· A responsive MNE reflects this view and undertakes to be more than just a law abiding entity
· It makes a conscious commitment to be a contributing corporate citizen in all the environments in which it operates 
· The responsive MNE is more sensitive to the different needs of the stakeholders in developing countries and manifests this behavior more proactively in the way in which it deals with its customers, employees and the community at large
· By investing in developing markets, creating jobs, generating wealth and catering to underserved consumers, MNEs have an opportunity to bring into the marketplace millions of consumers from the two thirds of the global population that earns less that $2,000 per year
· Even in sophisticated markets such as medical diagnostic equipment, there is the opportunity for MNEs to adopt a more responsive approach that can bring advanced technology to developing countries (ex. GE Healthcare invested $60M in its Indian R&D)
· The responsive MNE accepts a role beyond that of commercial participant in developing countries economies, no matter how flexible and responsive
· These companies also feel the responsibility to be good corporate citizens that have a positive impact on those whose lives they touch

The Transformative MNE: Leading Broad Change
· In recent years, there has been a growing number of examples of private sector organizations not only being sensitive and responsive to the problems and needs to the developing world, but also taking the lead in broad scale efforts to deal with their root causes
· Highly visible current era global philanthropists like Bill Gates have created foundations that have committed billions of dollars to attacking some of the biggest problems of health, education and welfare among the world’s neediest populations
· Despite the large commitment required, pioneering transformative MNEs are leading major initiatives to help deal with problems facing the developing world
· Beyond being good corporate citizens, they have concluded that they can and should take a larger roll in the less advantaged countries in which they operate by bringing their resources to bear on the massive problems that the populations and governments of these countries face 
· Most transformative MNEs evolve to this high level of commitment from the more modest business linked activities that characterized those companies described as responsive MNEs 
· Because they often deal with long term problems or challenge deeply embedded practices, such transformational programs can be difficult to implement, particularly when social and economic environments are governed by very different cultural norms and legal framework
· As a result, it often requires a long process of learning, adaptation and above all, commitment to achieving results
· MNEs often find themselves working in partnership with MGOs or supragovernment agencies that can provide expertise in social program delivery that the companies typically lack 
· In doing so, they develop very different relationships with these groups that the adversarial or defensive exchanges that characterize exploitive or transactional MNES experiences



Notes on Slides, not covered in Text
Implementation of Transnational Strategies: Key Management Positions
· Global Business Manager
· Responsibilities: develop global efficiency and competitiveness
· Roles: global business strategist, architect of asset and resource configuration and cross border coordinator
· Worldwide Functional Manager
· Responsibility: provide support to line managers, particularly by diffusing innovations and transferring knowledge on a worldwide basis
· Roles: worldwide intelligence, cross pollinator of best practices and champion of transnational innovation
· Country Manager
· Traditional Role
· Source of sales and profits
· Access to local factors of production
· Leverage parent company assets and resources
· New Role
· Bicultural interpreter
· National defender and advocate
· Frontline implementer of corporate strategy

· Skills and Qualifications of the Country Manager


[image: Macintosh HD:Users:stephaniewilson:Desktop:Screen shot 2015-03-21 at 1.56.01 PM.png]
Pressures and Constraints on the Geographic Subsidiary Managers
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Top Level Corporate Management
· Provide long term direction and purpose
· Clarity: simplicity, relevance, reinforcement
· Continuity: commitment to direction and purpose
· Consistency: shared by all
· Leverage corporate performance
· Control systems based on supporting actions of managers, not directing them
· Coordinate and legitimize diverse perspectives
· Ensure continuous renewal
· Ensure an external orientation
· Develop a question attitude
· Legitimize new initiatives
· Help the organization embrace, not deny, complexity

Drivers of Current MNE Trends
· NGOS have successfully established themselves as the “watchdog” of MNEs given the inability of national governments
· Supranational agencies, such as the United Nations have served as mediators of dialogue and voluntary cross sector initiatives
· Corporations themselves have begun to adopt a broader, long term perspective of social issues as a means to ensure sustainable streams of income and maintain their very existence 

Global Compact Principles
1. Businesses should support and respect the protection of internationally proclaimed human rights
2. Make sure that they are not complicit in human rights abuses
3. Businesses should uphold the freedom of association and the effective recognition of the right to collective bargaining
4. The elimination of all forms of forced and compulsory labour
5. The effective abolition of child labour
6. The elimination of discrimination in respect of employment and occupations
7. Businesses should support a precautionary approach to environmental challenges
8. Undertake initiative to promote greater environmental responsibility
9. Encourage the development and diffusion of environmentally friendly technologies
10. Businesses should work against all forms of corruption including extortion and bribery 
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