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SUMMARY

The purpose of the research - To develop an integrated analytical framework through a analysis of the OLI
paradigm and Porter’s Diamond Model, thereby systematically examining how firms extend their operations
beyond domestic boundaries and make strategic decisions in transnational contexts within the framework of their
interactions with national economies.
The methodology of the research - A conceptual comparative analysis combining the three pillars of the OLI
Paradigm with the country-factor focus of Porter’s Diamond Model, supported by a model that addresses
activity direction, operational country selection, and choice of entry mode
The practical importance of the research - To provide clear guidance to transnational corporations on location
selection, entry models and strategic positioning, and to inform policymakers about the economic
interdependencies between transnational corporations and national economies that affect growth and
competitiveness, thereby contributing to new research in this area.
The results of the research - A structured classification of advantage categories ; a decision-support model
covering three critical strategic questions (activity direction, country choice, operational form); enhanced
understanding of conditions facilitating the transition from local to transnational operations.
The scientific novelty of research - Development of a decision model linking global business strategies with
national economic policies and dynamics.

Keywords: transnational corporations, national economics, OLI paradigm, Porter’s Diamond Model,
entry modes

Introduction.

Over the years, there has been a noticeable increase in both the number of transnational
corporations and the volume of international production. The dynamics of the
transnationalization process are closely related to structural changes in the economy and the
intensification of international cooperation under modern globalization. The share of these
companies in global GDP, as well as in national economies, is now higher than at any
previous time. In the 1990s, there were approximately 37,000 transnational corporations and
about 170,000 foreign affiliates worldwide. By 2006, these figures had risen to approximately
77,000 and 770,000, respectively (Salako, 2020). According to statistics for 2024, the number
of transnational corporations globally is estimated at around 85,000, while the number of
foreign affiliates is nearing 850,000 (Borges, 2016). This growth trend in quantity is
accompanied by a corresponding rise in both the positive effects of transnationalization and
its potential risks in national economies. Moreover, the market capitalization of companies
operating across various sectors has increased, with transnational corporations occupying
consecutive positions on the list of the most valuable companies. These indicators provide
substantial evidence of the strong incentives for firms to pursue transnationalization.

The table below, representing the 50 most valuable companies worldwide in 2023.
Apple topped the list of the world’s 50 most valuable companies with a market capitalization
of $2.8 trillion, while Shell and Thermo Fisher Scientific closed the list at $204 billion each.
Although not all are transnational, around 90% of these companies operate globally. They are
mainly active in sectors such as technology, consumer goods, energy, finance, healthcare,
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automotive, and luxury fashion. Only a few—such as IHC (UAE), Home Depot (USA),
AbbVie (USA), and Kweichow Moutai (China)—focus primarily on local-scale production.

Table 1: Top 50 Most Valuable Companies in the World/Market Capitalization in USD Billions (as of
August 16, 2023)

Information No. | Company Name Market Cap No. | Company Name Markrt Cap
Technology (Billion USD) (Billion USD)
1 Apple $2800B 7 Oracle $313B
2 Microsoft $2400B 8 Visa $501B
3 Nvidia $1100B 9 Broadcom $344B
4 TSMC $476B 10 ASML $258B
5 Samsung $341B 11 | Adobe $235B
6 Mastercard $374B 12 Cisco $216B
Consumer 1 Amazon $1400B 5 McDonald's $208B
Discretionary | 2 Tesla $715B 6 Toyota $220B
3 LVMH $442B 7 Hermeés $227B
4 Home Depot $335B 8 Alibaba $228B
Health Care 1 UnitedHealth $469B 7 Thermo Fisher Scientific | $240B
2 Johnson & Johnson $448B 8 AstraZeneca $216B
3 Roche $261B 9 Merck $276B
4 AbbVie $267B 10 Pfizer $216B
5 Novartis $261B 11 | Abbott $204B
6 Eli Lilly $519B
Consumer 1 Walmart $429B 5 Coca-Cola $262B
Staples 2 Nestlé $319B 6 Unilever $266B
3 Procter & Gamble $361B 7 Kweichow Moutai $319B
4 PepsiCo $250B 8 Danone $213B
Communicati | 1 Alphabet $1600B 3 Tencent $389B
on Services 2 Meta Platforms $754B
Financials 1 Berkshire Hathaway | $774B 3 Bank of America $233B
2 JPMorgan Chase $437B 4 IHC $240B
Energy 1 Saudi Aramco $2200B 3 Chevron $297B
2 ExxonMobil $430B 4 Shell $204B

Source: Compiled by the author based on companies’ 2023 reports

Based on this statistical evidence, it can be asserted that the transnationalization of firms

facilitates a high level of market capitalization through their integration into global markets.
This fact indirectly demonstrates the role of transnational corporations in economic
globalization and underscores that globalization is fundamentally shaped by Western-centric
values. Consequently, it is necessary to investigate the factors that determine the direction of
the activities of such extensive spheres of influence, the selection of countries for production,
and the forms of internationalization. In light of these considerations, the following three
questions should be addressed in order to analyze the transnationalization process:

1. Under which factors do enterprises choose their directions of activity at the
international level?

2. Under which factors do enterprises select the countries in which they will operate?

3. Under which factors do enterprises determine the form of their activities within these
countries?

Of course, answering these three questions is not sufficient to fully understand how
transnationalization is conducted. However, they provide a fundamental framework for
establishing the necessary conditions. As a result, we will have developed an appropriate
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method that can be employed to analyze both the initial conditions for the establishment of
transnational corporations in various countries and their interactions with national and local
companies.

Materials and Methods. In response to the aforementioned questions, John Harry
Dunning (1977, 1988, 1993) developed the Eclectic Paradigm—also known as the OLI
(Ownership, Location, and Internalization) Framework—to explain the motivations behind
firms’ international activities. In addition, a theoretical model, referred to as Porter’s
Diamond Model (Porter, 1990) was proposed to elucidate the formation of local enterprises
and their access to international markets based on four primary and two supporting factors
that account for countries’ competitive advantages.

Scheme 1 illustrates the six conditions of Porter’s Diamond Model alongside the three
advantages encompassed by the Eclectic Paradigm and their constituent factors. It also
demonstrates the mutual interrelation of the two theories. However, it should be noted that
while the Diamond Model primarily focuses on the emergence and expansion of companies
within their home countries, the Eclectic Paradigm emphasizes the motivations underpinning
firms’ cross-border activities.

Scheme 1: The Six Conditions of Porter’s Diamond Model and the Three Advantages
Encompassed by the OLI Paradigm
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Dunning (1995) reconsiders the relevance and structure of the eclectic (OLI) paradigm
in the context of alliance capitalism, where inter-firm collaboration and innovation-led
production increasingly shape international business activity. He argues that the traditional
assumptions of the OLI framework require modification in three key ways. First, it must
better integrate the role of innovation, learning, and technological accumulation as
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ownership-specific (O) advantages, recognizing that firms often engage in foreign direct
investment (FDI) to acquire—not just exploit—knowledge. Second, the paradigm must
acknowledge cooperative strategies (i.c., “voice” mechanisms) as alternatives to hierarchical
control (“exit” strategies) in reducing market failures and promoting dynamic efficiency.
Third, the boundaries of the firm must be redefined to include inter-firm agreements and
collaborative arrangements as endogenous to a firm’s competitiveness. Dunning argues that
globalization’s evolving nature-propelled by generic technologies and innovation-necessitates
extending the OLI paradigm to encompass strategic asset-seeking FDI and dynamic learning.
Citing empirical evidence of growing regional clusters, networks, and alliances in industries
such as pharmaceuticals, electronics, and aerospace, he calls for deeper research into how
these new organizational forms shape TNC strategies and location advantages. Ultimately, he
upholds the eclectic paradigm’s enduring value but insists it must adapt to remain analytically
robust in the era of cooperative capitalism.

Through the OLI Framework, the reasons for firms’ engagement in international
production are explained via three factors:

Table 2: Advantage Combinations in Firms’ Decisions to Enter International Markets

Foreign Direct Investment Export License
Ownership Advantage Yes Yes Yes
Internalization Advantage Yes Yes No
Location Advantage Yes No No

Source: Stiting, H.-J., Dorow, W., Claassen, F., & Blazejewski, S. (Eds.). 2003

When all three combinations of advantages are present, transnationalization via direct
foreign investment is regarded as the most appropriate strategy. In the absence of location
advantages, the export strategy is considered the most successful course of action.
Conversely, if a firm lacks any internalization advantage despite having location advantages,
it is recommended that its operations be restricted to licensing.

Dunning (2001) underscores the OLI paradigm’s central role in explaining international

production and FDI at the macro level, emphasizing its capacity to capture country-wide

behaviors rather than just firm-specific cases. He argues that market internalization confers

distinctive competitive advantages essential to the paradigm’s power. Although he notes its
limited treatment of dynamic evolution, he contends that incorporating shifts in strategic
choices and technological progress broadens its ability to explain changing FDI patterns.
Distancing his approach from theories focused on managerial behavior, Dunning calls for a

dynamic extension of the paradigm-one that integrates asset-augmenting FDI, non-equity

partnerships, and evolving ownership structures-to more fully address the complexities of
global business. Dunning and Lundan (2008) integrate institutional analysis into the OLI
paradigm to better explain multinational enterprise behavior. They contend that both formal
institutional structures and the underlying informal norms critically shape TNC strategies and
value creation across borders. The authors argue that explicitly distinguishing institutional
influences from other factors enhances our understanding of how firms adapt to changing
global economic conditions and reduce transaction costs.

Eden and Dai (2010) revisit the “O” component of Dunning’s OLI paradigm, showing
its evolution from the original, geographically focused Mark | into separate asset-based (Oa)
and transactional (Ot) advantages, and later into institutional advantages (Oi) reflecting firm-
specific norms and home-country institutional influences. They argue that while this tripartite
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breakdown enriches the paradigm, it also adds complexity and fuels debate over whether
ownership should remain a distinct category or be absorbed into related theories such as
internalization. Cantwell and Narula (2001) argue that despite its complexities, the eclectic
(OLI) paradigm remains a robust framework for analyzing international production. They
note that while the paradigm originally emphasized firm-specific geographic advantages, its
evolution now demands the incorporation of dynamic factors-such as asset-augmenting FDI
and strategic alliances-that reflect ongoing institutional and technological changes. Floriani et
al. (2020) extend the classic OLI Paradigm by examining FDI determinants at the sub-
national level. Conducting a systematic review of 41 studies published between 1990 and
2019, the authors employ inductive content analysis to explore how regional institutional
factors influence transnational corporations’ location decisions. Their analysis reveals that
while the primary assumptions of the OLI Paradigm remain applicable at the sub-national
scale, a modified perspective is necessary to capture region-specific institutional effects.

Results and Discussion.

1. Ownership advantages (firm strategy, structure, and rivalry). Firms may possess
distinctive assets or capabilities that enable them to compete with other enterprises
internationally, thereby gaining access to the global arena and sustaining a competitive
position against existing multinational competitors. In this manner, firms establish their
strategic directions at the international level. Moreover, a wide array of competitive
advantages stimulates the integration of production processes abroad. Such assets and
capabilities include the following:

1.1. Government support. It is widely recognized that transnational corporations play
an indispensable role in the development of national economies. To enhance global
competitiveness, secure and maintain strength in strategic sectors, and overcome market
failures, governments implement incentive policies through various forms of financial support
and indirect measures to foster the emergence and expansion of transnational corporations.
Consequently, these firms are able to operate competitively in international markets.

Table 3 presents several examples of governments actively supporting the establishment
and expansion of transnational corporations through various types of assistance. Such support
measures encompass initiatives under frameworks like Industry 4.0, state programs such as
“Made in China 2025,” tax incentives or low tax regimes, and a range of subsidies that
facilitate research, development, and export activities.

Table 3: Examples of State Support for Transnational Corporations

State Type of Support Sample TNCs

China “Made in China 2025” Strategy, tax incentives, Alibaba, Huawei, BYD, Lenovo,
subsidies PetroChina, Sinopec

USA R&D subsidies, trade policies Amazon, Apple, Microsoft, Tesla

South Korea | Industrial parks, state loans, export support Samsung, Hyundai, LG, SK Group

Germany Industry 4.0 initiatives, research funds, tax Volkswagen, Siemens, BMW, BASF
incentives

Singapore Low tax rates, free economic zones DBS Bank, Singtel, Wilmar International

As a result, substantial transnational corporations have emerged across diverse sectors:
in China, in industries such as oil and gas, e-commerce, and technology; in the USA, in
sectors like energy, technology, and e-commerce; in South Korea, in electronics,
semiconductors, telecommunications, and information technology; in Germany, in the
automotive, transportation, and energy sectors; and in Singapore, in finance and banking,
telecommunications, and information technology.
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1.2. Organizational capabilities. Organizational capabilities are one of the key factors
in enabling transnational corporations to succeed in international markets. These capabilities
secure a durable competitive edge by coordinating and integrating both internal management
processes and global as well as local operations. Internal resources such as a strong brand,
intellectual capital, and modern management technologies serve as the foundation of these
capabilities, thereby enabling the firm to attain a distinctive competitive advantage on the
international stage.

« Location (location advantages): Establishing organizational structures that consider the
demands and specificities of local markets facilitates the optimization of global operations at
the local level. This approach eases the firm's effective operation and adaptation in regional
markets.

« Internalization (internalization advantages): Centralized or integrated management of
international operations fosters the development of organizational capabilities and the
implementation of a unified corporate strategy. This model plays a significant role in
managing the uncertainties and risks encountered in foreign markets.

1.4. Technology. The development and deployment of modern technologies have long
served as a catalyst for transnational corporations to penetrate international markets and
secure a dominant presence in various segments of emerging economies. This dynamic is
particularly observable in the interactions between multinational firms involved in natural
resource extraction and the host nations where these resources are found. For instance,
advanced methods—such as three-dimensional seismic surveys and deep-water drilling
platforms, which are integral to oil and gas extraction—can reduce financial losses by nearly
30% during exploration and extraction phases (Brown, 2019).

Australia’s Rio Tinto has demonstrated that automated mining—using self-driving
trucks and drone surveillance—can double production efficiency in regions like Africa and
South America (Tinto, 2021). However, such dependence on advanced technologies can erode
resource sovereignty in developing countries: for example, ExxonMobil and Shell control
roughly 80% of drilling licenses in Nigeria and Indonesia, limiting local economic
diversification and heightening the “resource curse” risk. Thus, while technology
fundamentally enhances operational efficiency, it also contributes to global economic
imbalances.

In summary, modern technologies are essential for optimizing production and
enhancing efficiency. By investing in high-tech equipment and R&D, transnational
corporations gain competitive advantage through superior product quality. For instance, Tesla
leads the global automotive market by embedding artificial intelligence and automation in its
factories, whereas Meta’s nearly $20 billion metaverse investment illustrates the risks of
R&D. Meanwhile, e-commerce platforms like Amazon and Alibaba overcome geographic
limits to access global customers, and innovations such as Al, loT, and RFID continually
strengthen supply and logistics networks.

1.3. Branding. In both theoretical and practical examinations of transnationalization
processes, the role of branding holds particular significance. Branding not only reflects the
visual and emotional dimensions of a product or service but also symbolizes a firm’s
intellectual capital, reputation, and strategic resources. Consequently, for transnational
corporations aspiring to enter and succeed in international markets, branding is regarded as an
indispensable tool for distinguishing themselves in global competition and for securing long-
term sustainability.

Modern data show that over 550 leading global brands are owned by just 12 major
transnational corporations—Nestlé, PepsiCo, Procter & Gamble, Unilever, Coca-Cola, Mars,
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Mondelez, Danone, Kraft-Heinz, Associated British Foods, General Mills, and Colgate-
Palmolive—whose 2023 revenues testify to the power of their branding strategies (picture 1).

Picture 1: Consolidation of Consumer Brands: 12 Corporations Controlling 550+ Global

Products

Revenue by company (2023): @ Nestlé $11MB @ PepsiCo $91B @ Procter & Gamble $84B @ Unilever $66B
@ The Coca-Cola Company $46B @ Mars $47B* @ Mondelez $36B @ Danone $30B
@ Kraft-Heinz $27B @ Associated British Foods $24B @ General Mills $20B @ Colgate-Palmolive $19B
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This situation clearly underscores the power of branding and highlights the leading role
that transnational corporations play in the market, particularly in the food and consumer
sectors. By aligning brands with local cultural values and aesthetics, these corporations tailor
products and services to diverse markets, cementing their dominance—especially in food,
beverage, and household sectors. Strategies focused on branding—or even the tailored
manipulation of market demands—can provide firms with regional competitive advantages,
broadening their consumer base and enhancing global brand recognition. Thus, a well-
established and trusted brand becomes a crucial factor in consumer decision-making in
international markets, promoting customer loyalty and fostering long-term relationships

1.5. Economies of scale. Economies of scale refer to the phenomenon wherein an
increase in the volume of production and operations leads to a reduction in the per-unit cost of
output. This economic principle offers a strategic advantage to transnational corporations, as
companies operating on a global scale can leverage extensive operations to achieve lower
average production costs. The efficiency gains derived from high production volumes and the
access to global resources not only enhance the competitive strength of a firm but also expand
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its market opportunities. Ultimately, these factors contribute to the sustained development and
competitive positioning of transnational corporations in international markets.

2. Location advantages (factor conditions, demand conditions). There are a number
of factors influencing the choice of country in which a firm conducts its production activities.
The selection of countries where various stages of a transnational corporation’s production
process are carried out is directly linked to the presence of these factors.

2.1. Natural resources. The availability of abundant natural resources in other
countries is one of the main drivers motivating firms to expand their local operations and
secure a share in the exploitation of these resources, thereby achieving high revenues. The
foundations of this process were laid during the Age of Discovery (15th—17th centuries),
when European countries established various transnational corporations primarily for the
purpose of searching for natural resources and generating profits from them. For instance,
early transnational enterprises such as the British East India Company and the Dutch East
India Company operated outside their home regions; their principal objective was to enrich
themselves by controlling the abundant resources of South and Southeast Asia (Salako, 2020).

In the modern era, many developing countries are keen to pursue partnerships with
transnational corporations in order to exploit their natural resources—particularly the rich oil
and gas reserves present within their territories. The investments provided by these
corporations (including financial resources, necessary technology, and expertise) offer
opportunities to countries with limited experience in resource utilization. The oil and gas
sector is especially lucrative both for nations and for transnational corporations, as evidenced
by the high revenues generated by multinational oil and gas companies. The following table
presents a comparison, based on 2023 data, between the revenues of the top 5 transnational oil
and gas companies and the GDPs of 5 developing oil and gas nations:

Table 4: Comparison of Revenues of the Top 5 Transnational Oil and Gas Companies
and the GDPs of Selected Oil & Gas Economies (2023)

Rank | Company Name Revenue (Billion | State Ownership | Country GDP (Billion USD)
USD)
1 Sinopec $454 + Nigeria $363
2 PetroChina $453 + Kazakhstan | $262
3 Saudi Aramco $440 + Algeria $247
4 Exxon Mobil $413 - Iraq $250
5 Shell plc $323 - Sudan $109
Source: Compiled by the author based on companies’ 2023 reports and data from the World

Bank.

In Table 4, it is noteworthy that although the top three companies have state ownership,
they conduct transnational operations with assets located beyond their national borders. The
table also lists ten developing countries that possess oil and gas natural resources. The annual
revenues of transnational corporations vastly exceed the GDPs of these countries, thereby
demonstrating the extraordinary role that natural resources play in establishing transnational
corporations as global economic powerhouses.

For this very reason, competition over natural resources between corporations and
countries frequently results in the emergence of conflicts. In the formation of these conflicts,
two central principles—neoliberalism and local resource sovereignty—play an essential role
(Salako, 2020). The neoliberal principles of free trade and privatization are imposed by
globalized nations on developing countries to facilitate the exploitation of their resources.
Ultimately, this removes the obstacles to negotiations between impoverished nations and
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transnational corporations. In many instances, however, the sovereign rights of local
populations to utilize the resources on their own lands are curtailed, leading to the unequal
distribution of natural resources and the emergence of various social and environmental
problems. These issues, in turn, fuel protests, and over time may culminate in conflicts and
even wars. Examples of countries grappling with such challenges include Bolivia, Chile,
Ecuador, Brazil, Nigeria, Angola, the Democratic Republic of the Congo, Chad, Sudan, Iraq,
Iran, Kazakhstan, India, Bangladesh, and the Philippines, among others.

2.2. Labor. The state of the labor market is among the most critical factors that enable
transnational corporations to generate high revenues. The majority of the home countries in
which these corporations are legally registered are leading developed nations such as the
USA, Germany, the United Kingdom, France, and Japan. Due to demographic factors, many
of these countries experience a labor shortage, prompting them to take measures to fill the
deficit by recruiting workers from abroad. Under such domestic circumstances, transnational
corporations are compelled to access foreign labor markets in order to ensure an adequate
workforce. In summary, the following three factors attract firms to operate in countries where
these conditions prevail:

2.2.1. Weakly regulated labor markets. This includes aspects such as working hours,
working conditions, forced labor, workers' rights, child labor exploitation, health, and safety,
among others. Although international labor regulations—embodied in instruments such as the
United Nations Convention on the Rights of the Child, the International Labour
Organization’s (ILO) Conventions, and the OECD Guidelines—are beneficial in
standardizing labor laws at the global level, transnational corporations often seek to exploit
existing gaps in labor market regulations across different countries to expand their business
operations (Borges, 2016). According to various sources, compared with local companies,
transnational corporations tend to display higher levels of discrimination against employees,
create artificial obstacles to unionization, neglect worker safety, compel employees to work
under inhumane conditions, and even engage in child labor.

2.2.2. Abundant labor supply. In countries with a high supply of labor, transnational
corporations gain access to both skilled and unskilled workers. Firms operating in labor-
intensive sectors, such as textiles, electronics, and automobile manufacturing, tend to focus
their operations in these countries. Several transnational corporations operate across various
sectors in strategically chosen countries. In the electronics sector, Apple and Samsung have
concentrated their manufacturing in China and Vietnam, respectively, with Intel also
operating in Vietnam. In the apparel industry, brands like H&M and Zara source production
from Bangladesh and Pakistan, while Nike manufactures footwear and clothing in Vietnam,
Indonesia, and Bangladesh. In the automotive sector, Toyota operates in Mexico, India, and
Thailand, whereas General Motors focuses primarily on Mexico. This distribution reflects a
strategic emphasis on cost-efficient production locations. The companies and the countries in
which they operate reflect several underlying reasons for these choices:

2.2.2.1. Availability of cheap labor, low labor costs, and a local consumer base.
Transnational corporations often relocate their manufacturing and service operations to
countries with low wages—a process known as offshoring. The primary reason for this is that
conducting production in countries with low labor costs minimizes employee-related
expenses, thereby reducing overall production costs and enabling the manufacture of products
at competitive prices (Schenimann, 2018). For example, while the minimum wage in the USA
is approximately 7.25 dollars per hour, in Bangladesh it stands at about 0.36 dollars per hour
(https://www.dol.gov/general/topic/wages/minimumwage, https://natlex.ilo.org/dyn/natlex2/r/
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natlex/fe/home ). The stark differences observed in wage levels across countries underpin the
trend of firms operating beyond national borders.

2.3. Markets. Economic indicators and socio-cultural factors such as the number of
consumers, demand volume, urbanization, demographic structure, and income levels are
utilized to assess whether a country possesses a favourable market for the sale of a
transnational corporation’s products. The larger a country’s population, the greater the
potential demand for certain products. However, the income level and demographic profile of
the population play critical roles. In a country with a predominantly low-income population,
the sale of premium products may not be profitable, whereas in markets where the youth
proportion is significant, technology and electronics products are likely to perform well.
According to the UNCTAD 2022 report, transnational corporations prioritize investment
regions based on the size and income levels of the consumer market. For example:

- Africa: South Africa, Nigeria, and Egypt have been chosen as premier investment
locations due to the vastness of their consumer markets.

- Asia: China and India, each with billions of consumers, continue to be priority regions
for investment by transnational corporations (UNCTAD, 2022).

2.4. Government policy. Depending on their economic strategies, several countries
ease restrictive government measures to attract foreign capital and create a more favourable
investment climate for direct foreign investments.

Taxes and duties. Corporate income taxes play a crucial role as a tool for attracting
foreign investment. Even in cases where the overall economic and business environment is
not particularly conducive for corporate operations, reducing taxes and duties can compensate
for these deficiencies by increasing the profits that companies can earn. Thus, while tax
incentives, various subsidies, and the establishment of free economic zones tend to increase a
country’s attractiveness to investors, conversely, the imposition of high tax rates may lead to
divestment.

Legal system. In addition to international legal frameworks discussed under ownership
advantages, the quality of domestic legal processes significantly influences firms’ decision-
making. Priorities in this regard include the protection of property rights, legal transparency,
judicial independence from political influence, and the safeguarding of intellectual property.

Bureaucratic environment. Administrative inefficiencies and the complexities
inherent in bureaucratic regimes can significantly impact the transaction costs incurred by
firms. Transaction cost theory—extensively examined by Ronald Coase in his 1937 article
"The Nature of the Firm" (Coase, 1937) and later developed by Oliver Williamson
(Williamson, 2007) — discusses various costs arising during the execution of transactions,
such as search and information costs, negotiation and decision-making costs, and
implementation and monitoring costs. Factors such as a corrupt environment, delayed
decision-making due to bureaucratic structures, and the multiplicity and complexity of
regulations can increase these transaction costs, rendering the investment process more
expensive. Consequently, transnational corporations tend to avoid investing in such countries,
which are deemed high risk. However, in some cases, the strict regulations imposed by a
government and the detailed reporting required of companies may also constrain their
operational flexibility within the country, thereby reducing its attractiveness.

Political processes. According to political risk theory (Kobrin, 1982) and the nature of
the prevailing political regime (e.g., authoritarianism, democracy, etc.), political stability and
a predictable political environment are key factors in the decision-making process of
transnational corporations. Furthermore, sanctions imposed on a country, whether for political
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or economic reasons, can lead to the withdrawal of firms from the market—for instance, the
exit of companies such as BP and Shell from Russia.

2.5. Trade policy. When choosing which nations to invest in TNCs consider trade
policy as a crucial factor. By facilitating simpler market access and reducing transaction costs,
policies that support free trade—such as lower tariffs, the removal of non-tariff barriers, and
involvement in regional trade agreements—increase a nation's appeal. On the other hand,
protectionist policies that restrict possible market access and increase operational uncertainty,
including import restrictions, high tariffs, and convoluted customs procedures, may
discourage foreign investors. Furthermore, TNCs tend to favour nations with stable and open
trade policies because they lower the danger of abrupt regulatory changes that could impair
company performance. In order to better integrate into global value chains, governments
aiming to draw in transnational corporations often implement open trade policies and conform
to international trade norms.

2.6. Spillover effect. While no single factor determining the operational location of
transnational corporations is sufficient on its own, the combination of these factors ultimately
drives the selection of a target country. Suppose we designate a target country as A, and
consider that a leading firm in a particular sector, Company C, makes an investment in
country A. If other companies operating in the same sector perceive Company C as a threat,
they may invest either in country A or in neighboring country B to secure their market share
or to counteract any potential threats to their established positions. In some instances, noticing
the entry of another competitor into country B, Company C may also decide to commence
operations there. These reciprocal relationships among firms demonstrate that investment
inflows into one country can stimulate similar inflows in neighboring countries within the
region.

3. Internalization advantages. TNCs base their foreign investment decisions—whether
greenfield investments, acquisitions, or joint ventures—on internalization advantages. These
advantages not only address market imperfections (such as contractual difficulties,
information asymmetries, and high transaction costs) but also foster secure knowledge
transfer through enhanced management and control mechanisms. Moreover, interactions with
the government and the local regulatory environment play a critical role in determining the
choice of investment forms.

3.1. Market imperfections. Contractual issues, information asymmetries, and high
transaction costs in foreign markets magnify the importance of internalization advantages:

- Greenfield investments: In emerging markets, such as India and Brazil, the legal and
regulatory uncertainties incentivize multinational companies to establish their operations from
scratch under full control in order to minimize market imperfections.

- Acquisitions: In markets like the United States and Europe, acquiring existing firms is
often undertaken as a strategy to overcome deficiencies in market infrastructure through
internalization.

- Joint ventures: Even when strategic alliances are formed with local partners,
internalization advantages ensure the preservation and transfer of critical knowledge and
management processes.

3.2. Management and control. The enhancement of management structures constitutes
a second core aspect of internalization advantages:

- Greenfield investments: The establishment of a new enterprise from the ground up
allows for centralized management and decision-making processes, which is particularly
significant in emerging markets where close collaboration with the government and
adaptation to the regulatory environment are crucial.
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- Acquisitions: The complete acquisition of firms enables the centralization of internal
management structures, which helps resolve agency problems between the existing
management and shareholders. In markets such as those in the United States and Europe, this
strategy facilitates effective integration and creates synergies.

- Joint ventures: In strategic alliances formed with local partners, internalization
mechanisms safeguard essential management and control procedures. Such systems are
especially pertinent in countries like South Korea and China, where close regulatory ties with
the state are prevalent.

3.3. Knowledge preservation and transfer. Securing and transferring knowledge is the
third fundamental element of the internalization model, emphasizing the strategic importance
of intellectual assets:

-Greenfield investments: Through the implementation of in-house knowledge
management systems in newly established enterprises, innovation and technology transfer
enable the optimal synthesis of local and global knowledge. This model secures long-term
competitive advantages in developed markets.

- Acquisitions: By acquiring existing companies, multinational firms can preserve and
systematize critical tacit knowledge, managerial expertise, and innovation potential within the
framework of internalization advantages. This model is widely used in the United States and
European markets.

- Joint ventures: With the exchange of local knowledge and technological experience as
a primary objective, internalization mechanisms safeguard intellectual assets. In
technologically advanced markets such as Sweden and Finland, additional protective
measures are implemented within the context of government collaboration.

Final Conclusion. Taking all the above into consideration, three fundamental
conditions emerge for small and medium-sized enterprises (SMESs) to transform into large
transnational corporations based on the three questions raised in the transnationalization
process:

1. The ability to remain competitive in the global arena;

2. Operating across multiple countries;

3. Accumulating a broad resource base.

Scheme 2: Transnationalization Model

TRANSNATIONALIZATION MODEL |
‘Which factors Which factors ‘Which factors

influence the influence the influence the .
selection of the choice of selection of the Questions
operational countries in which form of

directions? to operate? operations within

To remain For the scope of To consolidate an

competitive in the activities to extensive resource] Conditions

global arena encompass base under one’s
multiple countries| control

-~ , o~

Ownership B Location B Location
Advantages —* YES —» Advantages —> YES —> Advantages
NO NO NO
I 1o0c0a1. }
LOCAL | T T i |
OPERATIONS

Transnational Y
Corporation




ADAU-nun ELMI OSORLORI

ISSN 2310-4104 E-ISSN 2790-5799
10.30546/2790-5799.3.2025.3038

The three foundational questions formulated to analyze the process of
transnationalization, the initial factors that shape transnational corporations’ operations in
global markets based on those questions, and the three conditions identified as outcomes can
be synthesized into a process model describing the formation stages of transnational
corporations.

In the model (scheme 2), the firm is initially considered, and three fundamental
questions must be addressed to determine its engagement in international production:

» What will be the direction of its activity?

* In which country will it operate?

» What form will its activity take?

Based on these questions, the analysis moves toward the three core conditions required
for answering them (remaining competitive in the global arena; operating across multiple
countries; accumulating a broad resource base), and the factors that lead to the formation of
these conditions are assessed. These factors include economic (natural resources, market
access, economies of scale, market imperfections, etc.), political (government policy, state
support, international legal regulation, governance and oversight, etc.), and social dimensions
(labor, spillover effects, technology), among others.

If the initial condition and its related factors (ownership advantages) are not met, it is
more appropriate for the firm to continue operating locally. If these are satisfied, the second
condition and its corresponding factors (location advantages) are analyzed. In the absence of
location advantages, local activity remains preferable. If location advantages exist, attention
then shifts to the factors determining the mode of operation (internalization advantages). As a
result, the firm is positioned to emerge as a successful transnational corporation.
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TRANSMILLI SIRKOTLORIN QOBULEDICI OLKOLORIN IQTISADIYYATINA
GIRiS SORTLORI: OLI PARADIGMASI VO PORTERIN ALMAZ MODELININ
TOHLILI

XULASO

Tadgiqatin magsadi - OLI Paradigmasi vo Porterin Almaz Modelinin qarsiligl tohlili yolu ilo integrasiya
olunmus analitik ¢ar¢iveni inkisaf etdirilmasi, bununla da sirkstlorin 6z amaliyyatlarini daxili sarhodlordon
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konara neco genislondirdiyini vo milli iqtisadiyyatlarla qarsiligh olage gargivasinds transmilli kontekstlordos
strateji gararlar1 neca gobul etdiyini sistematik sokilds aragdiriimasi.
Tadgigatin metedologiyasi - OLI paradigmasmin ii¢ osas Saviyyasinin ilo Porterin Almaz modelinin 6lka
faktoruna yonolmis aspektlorini birlogdiron konseptual migayisali tohlil, transmilli sirkatlorin foaliyyst
istigamotinin secimi, amaliyyat 6lkalarinin miayysnlosdirilmasi vo giris tisullarinin se¢imini shato edon modelin
todqiqi.
Tadgiqatin tadbigi ahamiyyati - Transmilli sirkotlorin foaliyyst gostorocayi yer se¢imi, giris modellari vo
strateji movge se¢imi ilo bagli aydin molumatin hazirlanmasi vo Siyasotgilori transmilli sirkstlor va milli
iqtisadiyyatlar arasinda artim vo rogabot qabiliyystino tosir edon iqgtisadi qarsiligli asililiglar haqqinda
molumatlandirmaq vo bununla da bu sahads yeni todgigatlara téhfo verilmosi.
Tadqiqatin naticalari - Ustiinliik kateqoriyalarinim strukturlasdirilmis tosnifati; ii¢ kritik strateji suali ohato edon
gorar gobul etmo modeli (foaliyyat istigamati, 6lko se¢cimi, omoaliyyat formasi); yerli omoliyyatlardan transmilli
omoliyyatlara ke¢idi asanlasdiran sortlorin tokmillagdirilmasi.
Tadqiqatin elmi yeniliyi - Qlobal biznes strategiyalari ilo milli igtisadi siyaset vo dinamikalar1 slagelondiron
gorar gobuletmo modelinin islonib hazirlanmasi.

Acar sozlar: transmilli sirkotlor, milli igtisadiyyat, OLI paradigmasi, Porterin Almaz modeli, giris
tisullart

YCJIOBHUS BXOJIA TPAHCHAIIMOHAJIBHBIX KOPIIOPAIIMIA B S KOHOMHUKY
NPUHUMAIOIINX CTPAH: AHAJIU3 TAPA/IMT'MBI OLI U MOAEJIN
«AJIMA3A ITOPTEPA»

PE3IOME

Henpr uccaenoBanusi - Pa3paboTaTh HMHTErpUPOBAHHYIO AHAJIUTHYECKYIO OCHOBY IIOCPEICTBOM aHalIH3a
napaaurmMel OLI m mopmenu «anmas Iloprepa», TeM caMblM CHCTEMaTHYECKH MCCIEAYs, KaK KOMIIaHUH
pacUIMpPSIOT CBOIO JIESITEIBHOCTD 3a Tpeeibl HAMOHAIBHBIX TPAaHUL] U IPUHUMAIOT CTPATErMUECKUE PELICHUS B
TPaHCHAIMOHAILHOM KOHTEKCTE B paMKaX CBOETO B3aMMOICHCTBUS C HALlMOHAIbHBIMU 3KOHOMUKaMHU.
Metononorusi uccjiegoBanus - KoHIENTyalpHBI CpaBHUTEIBHBIN aHANIHM3, COYETAIOMIUN TPH OCHOBHBIC
KOMIOHEHTH! napagurMel OLI ¢ ¢akTopoMm cTpaHbl, Ha KOTOPOM COCPEROTOYEeHa MOAeNb «aiMasa lloprepay,
TIOAKPEIJICHHBIH MOJIENbI0, KOTOpas YYUTHIBAET HAIpABICHUE JESITEIbHOCTH, BBIOOP CTpaHBl Ul BEACHUS
JIEATENILHOCTH U BBIOOP cr1oco0a BBIXO/Ia HA PHIHOK.
BaxkHOCTh HcC/Ie0BATENbCKOr0 NPUIOKeHUs - [IpegocTaBUTh TPaHCHAIIMOHAIBHBIM KOPIOpAIUAM YETKUE
PEKOMEHIAIM 110 BBIOODY MECTONONOXKEHHWs, MOZENel BXO#a Ha PBIHOK M CTPATETHMYECKOro
MO3ULIMOHUPOBAHMS, & Tarke MHGOPMHUPOBATH IMOJUTHUKOB 00 SKOHOMHYECKOW B3aMMO3aBHCHMOCTH MEXIY
TPaHCHAIIMOHAIBHBIMU KOPIOpAlMsIMM ¥ HAlMOHAIbHBIMU JSKOHOMMKAaMH, KOTOpasi BIHMAET Ha pOCT U
KOHKYPEHTOCIIOCOOHOCTh, TEM CaMbIM CIIOCOOCTBYSI HOBBIM HCCII€IOBaHHSM B 3TOI 00TaCTH.
PesyabTatbl HMccaenoBanusi - CTPYKTYpHpOBaHHAs KiIacCH(UKAIMA KATErOpUil IMPEHMYIIECTB; MOJEIb
TIOAJICP)KKA TPUHSTHS PEIICHNH, OXBaThIBAIOIAs TPU BaKHEHUIIMX CTPATETMYECKHX BOIPOCA HAIPaBICHUE
JeSTEeNFHOCTH, BBIOOp CTpaHbl, (opMa NEeSTeNbHOCTH; YriyOJeHHOe IOHMMAaHHE YCIOBHH, CIIOCOOCTBYIOLIHX
NEepEeX0ly OT MECTHOM K TPAHCHALIMOHAJILHON AESATEIbHOCTH.
Hayunasi HOBU3Ha Hcc/ieoBaHus - Pa3paboTka Momenw MPHUHSATHA PEIICHWH, CBA3BIBAIOMICH TTOOAIBHBIC
OW3HeC-CTPATEruy C HAIMOHAIEHOW YKOHOMUYECKOH MOMTUTHKON M TUHAMHUKOI.

KiroueBble cjioBa: lpaHCHAIIMOHAIEHBIE KOPIIOPAIIMH, HAITMOHAIBHAS SKOHOMUKa, apagurma OLIL,
Mozenb «anmasa [Toprepay», criocoOb! BXoga Ha PEIHOK
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