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 SEQ CHAPTER \h \r 1Economics Department, Chulalongkorn University 
The course is in two parts, macro Part I by Prof. Somchai, Oct 5 to Oct 8, then micro Part II by Prof. Gander, Oct 12 to Oct 17.  The final exam is on the 17th, time and place to be announced. 
Professor James Gander(N:\UUBKKclassOUT1.209)
Title of Course:  Multinational Firms: Trade&Investment.

Texts:  R. Caves, Multinational Enterprise and Economic Analysis,
3rd. ed. 2007, pages indicated below.

   Optional Material:


   UNCTAD, World Investment Report Various years 

Outline:


General Description:  Part II covers the theory of investment by multinational firms from a microeconomics orientation.  The main economic tools come from the theory of the firm, particularly the theories of production, cost, investment, and demand, and the theory of market structures (the industrial organization approach).  Students should access the internet web site for Part II of the course under, www.econ.utah.edu/gander to obtain materials.  Most of the materials will be available from the Econ Office.

     Much of the course will focus on economic analytical models. By international investment we mean essentially Foreign Direct Investment (FDI) as a flow and as a stock.  Foreign Portfolio Equity Investment (FPEI) is also part of international investment, but our models focus on the FDI part.  Empirical discussions will consider the determinants of firm and market performance in the international investment arena.  While South East Asia occupies much of the geographical area studied, other areas can be considered, time allowing.
Topics:

1.  General overview of multinational firms (MNEs) and FDI.

Definition of FDI and FPEI (lect p. 1-6, and down           loaded Root from my web site).
Raw data analysis (read #21, WIR2005, top 100, and down loaded from web, read #35 USFDIRAW.209.pdf, from web).
     Top 100 MNEs for 2003 worldwide countries.


Top 50 MNEs for 2003 in developing countries.

     TNI index, average of three ratios.


FDI by Asian countries and year for volatility (read #34,

     Downloaded and Caves, pp. 162-65).
     Volatility of FDI, my Singapore paper 2009, downloaded.

     Crowding out and crowding in effects of FDI (lect, p 6-8).

Growth of services (banking,insurance,airlines, RnD, etc.) and the changing composition of FDI and its volatility.

A two-country trade model, market solution vs cooperative              solution (Nash bargaining) time permitting.(lect, p 8-11).
2. Market Models to Analyze MNE behavior and FDI.(Caves, Chp 4).     

Preliminary concepts:

Types of MNEs and Dunning's L.O.I. model(lect, p 22a,b,c).



Horizontal plants and LOI advantages



Vertical plants (the make or buy model, lect, p. 16-

          17 and Caves, p. 127-36).



Diversified plants (spreading risk).
1. Service Industry Market model (in-class lecture).

 
2.  The multiplant firm and plant location in world (lect,     
         p 14-16).

3.   Foreign investment under uncertainty model,probability

     Of bad times vs good times (lect, p. 17-20).  Also, 
     Game theory for gov and buss (lect, p. 19-20).

     4.  OPTIONAL:  Trade-off game between gov and buss over 

         Education and labor productivity (lect, p. 50-53 and

         Caves, p. 269-70).

5.  The Horst model, Export (intra firm) vs FDI (subsidiary
   production) model (lect, p. 20-22).
3.  Internal firm organization and growth of MNEs (Caves,Chp3).
    Proprietary assets:  the motive for investment, the limit,            and the means and location of MNEs in world.


1. Penrose theory of firm growth. (lect, p 23-24).

Proprietary asset (p-asset) model.


Expansion by new ventures (Greenfield) vs acquisitions vs
     joint ventures.
2. Coase Model, transaction costs, internalization Vs Market solution. (lect, p 24-27).

4.  Theory of market structures and patterns of competition.

A. Theory of market structure: (read #12, two parts,and lect, p 27-39,for all).

Basic industrial organization (hereafter, I/O) approach.

     Three Schools and relationships for structure, conduct, and    
performance. (read #12, lect, p 27-32).
     Barriers to entry and limit pricing. (lect, p 32-36 and

     Caves, Chp 4).              


Cournot oligopoly behavior in closed and open economy. 

     (lect, p 36-37).  Oligopoly and barriers as basis for FDI
     by MNE’s (in class lecture).

Mutual dependency among MNEs: vertical and horizontal 
               competition (Zeuthen's model). (lect, p 40-44).
Dynamic game theory model and ASEAN FTA’s (my 2008 paper

Downloaded from my web).

B. Patterns of market competition and FDI effect on host industry structure, conduct, and                 performance. (lect, p 39-40 and Caves, Chp. 4).

C.  FDI and FPEI linkage:

Theory and linkages between the two.(read #16,downloaded and  lect,p 43-44). 
     Development of a securities market, problem of
     disclosure and capitalism without risk.

5. Motives and determinants of foreign direct investment.


Motives for foreign production (natural resource seekers, 


market seekers, efficiency seekers, strategic asset seekers       to enhance long-term goals and competitive position). (read

#8,downloaded,and lect, p 45-46).  

6.  MNEs and technology production and transfer. (lect, p 46-
     50).

Key microeconomic issues over how best to use p-assets.

Technological change in detail (Schumpeter, classification, knowledge production function, scale of RND lab, firm             size, the effect of tech change on cost and production).

Market structure and technological change (Kamien and       Schwartz and Arrow).

7.
Economic benefits and costs of FDI to host countries.

     (lect, p 53-54).

However defined, net benefits b = (B - C) to the host country must be analyzed in a dynamic context, as a stream of b over time, b(t).  But, there are alternative streams, depending on the industrial impact of the FDI, b(t, A), where A stands for a bundle of allocations (like FDI in basic industries like steel and textile with some in consumer goods like coca cola).  So, host/source countries' public policies must select an impact A*, such that the discounted present value of the corresponding stream is a maximum.  No easy task. 


Issues: can a world competitive market allocate efficiently and equitably (product markets, services, and financial markets) and will the net benefits from FDI be distributed among the people of the host country equitably?


Optional suggested readings:
     See, Joseph Stiglitz, “Making Globalization Work,” Norton,         2006. Need to design a new global trade regime.

     See also his former book, “Globalization and Its Discontents (2002).
8. Final exam(90 percent), class attendance (10 percent) covers Part I and Part II (Prof. Somchai and Prof. Gander) combined.  Questions are essay type and will be specific but also general in nature.  Saturaday, Oct 17th.  Time and place to be announced.

