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Abstract 
Technology is a key factor of development in the contemporary world. 
It seems unfit for the developing countries to develop their own 
technologies as capital is the important constituent of obtaining new 
knowledge incorporated in technology. Thus, developing countries 
hinge on multinational corporations which show their dominance over 
invention and innovation. But multinational corporations face 
difficulty in protecting the returns from innovation which is examined 
in the “appropriability theory” of the MNC. This paper attempts to 
analyze the behaviour of MNCs in producing sophisticated 
technologies. This means that MNCs play limited role in developing 
simple technologies which are essential for developing countries. The 
study is exploratory is nature and information is collected from 
secondary sources. Appropriability defines the returns from private 
direct investment by creating new information. Innovating 
multinationals can safeguard their profits easily by developing 
sophisticated technologies which implies high appropriability. 
However, appropriability is low for homogenous and simple products 
because they are easy to imitate. Thus, it is desirable for MNCs to 
transfer technology within firm that is through innovator’s subsidiaries 
so that outsiders cannot imitate it. The theory proposes Vernon’s 
product cycle how product will move to stage II and stage III when 
advanced countries and developing countries start emulation. Further, 
the profit-maximizing price strategy has come into light which 
signifies that MNCs should sell new products below the monopoly 
price and slowly reduce the price as appropriability mechanisms 
breakdown until the long-run competitive price is reached. Two-way 
causation between industry structure and creation of industry is also 
being explored. In the last section, restrictions on foreign ownership 
and on LDC R & D are evaluated. 
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1. Introduction 
Creation of technology is a complicated task. However, inculcation of new technology 
is crucial for the economic development of a nation. It is the multinational corporations 
which considered knowledge as a powerful ingredient for growth and modernization. 
Generation of new technology is not an easy task for the developing countries. On the 
other hand, Multinational Corporations (MNCs) qualifies technology as a private 
property and have the ability to produce innovative technologies. Thus, developing 
countries rely on multinational corporations. Generating technology doesn’t mean 
selling technology but producing and selling products and services which help the 
firms in updating and improving their own technology.  

A modern theory of the multinational enterprise is being incorporated called 
“Appropriability Theory” which defines the behaviour of innovating multinationals in 
producing advanced and sophisticated technologies. The term appropriability refers to 
the environmental forces that support private originator’s ability to grab profits 
generated by an innovation. This term also signifies the returns from foreign direct 
investment by creating new information. The procedure of safeguarding the gains from 
innovation has been examined by the multinational corporate behaviour in the 
appropriability theory. This theory assesses the probability of having loss of the returns 
of new technology to rivals or emulators. Creating information means formation of 
new ideas which are considered public goods. This denotes openness of ideas to 
everyone without making loss to the others. But illegitimate use of new ideas 
diminishes the returns for innovators. Multinational Corporations are experts in the 
manufacturing of technology which is more economical to transfer within firms than 
through market so that outsiders cannot imitate it. Thus, certain mechanisms arise so as 
to prevent the loss of advanced technology and these in turn shape the main theme 
which can describe the behaviour of multinational enterprises. 

The appropriability theory also assist in describing Vernon’s product cycle which 
shows product’s innovation initially in developed countries and its emulation in other 
advanced countries and less developing countries. However, industry age instead of 
product age helps in understanding foreign technology flows. Lastly, multinational 
corporate behaviour is also being explored in respect of pricing strategy, causation 
between industry structure and R& D. 

 
 

2. Objective 
This article lays down the following objectives: 

 To explore why multinational corporations devise complicated or sophisticated 
technologies rather than simple technologies. 

 To discover the profit-maximizing price strategy that multinationals follow. 
 To examine the correlation between industry structure and R & D. 
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This paper is exploratory in nature and information collected is based on secondary 
sources. The entire framework is theoretical and provides an insight to describe the 
appropriabilty mechanisms followed by innovating multinationals. 

 
 

3. Sophisticated Technology verses Simple Technology 
The appropriability theory proposes the involvement of multinational corporations in 
producing sophisticated technologies. These corporations do not engage themselves in 
producing simple products and simple technologies which are essential for the 
developing countries. The main reason behind it is that complicated ideas are difficult 
to imitate whereas simple ideas are easy to imitate. Thus, there is high possibility of 
appropriability problem in case of simple ideas. Moreover, returns are also higher for 
complicated technologies. Both creation and appropriability of returns from 
sophisticated technology require skilled labor employed by the multinationals. Greater 
proportion of labor in the developed countries signifies that they have a comparative 
advantage over developing countries in generating and getting private benefits on new 
technologies. Technology means creating new information which in turn leads to the 
formation of a new product. Hence, it can be said that multinational corporations 
indulge themselves in creating new information so as to move the product through its 
life cycle. Initially, investment in information is desired to design new products which 
are protected by patents. The emphasis of MNC is not on invention but on innovation 
which is more pertinent in the modern world. “Product development” requiring large 
investment commences with the product life cycle that encompasses creation of 
production processes. These production processes are determined by the interaction of 
demand and supply for specified price structure of inputs. As the product matures, 
production reaches the LDCs where the product has become standardized. Due to 
termination of patents, industry structure becomes more competitive. Thus, it is 
advisable for the multinational corporations to standardize the production process at a 
capital-intensive level because increased competition undermines the appropriability of 
the private benefits from establishing unskilled labor-intensive techniques fully. 
Multinational Corporations also signify quality control as the main reason of why they 
are not likely to make shift from capital-intensive to unskilled labor-intensive 
techniques. For instance: the firm which make a shift from automated to hand-labor 
food canning in less developed country witness several cases of food poisoning.  

Creation of product markets also involves investment in information which shows 
that MNCs are professionals which act like large retail stores in producing and selling 
new ideas, information and technology. But acquiring information on appropriability is 
very necessary for the innovating multinationals before developing a new product 
because imitation of information is the hazard to new information. Imitating innovative 
ideas can reduce the appropriability of the returns of innovator due to which 
inadequacy of R & D in competitive industries has been observed. Thus, 
appropriability is the means to create new information. 
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4. Pricing Strategy for Innovating Multinationals 
What pricing strategy should multinationals follow? If an innovative firm, Apple, 
charges a high price for the laptop, it will earn high short-run profits but low long-run 
profits because there are no barriers to entry. On the other hand, if it charges a low 
price in the short run, then it will earn high long-run profits. However, the firm should 
be concerned about profits in the both short run and long run. 

Profit-Maximizing Pricing Strategy when appropriability mechanisms vanish: The 
innovating multinational should set its starting price just below the monopoly price as 
the monopoly price will encourage the emulators to start producing the product. After 
some time, the multinational slowly cut the price as appropriability mechanisms vanish 
until the competitive price is reached in the long run.  

Technology transfer lies at the heart for the growth of firms domestically and 
internationally. If there is a threat of reduction in long run market power for innovating 
multinationals, then they make efforts to charge a high price today for the new 
technology as this threat may endanger their future profits. But an ironic result appears 
which shows that few highly-advanced technology products will be purchased by 
developing countries at a higher price and thus less technology is transferred.   

Hence, a profit-maximizing firm should implement a pricing strategy that trades 
off profits in the short run and long run appropriately. This strategy would maximize 
the present discounted value of the monopoly profits on the new and advanced 
technology.  

 
 

5. Causation between Industry Structure and R & D 
The appropriability theory proposes that industry structure and generation of 
technology are correlated. Concentrated industry structure refers to the structure which 
is dominated by a single firm or few large firms that is monopoly or oligopoly. 
Existence of monopoly or oligopoly industry structure enhances investment in 
information and R & D because of lower appropriability costs. Further, successful 
innovation leads to expansion in the size of the firm which ensures better return on 
expenditure incurred on R &D. The innovating firms will maintain their competitive 
position over emulating firms till the time they remain young and produce innovative 
products. But when industry structure becomes less concentrated that is when 
appropriability mechanisms erode, then emulators reduce the returns of innovating 
firms so that industry’s product line switches to older and more standardized products. 
Magee considered industry structure as an endogenous variable which varies 
symmetrically through time. Concentrated industry structure fosters R & D but fruitful 
inventions also enhance optimal expansion of firm size as innovating multinationals try 
to appropriate the returns on R & D.  

Hence, the interpretation which shows two-way causation dictates that new 
industries with innovative products are more concentrated and possess high R & D 
whereas older industries are less concentrated, expend less on R & D but are more 
competitive and develop standardized products. 
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6. Restrictions on Foreign Ownership and on LDC R & D 
There is demarcation by LDCs on multinational corporations not to exceed 50 percent 
foreign ownership. However, LDCs may benefit if they permit majority ownership to 
the multinationals that is at least 51percent as this will permit firms in the LDCs to 
procure nearly half of the profits from the technology. Hence, appropriability problem 
will be controlled. But multinational corporations feel anxious if they are unable to 
handle the operations properly because the other party may get chance to imitate the 
technology and sell it in other markets thereby minimizing the return of MNCs on the 
technology.  

There are some limitations on LDC research and development described in a UN 
study by multinationals. The parent company must be updated with the outcomes of 
subsidiary R & D on a regular basis. Such updating requires modifications in the 
complicated R & D which developing countries will retrograde to the parent. This is 
undesirable for LDCs as they are restricted from renewing complicated ideas into 
simple ones that may be useful to the developing countries. Thus, appropriability of the 
LDCs is low. However, the parent discovers that returns on the complicated or 
sophisticated technology may be undermined because of the substitution of simple 
technology which diminishes the long-run supply of sophisticated technology. 
Therefore, it is concluded that there is no solution to this dilemma. 

 
 

7. Conclusion 
The role of MNCs lies in producing sophisticated technologies and they are least 
interested in creating technologies which are considered essential for the developing 
countries. There is appropriability theory which explored the behaviour of innovating 
multinationals in safeguarding the profits from innovations. The study implies that 
both innovators and emulators play crucial role where innovators diminish competition 
and levy high prices for innovative products. On the other hand, emulators reduce the 
returns of innovators by imitating the technology and offering it at reduced prices.  

Thus, findings suggest that multinationals should specialize in the transfer of tacit 
knowledge and technology intra-firm rather through the market so that there is less 
probability of it being imitated by emulators. However, in this sense, further research is 
required. 
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