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Due to the implications of globalization, tere
is even in countries of large size an increasing
need to flexibly adjust economic policies and
firms strategies to external influences. Tra-
cing back the historical origins of a number
of small countries’ successful integration into
the world economy can, therefore, offer a pool
of best practices for both small and big coun-
tries, making the topic of this volume high-
ly relevant. Small countries can in this sense
function as „trailblazers“ for big ones, this ex-
pression being used in the sense of John H.
Dunning in a previous publication of the edi-
tors of this volume, distinguished scholars of
strategic management and international busi-
ness.1

The title „handbook“, however, is not ap-
propriate for the present volume. First of all,
the term „small“ country is far from being ex-
actly defined and a theoretical reflection on
the consequences of country size on policy
choices and MNE development had not been
included here2 Second, no systematic presen-
tation of ongoing research trends has been in-
cluded into the volume such as small coun-
tries’ innovation systems3 or the contribution
of economic history to the understanding of
the specific path of big business from small
countries.4 Thus, the reader will find his ex-
pectations for a handbook not fulfilled. The
volume offers exactly what the subheading
promises: „The Contribution of Multinational
Enterprises to National Economic Success“.
Therefore, the analysis presented here is cruci-
al for researchers, managers and political lea-
ders as well. The studies collected in this vol-
ume have a common theoretical framework, a
similar outline and research questions. There-
fore, instead of presenting each contribution,
the structure of the book will be discussed he-

re including a few points deserving extra at-
tention such as the contribution of this collec-
tion of essays to the development of Porter’s
diamond model.

The book consists of an introduction and
ten case studies about „small, open econo-
mies“. Though openness is measured accor-
ding to the transnationality index used in the
UNCTAD’s World Investment Report 2007,
but as already said the criteria for a small
country are not defined here. The case studies
deal only with „successful economies“, yet
fail to provide the criteria for selecting the ca-
ses. The selection of the case studies covers a
wide range of countries from the size of Ca-
nada to Mauritius, low-, middle- and high-
income countries, economies that are develo-
ping, in transition from socialism and high-
ly industrialized ones. The common denomi-
nator seems to be the outstanding importan-
ce of FDI for their economic development.
The geographical scope of the volume co-
vers all continents from North America (Ca-
nada), South-America (Chile), Africa (Mauri-
tius), Western Europe (Belgium, Ireland, the
Netherlands and the Nordic countries), East-
ern Europe (Slovenia), Asia (Cambodia) and
Oceania (New Zealand). The focus of the
studies lies on the last two decades though
many contributions cover a much longer time
span to present waves of and shifts in multi-
national activities.

Michael Porter’s well-known diamond mo-
del5 is used to explain the competitiveness
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of national economies and industries, inves-
tigating the contribution of multinational en-
terprises to national economic success in this
framework. The potential of multinationals
for small countries’ economic growth is, ac-
cordingly, summarized in the main hypothe-
sis of the book, which states „that small nati-
ons increasingly need to rely heavily on both
home-grown and foreign multinational en-
terprises to achieve domestic economic suc-
cess in industries characterized by internatio-
nal competition, as these firms augment the
domestic diamond determinants with foreign
components, thereby permitting sustainable
high production and employment per capita
as compared with other nations.“ (p. 1) Par-
ticularly interesting is therefore the inclusion
of the experience of Slovenia into this vol-
ume which provides a case where FDI was
not encouraged resp. seen as the most import-
ant source of quick structural change, an ap-
proach that contrasts with the one chosen by
the majority of the other transition economies
of East Central Europe.

All studies roughly follow the same out-
line: 1) the description of the strengths and
weaknesses of the respective country accor-
ding to Porter’s diamond model, 2) „the ro-
le of inward and outward FDI and multina-
tional enterprise activity in the successful in-
dustries considered“, 3) geographic concen-
tration of domestic production and the role
of multinational activity in domestic cluster
functioning, 4) the impact of government po-
licy (or the lack of thereof) on the success of
the industries studied, particularly the gover-
nment’s role in facilitating „internalization ar-
bitrage“. That is, governments’ activities are
investigated with respect to their ability to
further the inward direct investment’s contri-
bution to the upgrade of location advantages
and that of outward FDI in both their home
and host countries, thereby creating interna-
tionally competitive value chains.

Combining the theory of international busi-
ness with the well-known diamond model
of Michael Porter about the drivers of na-
tional competitiveness is the major theoreti-
cal contribution of this volume to the un-
derstanding of factors influencing competi-
tiveness on both the national and sector le-
vel. The diamond model has been refined in

the various case studies here so far as the
impact of multinationals and that of gover-
nment policy had been systematically inclu-
ded into the investigations as driving forces
of competitiveness instead of being classified
as external factors like in Porter’s original mo-
del. As research on the impact of outward di-
rect investment on a home country’s econo-
my, especially in the case of small countries,
is considerably less developed than that on
inward FDI, the systematic inclusion of this
question into a series of investigations con-
tributes to the research on multinational en-
terprises. Here, the distinction between ope-
rational internationalization to seek markets,
lower costs and access resources and strate-
gic internationalization (moving strategic ac-
tivities and units for foreign locations) as pro-
posed by Robertstad et al. in their contribu-
tion about the internationalization patterns
of large companies from Denmark, Finland
and Norway promises clues to a government
policy seeking to further the embeddedness
of both home-grown and foreign multinatio-
nals. Furthermore, the outstanding case stu-
dy about Ireland (Cassidy et al.) in this vol-
ume shows how Porter’s diamond model can
be meaningfully extended by profiting from
recent years’ studies on clusters: An orga-
nizational understanding of clusters helped
to understand the factors of the creation of
different types of Irish clusters and their ro-
le in their specific multinationals global net-
work. The subsidiaries of US- resp. EU-based
multinationals in Canada (Yuan and Verbeke)
showed a strikingly different self-perception
of their success in absorbing and exploiting
firm-specific advantages, developing unique
competence areas within the Canadian en-
vironment and, ultimately, their position in
their mother companies’ global network (ac-
cording to Bartlett and Goshal’s typology).6

The diamond model refined by the cluster
theories can help explaining the differences
in performance of multinationals of different
origin in a specific market and formulate poli-
cies to upgrade the position of the subsidiari-
es in the network of their specific multinatio-
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nals, ultimately to further the embeddedness
of multinationals’ subsidiaries and to move
away from natural sources based–industries
to skill-based ones.

The book only presents case studies of „suc-
cessful economies“. That does not mean, ho-
wever, that they have been equally successful
in unfolding the potential of MNEs to „upgra-
de“ the national diamond. New Zealand pres-
ents a striking case for lost chances in levera-
ging the externalities offered by international
involvement. The essay about Cambodia is
rather undecided about the positive effects of
FDI suggesting, on the one hand, that “[g]iven
the creation of employment and its contribu-
tion to the country’s GDP and exports, FDI
has contributed significantly to the economy
of this civil-war ranged kingdom though mul-
tiplier and spill-over effects“ (p. 268) Howe-
ver, the reader is at a loss to discover this posi-
tive effect if the authors state that „from Cam-
bodia’s example, it is clear that Porter’s views
on the determinants of the competitive advan-
tage of industries (...) have either to be amen-
ded, or otherwise lead to the conclusion that
Cambodia’s success in attracting FDI, particu-
larly in the garment sector, does not contribu-
te to the building up the country’s competiti-
ve advantages“ (p. 264) and that FDI did not
help to even out the geographical distribution
of economic activity either.

The key message of the various case studies
is that government matters: The full potential
of multinationals’ activity furthering the com-
petitiveness of specific industries resp. of the
national economy can only be harnessed with
a clear government strategy, unfolding exis-
ting though latent location advantages of a
country and a firm commitment to invest first
profits into the continuing improvement of
these location advantages - despite the strong
vested interests and risking popularity due
to seemingly benefiting only foreign inves-
tors. (Introduction) Coordinated business ac-
tivity to profit from the possible externalities
of MNE’s activities receives much less attenti-
on than that of governments here. Exceptions
are Hogenbirk et al. emphasizing once again
the importance of large Dutch MNEs’ and tra-
de unions’ participation at policy formulation
and implementation in the Netherlands du-
ring the last decades or Peerally and Cantwell

stressing that, in Mauritius, the private sector
has also been active in the formulation of po-
licies like its push for the promotion of cluster
building.

Thus, though the present volume cannot be
seen as a handbook the studies published here
present an important contribution to the on-
going debate about globalization and a rich
source of ideas for policy makers and mana-
gers from both small and large countries.
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