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Multinational Corporation in the Middle East and Corporate
Governance

HUDA SOUD AL SUBAIE
Abstract
This thesis examines the opportunity Multinational Corporations (MNCs)
present in fostering Corporate Governance in the Middle East sand particularly in the
Kingdom of Bahrain. The extent to which MNCs have succeeded in complementing the
Kingdom’s global economic integration as well as political wellbeing is measured. The
concepts of corporate social responsibility and Corporate Governance are further
evaluated throughout the relevant decision making process adopted by the Kingdom.
The relationship between MNCs and Governance is further assessed through a series of
interviews conducted with selected CEOs and government officials. The analysis and
findings reveal relative success of MNCs operating in Bahrain in the integration of the
Bahraini economy into world markets and, consequently, in fostering joint domestic
ventures. Economic revitalization is directly reflected in the political modernization of
the state. Yet, the growing role of MNCs in both the globalization of the domestic
market and the reformulation of governance poses a serious challenge for Bahrainis
nationalism. This thesis reveals serious obstacles and opportunities for governance in
light of the increasing MNCSS. The ability for government to remain accountable to its
own citizens while forging economic ventures with MNCs needs to be scrutinized as to
preserve mutual benefits.

Keywords: Corporate Social Responsibility, Good Governance, Globalization,
Liberalization, Decision Making.
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CHAPTER 1
MULTINATIONAL CORPORATIONS IN THE MIDDLE EAST

1.1 Introduction
Over the past two decades multi-national corporations (MNCs), which are among the
world’s leading corporations, have been actively operating in developing countries, and
increasingly so in the Middle East. Trade openness and financial liberalization are the main
reasons behind the emerging and growing roles of MNCs in the Middle Eastern market place.
Organizational structure of improvement, global vision with local aspects, branding, talent
management, and Corporate Governance are the main factors of success; leading to faster
growth and better value, thus attracting companies to Middle Eastern markets. Middle Eastern
economies are adopting strategies and arrangements that foster organizational excellence that
attract MNCs to consider joint venture opportunities. Organizational transparency highlights
opportunities to advancement.
The local mindset in the Middle East encourages MNCs to learn and adapt to Middle
Eastern cultures, conditions and information. For MNCs, keeping an eye on the conditions of
individual local markets is very essential to maintaining an intuitive outlook and ensuring that
processes are globally consistent. Decisions and behaviors of management are influenced by the
well-built brand and permanent identity which is affected by the vision, mission, and core values
of the organization. Recruitment, leadership growth management succession and training and
development schemes are some of the issues that must be addressed in order to attract and retain
the best talent.1
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Board of directors and Corporate Governance that affect the decision-making process
and internationally-recognized best practices in the Middle East furnish the recruitment of highprofile independent board members and implant systems to ensure that exposure to risks is
managed. Treating employees equally and avoiding bias based on the differences in their cultural
backgrounds, performing the same job enables MNCs decision makers to uphold an attitude of
fairness and focus on measurable metrics of performance. On the other hand, MNCs use several
techniques to reduce their exposure to business and political risks such as licenses agreements,
management contracts, franchising, and joint ventures.2
While MNCs are concerned in expanding their businesses and raising the whole profits
from the entire large-scale procedures, the host country focal attention is to obtain the most
possible for its national economic benefit. Therefore, it is essential for Middle Eastern countries
to design, execute and ensure activities that generate benefits which are well-suited to their
national goals.
MNCs are often attacked by political groups on the basis of allegations that they take out
of the country more than they return back on domestic investment and that such imbalances can
increase political risks. MNCs that are able to demonstrate significant contributions to the host
country can avoid this kind of political risk. Preparing a Local Social Responsibility (LSR)
statement as a supplementary report to the conventional financial statements can accomplish
this. The LSR ensures beneficial information about the activities that create added value and the
activities to which the added value is distributed become widely known. The decisions and
actions of local political groups’ might affect the business operations of MNCs. The distribution

2
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of this LSR statement allows MNCs to reduce potential and actual conflicts within host countries
and to receive constructive treatment from these political groups.3

1.2 Good Corporate Governance
Corporate governance is an essential element in stakeholder confidence in a company
and therefore corporate governance is the direct point of corporate reputation. Corporate
Governance is known as systems, structures, rules, regulations, and best practices governing the
management of organization through which it is directed and run.4 It ensures that operations and
goals are to be performed and met. Directors and management protect shareholders’ rights,
develop market competitiveness, and allow entrance to invest in the universal markets. The
board of directors watches over the scheme executed by the managers for running the
organization and adopting the values that rule the board of directors in their responsibility to
shareholders and to the organization.
The normative principles of governance encompass transparency, frequent report
revealing and self-governing reviewing, conflicts of interest removable, moral principles,
securing minority shareholders’ rights, accountability, participation, responsiveness, and the rule
of law. These principles are based on a statement that all companies comprise the need of
governance to benchmark operations against governance standards, rights and obligations
distribution amongst the organization’s stakeholders along with the shareholders, managers,
personnel and others that have a stake in the organization.

3
4
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Capron and Guillen (2009:805) argued that national corporate governance institutions
have a strong impact on the standards of governance in corporations:
“The rights and obligations of the various stakeholders are defined and enforced to
varying degrees depending on the institutions of corporate governance present in a
given country. Those institutions include formal laws and regulations, codes of good
governance, taken-for-granted, assumptions about the appropriate role of the various
stakeholders, and the informal norms of behavior sanctioned by tradition or practice.” 5
There are numerous principles of modern governance including legitimacy,
accountability, performance and fairness. Performance of better practices necessitates the
application of corporate governance principles and such application must be among all levels of
the corporate body as well as to all stakeholders to make sure they are adopted and accepted by
all. 6
In recent years, the movement of acceptance of corporate governance has swept through
the MENA region. The need to concentrate on corporate governance was influenced by the
banks, private-public sectors, investment markets in addition to civil society groups as it affects
the confidence of global corporations in the investment environment, and the expansion of the
capital markets of the Middle Eastern region. Such movement is critical, as corporate
governance in the end relies on the collaboration of the public-private sector to accomplish the
targets of generating a viable market scheme and the expansion of a society by the means of lawbased and self-governing.7 In addition to this, significantly, the progression of scheming and

5

Corporate social responsibility, Governance & Reputation (2011:80).
Governance and Commercial Enterprises in First Nations; Policy Brief No. 17 - Institute On Governance,
Ottawa, Canada.
7
http://www.afic.am/CG/CG-Antidote.pdf
6
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applying the corporate governance basis provides a base for significant improvement in the
economic sector and society as a whole.
Recent events have caused together, the big business society and Multinational
Corporations in the globe to prioritize the adoption of excellence in corporate governance. The
collapse of existing businesses in the region due to financial crises, scandals, and institutional
failures spurred the need of corporate governance to be issued and effectively adopted not only
in the MENA region but also in other emerging markets, developing countries, and transitional
economies. The development of codes of best practice has been developed in many countries by
the Organization for Economic Co-operation and Development (OECD).8 Profitable new
markets and segmentation of old markets have caused corporations to confront competition due
to globalization and financial market liberalization.
Codes of best practices have been developed by many developing countries or have
started lawful, rigid, and foundational corporate governance improvement programs and
missions through the implementation of corporate governance principles set by the OECD. As
economies are in transition in many developing countries, adopting corporate governance has
been highlighted in many arguments on economic changes. In these economies, good corporate
governance is a major element of their development and efforts to be recognized by global
capital as having safe and healthy investment environments.

Used properly, corporate

governance can and should be an essential component to create an attractive investment climate
as well as to create incentives to strengthen domestic economic growth.

8

The Organization for Economic Co-operation and Development (OECD) is an international economic
organization of 34 countries founded in 1961 to stimulate economic progress and world trade. It is a forum
of countries committed to democracy and the market economy, providing a platform to compare policy
experiences, seek answers to common problems, identify good practices, and co-ordinate domestic and
international policies of its members.
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Sharing responsibility is a vital ingredient of Corporate Governance in a market
economy for a sustainable economic increase where organizations provide careers opportunities
and supply markets with goods and services. Not just organizations but as well countries that
harvest the profits of universal capital markets. An organization dedicated to good corporate
governance has solid and confined shareholder rights, a well-defined transparency, environment,
and appropriate authorized board of directors. Good corporate governance is considered to be
critical to good risk management as it aligns the interests of all levels of shareholders to
stakeholders, and supplies a scheme of checks and balances.
The thought of management and governance changed when the Sarbanes-Oxley Act was
passed in 2002. Prior to the Act, good management was considered to be sufficient in the
successful operation of a business. Passage of the Act reinforced the principle of establishing
and maintaining good corporate governance. Corporate Governance then quickly became more
important to the successful operation of a business than good management9. The difference
between these two terms is important as management is an act while governance is a process,
and as such, it is much more complicated than management. MNCs were forced to re-examine
these principles as they considered their global operations in the light of the dramatic changing
condition brought on by the recent global economic crisis. MNCs are now asking themselves
how they can improve their performances by implementing best governance measures such as
best practices, transparency, organizational consistency, economies of scale, regulatory
compliance, risk mitigation and enhanced communication. Corporate Governance is effective
where it is developed in an environment that seeks to align the goals of shareholders and
stakeholders. The two pillars of Corporate Governance are: foundational and strategic.

9
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The foundational pillar speaks about the development of risk and its hazards around the
world such as people, financial, and legal where strategy allows the corporate body to benefit of
a number of major advantages as it is better to a corporate to install a global strategy to be able
to ease the progress of talents and increase the global dimension to decrease costs. By this,
corporations contain the decision making transparency, open communication and a stage of local
trust better than before. Once corporations classify exactly the governance, their mission is to
seize how to apply the best structure. Top MNCs are applying global governance in people,
process and technology methods.

1.3 MNCs Market Approach and Corporate Social Responsibility
Corporate Social Responsibility is a notion linked to the activities and behavior of
organizations and to those who are related to them and a concept implemented and taken for
granted, Kraus J. and Pava M. L. (1995). Sometimes, Corporate Social Responsibilities is
considered as a threatening notion to public and private organizations where it is a bundle of
chosen organization events intended to make the company procedures work in better process.
Whilst these company events are not mandatory by law, they challenge to promote a better
community and expand beyond the unambiguous transactional firm’s interest. These actions can
be considered as voluntary contributions from the company to its stakeholders (Kraus and Pava,
1995).
Managers deploy the corporate social responsibilities by thinking and discussing their
relationships with stakeholders and with the organization and by fulfilling and achieving their
roles/goals. The essential part is to differentiate them from other organizations that might
implement diverse sorts of processes. Business firms incorporate social values and the
7

environment responsibility in their business activities in the way they cooperate with their
stakeholders. Two angles should be deployed in the operations; First and foremost is the social
and environmental responsibility which requires a change from internal mechanism to
incorporate principles into business procedures.

Secondly is that the interactions with

stakeholders need stakeholder’s engagement10. There are two different arms of corporate social
responsibility: explicit and implicit. The explicit arm tells about the organization’s actions that
take for granted responsibility for the interest of community and consists of voluntary corporate
policies. It entails inducements and opportunities motivated by expectations. The implicit arm
speaks about the firm’s function inside the wider establishments of the society, values and
norms. It is motivated by social consensus.
MNCs implemented innovative methods to improve operating efficiencies by reengineering efforts and by aligning staff to assist in achieving a new corporate focusing strategy.
Also, the competition has a major role of mergers and acquisitions where MNCs strive to acquire
increased market share. While the MNCs cannot set their predictions, they could be prepared for
market opportunities by utilizing the employee-ship to meet new operating realities. MNCs
learned to turn bad times into opportunities by implanting the crucial success dynamics.

1.4 Political Requirements for MNCs
Political requirements for an MNCs to cope with the new global realities are to define
and analyze the political risks such as the chance that the abroad business investment of MNCs
will be controlled by the host country’s government policy, and to review the macro and micro

10

Gottschalk, Petter, 1950- Corporate Social Responsibility, Corporate Reputation
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political risk analysis,11 which highlight the main political decisions likely to have an effect on
all firms in the host country and on an analysis aimed at government politics and events that
pressure on some chosen economy segments or host country precise abroad businesses.
The Factors of Macro Risk that includes: Holding the assets movement elsewhere of the host
country, inserting restrictions on the profits or capital remittance, undervaluing the currency,
counterfeiters industrial piracy, declining to abide by the agreements earlier agreed contractual
conditions with MNCs, political chaos and the corruption of government
The Factors of Micro Risk that includes: different treatment than other enterprises, the
regulations of industry, particular sorts of business activity taxes, local laws restrictions, World
Trade Organization (WTO) impact, the policies of government that encourage exports and
discourage imports.
MNCs must assess terrorism and its overseas growth by promoting political or social
views with the diversified sorts of terrorism such as unprofessional, classic and motivated
actions by religion. MNCs should build their operations in the host countries taking into
consideration high terrorism risk and political risk evaluation, set up to date security, readiness
of employees for potential conditions and crisis plans accumulations.
To ensure the stability in the host country, MNCs must manage political risk and
government relations by three factors: transferring risks, operational risks and ownership control
risks as well as knowing the techniques for responding to corporate political strategies.

11

John H. Dunning , Economic Analysis and Multinational Enterprise (Routledge Library Editions –
Economics, Routledge; 1 edition (October 10, 2008)
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Such strategies comprise vital, secured, and protective methods, the dealing with related
influence analysis, increasing valuable management for labor relations and making extensive
local research and development.

1.5 Why Bahrain?
Being in the center of the Gulf, the Kingdom of Bahrain is uniquely suited to be one of
the most world’s strategic business markets. The Kingdom has engaged sizeable procedures to
create and improve the most possible business conditions which are open and encouraging.12
Due to Bahrain’s strategic geographic location, it has the benefit of being the most trillion dollar
ideal penetration spot to the Gulf market. The Kingdom was one of the first Gulf states to
discover oil. This allowed it to create and benefit from a petrochemical industry earlier than its
Gulf area neighbors.
The government of Bahrain seeks the best possible methods to create an optimal
business environment and focuses on the creation of an infrastructure to support continued
growth. The Kingdom has made a commitment to create an environment that is attractive to
MNCs. It has done this by establishing open markets, respecting property rights, operating with
transparency, privatizing government businesses such as utilities and telecommunications, and
generally adopting internationally accepted norms of corporate regulation.13 The Kingdom has
established itself as the most liberated marketplace in the Middle Eastern region and Bahrain
intents to keep this position by focusing on improving skilled labor, diversifying businesses
beyond petrochemicals, and providing good governance, especially in the area of labor reform.

12
13

http://www.bahrainedb.com/uploadedFiles/BahrainEDB/Media_Center/SECTORGUIDE.pdf
http://www.mofa.gov.bh/Default.aspx?tabid=255
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These efforts make Bahrain an appealing destination for MNCs. Moreover, the kingdom is
committed to its citizens and their long-term prosperity by furnishing the rule of law, free
markets, and democratic principles.
Bahrain economy is one of the most broadening economies horizons in the Gulf region.
Several MNCs chose Bahrain as home due to its highly developed communication and
transportation services. In addition to the diversified amenities and strategies, and in August
2006, the Kingdom created a Free Trade Agreement (FTA) with the Unites States of America
which is considered the first Free Trade Agreement between the Unites States and a Gulf
region.14
Although the petrochemical industry is a major portion of the economy in Bahrain, it is
not the only industry that is prospering. The production of aluminum is highly advanced in
Bahrain and continues to grow; aluminum is the second largest export. Additionally, the finance
and construction business have seen many years of continuous growth. The banking sector in
particular is highly competitive as it competes globally with Malaysia to be global Islamic
banking center. The petrochemical industry continues to dominate the economy as the
government continues to seek additional finds of natural gas.15
According to Index Mundi,16 Bahrain is considered as one of the best economies and the
most highly developed communication and transport facilities in the Gulf. The Central
Intelligence Agency (CIA)17 and The World Factbook mentioned that despite the progress of the

14

http://Bahrain%E2%80%93United_States_Free_Trade_Agreement
http://www.nytimes.com/2011/02/24/world/middleeast/24iht-m24bfinancial.html
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http://www.indexmundi.com/bahrain/economy_profile.html
17
An independent US Government agency responsible for providing national security intelligence to
senior US policymakers
15
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Bahrain Independent Commission of Inquiry (BICI),18 the street protests have grown
increasingly violent since the beginning of 2012. The, massive central data source to graphically
compare nations, Nation Master listed the international participation of the Kingdom as
following: Arab Bank for Economic Development in Africa (ABEDA), Arab Fund for Economic
and Social Development (AFESD), Arab Monetary Fund (AMF), Cooperation Council for the
Arab States of the Gulf (GCC), Food and Agriculture Organization (FAO), Group of 77 (G77),
International Bank for Reconstruction and Development (IBRD), International Chamber of
Commerce (ICC), International Civil Aviation Organization (ICAO), International Criminal
Court (ICC), International Criminal Police Organization (Interpol), International Development
Association (IDA), International Federation of Red Cross and Red Crescent Societies (IFRCS),
International Finance Corporation (IFC), International Hydrographic Organization (IHO),
International Labor Organization (ILO), International Maritime Organization (IMO),
International Mobile Satellite Organization (IMSO), International Monetary Fund (IMF),
International Olympic Committee (IOC), International Organization for Migration (IOM)
(observer), International Organization for Standardization (ISO), International Red Cross and
Red Crescent Movement (ICRM), International Telecommunication Union (ITU), International
Telecommunications Satellite Organization (ITSO), International Trade Union Confederation
(ITUC), Inter-Parliamentary Union (IPU), Islamic Development Bank (IDB), League of Arab
States (LAS), Multilateral Investment Guarantee Agency (MIGA), Nonaligned Movement
(NAM), Organization for the Prohibition of Chemical Weapons (OPCW), Organization of Arab
Petroleum Exporting Countries (OAPEC), Organization of Islamic Cooperation (OIC),
Permanent Court of Arbitration (PCA), United Nations (UN), United Nations Conference on
Trade and Development (UNCTAD), United Nations Educational, Scientific, and Cultural
18

The Bahrain Independent Commission of Inquiry was established on 29th June 2011 in the Kingdom of
Bahrain pursuant to Royal Order No. 28 by His Majesty, Hamad bin Isa Al Khalifa. The Commission was
tasked with investigating and reporting on the events that took place in Bahrain from February 2011, and
the consequences of those events
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Organization (UNESCO), United Nations Industrial Development Organization (UNIDO),
Universal Postal Union (UPU), World Customs Organization (WCO), World Federation of
Trade Unions (WFTU), World Health Organization (WHO), World Intellectual Property
Organization (WIPO), World Meteorological Organization (WMO), World Tourism
Organization (UNWTO), World Trade Organization (WTO) . Bahrain did not experience
international disputes as per the World Factbook. 19
The below tables illustrate the figures and the percentages about the current Bahraini
economy:
Table 1.1: Current Bahraini Economy

GDP (purchasing power parity)20

2009 est.

2010 est.

2011 est.

$30.8 billion21

$30.4 billion

$29.17 billion

GDP (official exchange rate)

$26.4 billion

GDP - real growth rate22

3.1%

4.1%

1.5%

GDP - per capita (PPP)23

$27,300

$27,500

$28,100

GDP - composition by agriculture

0.4%

GDP - composition by industry

63.6%

GDP - composition by services

36% (2011 est.)

19

NationMaster is a vast compilation of data from such sources as the CIA World Factbook and UN
Country comparison to the world: 108
21
Data are in 2011 US dollars
22
Country comparison to the world: 170
23
Country comparison to the world: 50
20
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Investment (gross fixed)24

24.6% of GDP (2011 est.)

Revenues Budget

$7.491 billion

Revenues Expenditure

$8.396 billion (2011 est.)

Taxes and other revenues25

30% of GDP (2011 est.)

Budget surplus (+) or deficit (-)26

-1.4% of GDP (2011 est.)

Public debt

75.3% of GDP (2011 est.)27
60.1% of GDP (2010 est.)

Inflation rate (consumer prices)

0.3% (2011 est.)28
2% (2010 est.)

Agriculture - products

Fish, poultry, Fruit, vegetables, dairy products
and shrimp

Industries

Tourism, fertilizers, aluminum smelting,
Petroleum processing and refining, iron
pelletization, insurance and ship repairing and
Islamic and offshore banking,

Industrial production growth rate

1.5% (2010 est.)29

Electricity - production

11.22 billion kWh (2008 est.)30

Electricity - consumption

10.48 billion kWh (2008 est.)31

24

Country comparison to the world: 48
Country comparison to the world: 87
26
Country comparison to the world: 67
27
Country comparison to the world: 25
28
Country comparison to the world: 4
29
Country comparison to the world: 129
30
Country comparison to the world: 90
31
Country comparison to the world: 86
25
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Electricity - exports

0 kWh (2009 est.)

Electricity - imports

0 kWh (2009 est.)

Oil - production

46,430 bbl/day (2010 est.)32

Oil - consumption

47,000 bbl/day (2010 est.)33

Oil - exports

239,900 bbl/day (2009 est.)34

Oil - imports

213,000 bbl/day (2009 est.)35

Oil - proved reserves

124.6 million bbl (1 January 2011 est.)36

Natural gas - production

12.58 billion cu m (2009 est.)37

Natural gas - consumption

12.58 billion cu m (2009 est.)38

Natural gas - exports

0 cu m (2009 est.)39

Natural gas - imports

0 cu m (2009 est.)40

Natural gas - proved reserves

92.03 billion cu m (1 January 2011 est.)41

Current account balance

$617.4 million (2011 est.)42
$770 million (2010 est.)

Exports

$20.23 billion (2011 est.)43
$13.83 billion (2010 est.)

Exports - commodities

Petroleum and petroleum products, aluminum
and textiles

32

Country comparison to the world: 63
Country comparison to the world: 99
34
Country comparison to the world: 49
35
Country comparison to the world: 46
36
Country comparison to the world: 66
37
Country comparison to the world: 38
38
Country comparison to the world: 41
39
Country comparison to the world: 56
40
Country comparison to the world: 152
41
Country comparison to the world: 57
42
Country comparison to the world: 47
43
Country comparison to the world: 73
33

15

Exports - partners

Japan 2%, Saudi Arabia 2.9%, UAE 1.9% and
India 1.9% (2009)

Imports

$16.8 billion (2011 est.)44
$11.19 billion (2010 est.)

Imports - commodities

Crude oil, machinery and chemicals

Imports - partners

US 12.2%, Saudi Arabia 24.7%, China 7.8%, Brazil
6%, Japan 5.8% and France 5% (2009)

Reserves of foreign exchange and gold

$5.069 billion (31 December 2011 est.)45
$4.789 billion (31 December 2010 est.)

Debt - external

$15.2 billion (31 December 2011 est.)46
$14.58 billion (31 December 2010 est.)

Stock of direct foreign investment - at home

$15.29 billion (31 December 2011 est.)47
$15.15 billion (31 December 2010 est.)

Stock of direct foreign investment - abroad

$9.083 billion (31 December 2011 est.)48
$7.883 billion (31 December 2010 est.)

Exchange rates

Bahraini dinars (BHD) per US dollar:
0.376 (2011 est.)
0.376 (2010 est.)
0.376 (2009)
0.376 (2008)
0.376 (2007)

44

country comparison to the world: 79
Country comparison to the world: 88
46
Country comparison to the world: 82
47
Country comparison to the world: 75
48
Country comparison to the world: 51
45
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According to the transparency international49 and as per the Corruption Perceptions
Index that ranks50 countries and territories and issues annual reports on how these countries and
territories corrupt their public sector and how it is perceived to be for kleptocracy, bribery,
economics of corruption, cronyism, electoral fraud, slush fund, nepotism, and political scandal.
Bahrain is ranked in 2011 as the 46th with the 5.1 score indicator where the cleanness score of
the country perceived level of public sector corruption should be scaled as 10 of 0.51 In 2009,
the Kingdom was ranked as well the 46th with the score of 5.1 and 48th in 2010 with the score of
4.9
The table shows the region rank, region, sources and confidence rate in 2011:
Table 1.2: Region Rank in 2011

Rank

Country

Score

Region Rank

46

Bahrain

5.1

4

Region

Middle East and North Africa

Sources

Confidence
Rate

6

4.1 - 6.3

In 2011, the economy of Bahrain was seriously affected by domestic unrest. The direct
result was that its status as a financial hub in the Gulf became jeopardized. The Kingdom is now
at risk of losing several financial institutions as they seek stability in other Gulf countries such as
the UAE and Qatar52. However, the economic outlook remains positive due to the policies put in
place prior to the unrest. To a large extent, MNCs confidence in the Kingdom remains high due
to attractive policies such as no personal income tax and the suspension of an expatriate labor
tax.
49

Transparency International consists of more than 100 chapters – locally established, independent
organizations – that fight corruption in their respective countries.
50
A country's rank indicates its position relative to the other countries/territories included in the index.
51
10-0 means that a country is perceived as highly corrupt and 10 means that a country is perceived as
very clean
52
https://www.cia.gov/library/publications/the-world-factbook/fields/print_2116.html

17

Recent researchers showed that the foreign direct investment (FDI) index in Bahrain
encompasses a variety of economic sectors.53 The index shows that Bahrain is first in Inward
FDI Performance Index and Index of Economic Freedom, second in Outward FDI Performance
Index, and third in Network Readiness Index. This places it well above other Gulf States such as
United Arab Emirates, Kuwait, Saudi Arabia, Qatar and Oman. By having the stability of
infrastructure, outstanding communications network, tax-free operational facilities and excellent
geographic location, Bahrain holds numerous elements that push investment for better by abroad
investors.
The Kingdom ranked in the Middle East and North Africa Region as the 38th worldwide
amongst 183 economics as per The World Bank Doing Business project that evaluates the
business regulations and their enforcement across these economies. The study showed that the
Kingdom and despite the fall due to the drop of getting credit cards, protecting investors,
business startup and resolving insolvency, it is still performing well by dealing with construction
permits where it ranked as the 7th worldwide and tax payment where it ranked as well the 18th
worldwide.
The table below shows the Ease of doing business in Bahrain as per the EDB:

Table 1.3: Ease of doing business in Bahrain

Economy
KSA
UAE
Qatar
Bahrain
Oman
Kuwait

53

Ease of Doing Business 2012
GCC Rank
2011 Rank
2012 Rank
1
10
12
2
35
33
3
38
36
4
33
38
5
53
49
6
71
67

http://www.heritage.org/index/pdf/2012/countries/bahrain.pdf
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Change
-2
+2
+2
-5
+4
+4

The Global foreign direct investment (FDI) inflows increased 16% in 2011 by the
occurrence against the transnational corporations (TNCs) higher profits background and
comparatively high economic expansion in developing countries. The Gulf Cooperation Council
(GCC) countries are still getting better from the postponement or annulment of their projects in
previous years. A drop of 35% in FDI inflows is registered that decreased their contribution in
the region’s total from 69% in 2010 to 53% in 2011. To explain at large the overall decline, for
example, the Kingdom of Saudi Arabia which is considered the regions’ biggest recipient
experienced 42% fall in 2011 to $16 billion. As well the Foreign Direct Investment flows to
Oman and Qatar decreased to reach pessimistic values but those to United Arab Emirates,
Kuwait and Bahrain, returned to normal from relatively low values. In addition to the social and
the political, conflict has stopped the progress of FDI to non-GCC Arab countries which
represent 14% of the region’s total declined by 26% in 2011 to $7 billion. However the revenue
of oil due to the oil prices increase has assisted increase FDI outflows by end of 2010 which
assisted in having available and additional funds for outward FDI from the GCC countries.

1.5.1 Bahrain Recent Economic Performances
The Bahrain Economic Development Board (EDB) provides the unified leadership
vision by bringing together all of the Bahrain's shareholders to increase strategies mean for
development. The Kingdom experienced economic growth in the financial sector between 2004
and 2008; investment grew significantly as a percentage of GDP. The growth of real
manufacturing output increased significantly in from 2001 to 2008. The volume of service
exports grew over the period of 2005-2010. In 2010, the World Economic Forum (WEF)
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produced the Global Competitiveness report which ranked the Kingdom as the 37 th most
competitive country in the world.54
1.5.2 Bahrain Economic Indicators
As per the Central Bank of Bahrain, the indicators of economy that was issued on March
2011,55 the population of Bahrain is 1,234,571. The economic indicators also listed that the
Gross Domestic Output (GDP) at current prices are in USD (Million) 21,871.62 while the GDP
per capita is USD 17,715.92. The Kingdom public finance showed that the revenues are USD
(Million) 5,770.82, the Expenditures USD (Million) 5,523.08, Surplus/Deficit USD (Million)
2,050.93 and the total outstanding of domestic USD (Million) 6,474.8 and as of GDP, it is
27.3%.
The external sector economic indicators that the Trade Balance (Million) is not
applicable in the country, the current account balance is USD (Million) 767.9 and as % of GDP,
it is 3.5%. The overall Balance of Payments USD (Million) 1,276.13 and as of GDP, it is 5.8%.
The annual Index of Economic Freedom considered Bahrain as one of the world’s top 10 most
economic-free countries as per the publication of Wall Street Journal and The Heritage
Foundation.

1.6 Multinational Corporations in Bahrain
As per The World Investment Report 2009 which is published by the UNCTAD (United
Nations Conference on Trade and Development), manifested that 889,416 multinational

54
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companies (MNCs) exiting worldwide. Many economic indicators show why MNCs select the
Kingdom not only as a country in which to operate but to also make it the center of their
operations in MENA. Some of these factors are the ease of foreign investment, diversity of
business sectors, Bahrain Social Security contributions, Bahraini double taxation agreements,
Bahraini corporate governance, and Bahrain Vision 2030.

1.6.1 The Petrochemical Industry
In the Gulf, the Kingdom of Bahrain was the first country to discover oil where the region's
first refinery was in 1935. Bahrain National Oil Company (BNOC) controls the oil industry.
BNOC owns 60% of the Sitra refinery and the last has about 250,000 barrels per day as capacity.
Although daily production of oil is about 40,000 barrels, the refinery receives sufficient supplies
of oil from Saudi Arabia to maintain operation. An agreement with Saudi Arabia lets the
Kingdom receive profits from Saudi Arabia's Abu Saafa offshore oilfield as most of the crude oil
from that field is handled in the Kingdom’s Sitra refinery comes from Saudi Arabia.56 In early
2006, the production of oil in the Kingdom was stabilized at about 40,000 barrels per day, and its
reserves were likely to stay for 10 to 15 years. The Kingdom’s gas reserves are expected to last
for approximately 50 more years as it has a gas liquefaction plant, operated by the Bahrain
National Gas Company. As for Petroleum companies such as the Gulf Petrochemical Industries
Company, joint ventures with the petrochemical industries of Kuwait, the Saudi Arabian Basic
Industries Corporation (SABIC). For export, the Bahraini government manufactures as well
ammonia and methanol.

56
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Two MNCs, Chevron Texaco from the United States and Petronas from Malaysia, have been
awarded exploration rights by the Kingdom. Aluminum Bahrain BSC (ALBA) is a governmentcontrolled aluminum industry that was launched 1971 with the building of an aluminum smelter
with a capacity to produce 120,000 tons yearly. Since then, efforts were made to increase in
1998 additional 500,000 metric tons and in 2005, 720,000 metric tons. Owned by 77% by the
government, it is considered the world's largest aluminum smelter. The Aluminum Extrusion
Company and the Gulf Aluminum Rolling Mill are also operating as other aluminum factories in
Bahrain. The Kingdom obtains as well a shipbuilding and repair yard and an iron ore palletizing
plant.57

1.6.2 Foreign Investment
Foreign Investment is well-established in the communication and transport sectors.
Extensive infrastructure numerous financial incentives for foreign investors make Bahrain home
to many MNCs seeking to conduct businesses in the Gulf region. In the recent years, the
Bahraini government has sought after controlling additional key businesses.58 The Kingdom is
continuing to encourage international investment where there it is a tax-free income country for
corporations or individual, however, taxation is subjected to petroleum royalties.
As the foreign direct investment is now widely viewed as a crucial mechanism and a
wheel to create jobs, the Kingdom focused in increasing the FDI attraction size where it topped
as the league for foreign direct investment and considered as the regional leader for foreign
investment as it ranked the 1st in the Gulf estates due to the best open economy among the
Middle Eastern regions. International corporations looking to establishing their businesses in the
MENA and especially in the gulf considered the Kingdom reputation as the best attractive FDI
57

http://www.eoearth.org/article/Bahrain
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country to host them. This achievement is due to many unique factors which are social and
economic characteristics such as the most liberal society in MENA, free and diverse economy,
Gulf strategic location due to Qatar and Saudi Arabia quick access, the solid trade links with
flourishing economies, the talented local workforce and finally, the cost competitiveness.

1.6.3 The Diversified Organizations
The Kingdom is a committee member of the International Chamber of Commerce (ICC) and
the National Chamber of Commerce and Industry. The Children's and Mothers' Welfare Society,
the Bahrain Red Crescent Society, the Bahrain Diabetic Association, the Bahrain Family
Planning Association and many Bahraini and multinational groups are hosted by the Kingdom as
well activities for around twelve national youth sports federations are coordinated by the Bahrain
Olympic Committee. The Boy Scouts of Bahrain, the Girl Guides, the Youth Hostel Federation,
Red Crescent Youth, and Arab Student Aid International (ASAI) 59 are represented by youth
organizations.
Other economic indicators are the transportation and communication sectors such as air,
road and rail, post, telecommunications services, and shipping.

1.6.4 Bahrain Social Security Contributions
Social insurance contributions are paid by employers and workers. Bahraini employees
in the categories of disabled people, old-aged and survivors pay 5% of their salaries to the social
insurance and their employers pay 10% of their salaries. For non-Bahrainis, employers pay 3%
of salaries while the employee is not required to contribute. The government also funds a
national unemployment insurance scheme with a total of 3% of salaries (1% each from
employer, employee, and government). Monthly salaries should be limited at BHD 4,000 (EUR
59
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7,175; USD 10,600) to be included in the social security contributions program60. Only Foreign
workers are paid end-of-service indemnity which is measured as the arising key cost under the
provisions of the Labor Law as the first three years of service is calculated as being 15 days’
salary for their end-of-service indemnity and for each subsequent year, 30 days’ salary.

1.6.5 Bahrain Double Taxation Agreements
The Kingdom of Bahrain has made agreements and jurisdictions with many countries
such as double taxation agreements with France, China, Egypt, Malaysia, Morocco, Singapore,
Thailand, Jordan, Syria and Lebanon. Agreements have also been agreed with other nations
where these have yet to come into force such as Algeria, Belgium, the Netherlands, Pakistan,
Sudan, Turkey and Yemen. Transport tax agreements have been concluded with China, United
States, France, Yemen and Singapore. A transport tax agreement has yet to come into effect
which it has been concluded with the Netherlands. The Kingdom has also an inheritance tax
agreement with France and it does not have social security agreements.

1.6.6 Bahraini Corporate Governance
By promoting corporate governance principles, the Kingdom has enhanced investor
confidence and fostered economic development in government targeted sectors. In the past
years, developing the corporate governance code through a consultative process has been
effectively set by the Ministry of Industry and Commerce with the collaboration of the Central
Bank of Bahrain and the National Corporate Governance Committee.
Recognizing the great effort of many stakeholders, nine core principle codes were set to
adhere to internationally accepted best practices in the Kingdom. These codes comprise of
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recommendations for the adoption of these principles and for the performance of good corporate
governance.
Table 1.4: Bahrain’s Corporate Governance Code of Conduct61:

Principal 1

The Company shall be headed by an effective, collegial and informed board.

Principle 2

The directors and officers shall have full loyalty to the company

Principle 3

The board shall have rigorous controls for financial Audit, internal control and
compliance with law

Principle 4

The Company shall have rigorous procedures for appointment, training and
evaluation of the board.

Principle 5

The Company shall remunerate directors and officers fairly and responsibly

Principle 6

The board shall establish a clear and efficient management structure

Principle 7

The board shall communicate with shareholders and encourage their
participation

Principle 8

Company shall disclose its corporate governance

Principle 9

Companies which refer to themselves as “Islamic” must follow the principles of
Islamic Shari’a.

1.7 Legal and Political Rules of Bahrain
The Kingdom of Bahrain set its sights on keeping a transparent, open, market-driven,
and investment friendly business environment in an effort to expand Bahrain's economic
competitiveness. Some steps taken have included support of inward investment and encouraging,
employment of the local population. Legal and political rules govern the relationship between
government and multi-national corporations in Bahrain.
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1.8 Bahrain’s Company Laws
The Ministry of Industry & Commerce constantly did the utmost to enhance the
industrial, commercial, and investment environment of Bahrain, by the driving objective of the
current businesses growth and the new investment encouragement. The laws and regulations
remain relevant and supportive of business where the Ministry performs this by guaranteeing
that the processes are transparent, predictable, and enable transactions to be completed in a
hassle free manner. Quality Management System encompasses a great importance for the
Ministry to achieve the kingdom objective of timely and well-organized delivery of services.
Various arrays of activities that are the main keys of stimulating the kingdom productive
business environment were taken in charge by the Ministry of Industry & Commerce. Among
other things, industrial property, the registration of all forms of commercial business and
agencies, standards and metrology, foreign trade and many of other interconnected activities.

1.9 Bahrain Vision 2030
Sustainability, competitiveness, fairness, economy, government, society are the guiding
principles of Bahrain Vision 2030 which guide Bahrain national economic aspirations to provide
a steady track for the Kingdom’s economy continued development and to ensure that the
objective is shared by enhancing a structure of a better life for every Bahraini. By the
consultation for over one thousand Bahrainis from several sectors and communities such as the
public and private sector, as well the academia and civil society, Vision 2030 has been improved
to underpin a national economic strategy. Bahrain has flourished for many years and in the past
five years, the GDP grew at an annual rate of more than 6%. The Kingdom’s expectations of
economic growth depend on the capability to adapt and respond to the various opportunities as
well the challenges which is presented by the world around it.
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1.10 Conclusion
MNCs operating in the Middle East in general and in Bahrain in particular are affected
by global economic changes and international forces as well as political changes in the Middle
East. MNCs global goals and host countries’ national goals are affected when there is a conflict
of interest. We suggest that they start by reducing their risk where MNCs can ease the conflict
with host countries by trying to convert the conventional income statements and balance sheets
to social responsibility statements and offering major economic and social assistance to the host
countries in terms of added value.
MNC’s must respond to host country’s economic and social welfare by truly creating an
environment of trust, intimacy and subtlety which are the main pillars of productivity in any
organization. Without these pillars, MNCs will continue to be viewed as agents of “imperialism”
and promoters of dependency.
Chapter one of thesis focused on the MNCs in the kingdom of Bahrain and the research
objectives about how MNCs in the Kingdom provide support to the Bahraini society and if they
are paying the Kingdom’s back2. The chapter studied the necessary political requirements for
the Kingdom to survive within the new global realities of the MNCs and the discussions about
the operations of these MNCs and their adoption of Corporate Governance concepts and their
elements in the Kingdom of Bahrain.
As MNCs are keenly empowering their existence in developing countries, especially in
the Middle Eastern market, MNCs in Bahrain and Corporate Governance thesis will be studying
and analyzing the success of these MNCs in Bahrain and how Bahraini economics are attracting
them for joint venture arrangements in the Kingdom.
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The remaining four chapters will study, discuss and analyze the thesis. In chapter two,
we will address the literature review, MNCs and the global economy, strategies of MNCs in the
G.C.C. and other developing economies, the stakeholder’s theory implications to multinational
corporations, MNCs and liberalization: The de-regulation of International Trade.
Two types of research methods will be conducted in chapter three: Primary and
secondary research. The research will be based on the qualitative research, as there is less
involvement of numbers. In primary research methods, three strong MNCs market players in the
kingdom will be selected and interviewed. The interviews will be conducted with three top
managers and decision makers of each MNC in Bahrain. Two Bahraini government bodies will
be also selected and interviewed for the research methodology by stressing their input and
comparisons on the role of the MNCs in the Kingdom. Publications such as internet articles and
research articles from different journals, electronic books and different published materials and
already published interviews of different Multinational Corporation’s top personnel will enrich
our thesis research. In chapter four, detailed findings of both researches, primary and secondary
research, will be discussed and as well analyzed.
The last section will conclude and recommend the MNCs decisions taken to enter the
Bahraini market and the benefits from those decisions, the understandings of the MNC’s
existence in Bahrain and if they have helped in developing the kingdom market to overcome
their economic recession and how supportive and helpful these MNCs are in the Kingdom of
Bahrain.
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CHAPTER 2
LITERATURE REVIEW

2.1 Introduction
The literature talking about MNCs and their possibility to either be positive or negative
influencers in the international economy is rich and varied. In his article “The End of Corporate
Imperialism”, Parhalad, C. K., 2008, successfully presented the role MNCs play by speaking
about initiatives from a numerous perspectives. The sustainable development of less developed
countries (LDC) is the central discussion of the MNC’s role particularly in the Middle East.
Presenting promising results to progress the corporate social responsiveness through the internal
and external proceedings was concluded by Moser and Miller.

This article forecasts that MNC themselves are countering many transforming influences
which is a remarkable turn on the common discussion of how MNCs influence both the local
cultures and economies of their host countries. Rethinking on how to develop their businesses
and activities abroad, MNCs take into consideration the forces that emerging middle class in
developing economies and this is the focal point to speak in this article. Most information we
find on various websites are very biased against MNCs which as well we find it not surprisingly.
Many of the these websites performed little effort or did not make effort at all to present
unbiased points of view while speaking about MNCs in spite of what appeared to be valid data
and they were always self-described watchdogs of international corporate activity. We find it
amazing when internet provides a say-so to these organizations as they build their information
worldwide and ensure that their message is accessible to a wider audience.

The existing literature in print and via electronic sources that we reviewed, we think that
we obtained a better idea about MNCs role play in the international economy. The literature
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clearly specifies MNCs as a menace to the host country as they engage themselves in practices
that threaten the environment, deal in a poor way with the foreign employees in their plants and
also offer almost no support for rising economies in their host countries. The regulating bodies
that monitor these MNCs make it clearer to us at this point as it hold these MNCs accountable to
human rights standards and other positive behavior standards. Having regulating bodies and nongovernmental organizations (NGOs) own optimistic force on MNCs to perform a better work at
operating corporate social responsibility makes it more clearer to us.

According to McMenamin (1999), for a corporate to attain and maximize shareholder
wealth and prosperity without taking into consideration the very external aspects that had been
the main forces driving MNCs to invest in establishing codes of ethics is not possible nowadays.
For this particular reason, we see that there is a diverse group of interests in the MNC’s
management, such as conflict of interest, “which need to be defined and included within the
goals and objectives” of each MNCs (p.40), like there is a group of managers whose main
responsibilities include running and managing the daily operations of the organization on the
shareholders behalf whom are the authentic owners of the corporation.

At the same time we find in large publically owned companies, the relationship between
shareholders and managers is considered as a principal-agent where managers act as agents of
shareholders (McMenamin 1999). Agency relationship or separation of ownership and control is
particularly found in large organizations such as MNCs that frequently produce interest conflicts
and problems between managers and shareholders. In addition to this problem, there are
stakeholders whose interests cannot be ignored and, in most cases, must be met. “That is, other
groups exist who can be considered to have a legitimate interest, or stake (economic or
otherwise) in the goals and objectives of the firm” (P. 40).
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It is universally agreed that all organizations have staff, clients, suppliers, and other
community groups with interests that are usually diverse and, in some cases competing. Such
interests must be taken into consideration as well. Therefore, the stakeholder theory suggests that
an “all-inclusive” method towards the management must be taken into consideration as well and
must distinguish the rights and demands of all different groups forming the stakeholders. This
stakeholder theory “applies equally to public sector and not-for-profit organizations”
(McMenamin 1999).
The relations between corporations’ exact aspects, such as the approach, the
environment, and the structure of contingencies, enable firms to enhance their corporate
governance relationships in several countries. The continuation of these types of corporate
governance relationships mark itself with a distinction of corporate governance mechanisms
bundle in these firms that typify the corporate governance relationships. Academics discussions
about the relationships between shareholders and managers have been considered as agency
theoretic relationships where these relationships were observed from several sorts and different
levels of corporations (Chang, 1999; Jensen & Meckling, 1976; O’Donnell, 2000) such as the
relationship between the business unit managers and the CEOs (Chang, 1999). The interests are
considered sometimes different from several points not just with the interests of the CEOs but as
well with the individuals of business unit managers where each BU manager ensures his/her
level best to achieve the superlative performance on the account of the other Business unit
managers. In addition, there are relationships between both the MNCs headquarters principles
and the employed manages that run the business of these MNCS in a host country which
considered as agents (Chang, 1999; Hamilton & Kashlak, 1999; O’Donnell, 2000; Roth &
O’Donnell, 1996; Sanders & Carpenter, 1998). These relationships exist due to the
differentiation between the managers and are monitored by the bundle of corporate governance
mechanisms. It is crucial to mention that these mechanisms which are external to the corporation
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such as the capital market, firm control market have developed through years for two reasons:
monitoring and bonding managers. The internal mechanisms are the shareholders, board of
directors and managers owning shares, and the financial control.

2.2 Multinational Corporations and Global Economy
Today, few MNCs are progressively merging their hold with the universal economy.
“Given their impact on our lives, it is predictable that individuals will in various ways
accommodate their lives to the dynamics and beliefs of corporate values” (Mayer 2001, p. 215).
Such indications suggest that MNCs have high obligations towards these communities. The
question is: how can they achieve this in the most efficient way? In reality, most MNCs have to
abide by variety of regulations and laws that do not relate to their moral conduct. To determine
how MNCs can try to win in a globalized and competitive economy, one should examine the
governance policies of MNCs and the concerns that emerged in latest years which compelled
these huge corporations to be aware of all their stakeholders’ responsibilities more than few
shareholders. Decisions made by executives of MNCs will, directly or indirectly, impact the
various groups of stakeholders.
According to Mayer (2001), “the vast majority of international trade and business is
carried out by large multinational corporations whose pursuit of ever-increasing global market
share is breaking down traditional patterns of life and community, imposing a dynamic of rapid
change on many segments of most societies and severely degrading the natural environment on
which business, communities and human life ultimately depend” (p. 215). The main question in
this matter is what Corporate Social Responsibility allows such degradations to take place? In
the books, responsibilities are well explained but in reality, they are very few. In all GCC
countries and other countries in the world, child labor is banned, minimum wages are set and
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work safety rules are implemented. However, MNCs operate in environments that could be
labeled as “do-as-you- please” (Gates and Schmidheiny 1999).

It is universally known and accepted that the main objective of business is to make
profit. “The business of business is to make profit” (Milton Friedman). Any corporate would
stop to be existed and definitely there would be no benefits ensuing to any person without
profits. However, there has been growing attention to ethics in the recent years. Codes of ethics
have taken their toll in most companies around the world. Yet, acts of fraud persist and unethical measures have prompted various Acts to be instituted:


Corporate that is publicly traded to disclose its code of ethics whether or not they
have it as per the section 406 of the Sarbanes Oxley Act of 2002 requires. If lacking,
they should give details why.



Top level managers are just asked to be accountable to the code of ethics of their
corporate.



Global Code of Ethics



Caux Round Table Principles



OECD Guidelines for MNCs



United Nations Global Impact

All these measure are to put limits to irresponsible behaviors of corporate management
including those of MNCs.
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2.3 Strategies of MNCs in the GCC and other Developing Economies
2.3.1 Economic imperatives
A worldwide strategy that is based on leadership, segmentation, cost, and differentiation
is utilized by MNCs. MNCs frequently sell goods where a huge segment of value is added in the
upstream actions of the industry’s chain value:


Research and development



Manufacturing



Distribution

Strategies are so used when the product is regarded as a generic good and therefore
should not have to be promoted either on support service or name brand basis.

2.3.2 Globalization
Globalization engages the distribution and fabrication of services and products of a
standardized product/service type and quality on worldwide basis. Several MNCs customers of
MNCs have standardized tastes which could be an assistance to increase international
consumerism.

2.3.3 National Responsiveness
In segmented regional markets, MNC’s work hard to know diverse consumer tastes.
They react to special national regulations and standards which are forced by independent
agencies and governments and acclimatize techniques and means for administrating the local
workforce.
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2.3.4 Strategic Planning Goals
The formulation of target usually heads the first two actions of internal resource analysis
and environmental scanning. However, additional precise targets come out of internal analysis
and external scanning for the strategic plan. These targets usually provide an umbrella
underneath where the affiliations and other international groups function. Productivity and
marketing targets are almost all of the time controlling today’s MNCs strategic plans. Once the
strategic targets are put in place, the MNCs will then widen precise operational targets and
controls for the subsidiary level.

2.3.5 MNCs and Corporate Social Responsibility
Studies by J. Scott Armstrong indicate that in the 1970’s there were universal
homogenous responses to company forces for decisions while taking into serious consideration
the maximization of profit. Armstrong carried out a survey among 200 managers of various
backgrounds. The main question he posed was about the removal of a drug that had been found
to jeopardize the human life from the marketplace. People interviewed were asked to represent
board members of the company that produces the drug. As board members, more than 80% of
the respondents refused to withdraw the drug from the marketplace. Instead, they sought after
political and legal activities to hindrance or even stop the withdrawal of the drug from the
market (Mayer 1999).

On the other hand, disaster that was caused by Dow Chemical and the Exxon Valdez oil
Spill are good examples of the tragedies that happened towards the end of the 20th century which
demonstrate the power of MNCs to cause severe destruction on the safety and health of their
societies. This incident resulted in the “demand for the imposition of corporate responsibilities”
(Mehmet and Mendez 2003). “Such exercises of power without responsibility are a serious flaw
in the workings of global governance” (Mehmet and Mendez 2003 p. 122).
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The winds of change are blowing hard and fast. “Most of us, most of the time, look at
business through the commodity-based lens” thus, businesses are viewed as action-oriented
(Pava 1999). But this does not mean that there is an amoral view of the corporation. There are
ethical issues that corporation are concerned with most notably is the stakeholder theory. The
theory of stakeholder stays that “corporations must recognize their responsibilities to various
stakeholder groups in society, beyond just their own stockholders.” For this, such responsibilities
comprise the following:


Production of safe high-quality products at low prices



Treating suppliers with honesty and integrity



Ensuring that employees and managers are provided with profitable work
opportunities and that they are rewarded in a just and open way.



Providing their shareholders and creditors with fair returns to their investment
(Pava 1999)

The stakeholder theory sustains that corporate executives are responsible towards their
stockholders. They are also responsible in many ways to several groups that have
straightforwardly an effect on the conduct and behavior of all the actors in the company. For
instance, the present and future employees, suppliers, legal representatives, creditors and
customers have vested interests in the corporation, its policies, its decisions and actions.
Consequently, corporate managers and executives are responsible to promote the interests of
these groups.
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2.4 The stakeholder’s Theory Implications to MNCs
This theory is known to have straight forward implications towards corporate
governance and ethical behavior. The term “stakeholder” was first introduced by Robert Metron
during the 1950’s and came out at Stanford Research Institute in the management literature and
now known as SRI International. It was defined by Freeman as those groups who support an
organization and without their support the organization will cease to exist. Freeman’s research
emphasized the fact that several internal and external forces or “actors” have strong impacts on
an organization’s actions. These ideas developed to become the stakeholder theory as we know it
today. Basically the responsibilities of MNCs to society at large and to their stakeholders have
been receiving greater attention greater attention.
According to Kennedy (2003), company manager and board members as well should
pay attention, or they will be devastated by the force drivers set in motion against them. It is not
a wrong idea that people, even ‘theoretical people’ like firms; it just belongs in the state of
religion not commerce, (p. 206).

2.5 MNCs and Liberalization: The De-regulation of International Trade
During the Great Depression, the United States had the highest rate of un-employment in
its history. As such, the American government imposed high tariffs on most imported products.
The tariffs were up to 45-50 %. Moreover, Congress passed the Smoot-Hawley Tariff Act that
increased tariffs on imports by 60%. Nations then began to devalue their currencies against the
US Dollar. These world retaliations brought so many strained relations among nations and that
led to the Second World War. After World War II, leaders of the industrialized nations formed
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the General Agreement on Tariffs and Trade (GATT). The main of objective of GATT was to
encourage liberalization of trade.
The World Bank and the International Monetary Fund (IMF) were supposed to organize
the policy of global economic. The world leaders who formed these organizations believed that
the lessons learned about the cost of not coordinating economic policies and trade relations were
bitter lessons that the world should not have to go through again. Therefore, measures had to be
introduced to safeguard and protect free trade. The World Trade Organization was also
established to ensure that these measures are met and implemented by all countries and
organizations concerned. MNCs were the first such organizations to implement and succumb to
these measures.
The International Trade Organization (ITO) was also shaped with a very ambiguous
schedule that enclosed beside employment, restrictive business practices, trade rules, commodity
agreements, international services and international investment. Yet, leaders of the industrialized
nations settled upon the GATT that was not a stable organization and had a narrower focus
limited to the industrial tariffs decrease.
However, given the displacement and arguments, some people investigate the efforts
significance to liberalize trade and doubt whether the economic benefits are overshadowed other
unquantifiable factors. Some other critics went even one step further to claim that all trade
liberalization is made for the support and benefits of MNCs.

2.6 Conclusion
In recent years, Multinational Corporations have become increasingly powerful. This
process started to accelerate in the late 1990’s especially in the energy and telecommunication
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and fields. Roughly, one third of the $ 3.3 trillion in services and goods traded globally in 1990
was contained of transactions within a single corporate (Korten 1995, p.43). The following
figures are self-explanatory:

 FDI Outflow: $35 billion in 1975 to $1.3 trillion in the year 2000 to $653 trillion in 2003
 FDI Flow (from all countries): from 1992 to 2002 up 292%, compared to trade up 69%
and world output up 28%
 FDI Stock: $3.5 trillion by 1997 to more than $7 trillion in 2002

 In 2002:

–

–

64,000 MNCs had:


850,000 foreign affiliates



53 million employees



$17.7 trillion in sales

$8 trillion global exports

Result: FDI flow growing faster than world trade and world output

Working capital increasing needs, markets globalization, and up-to-the-minute
technology along with better investment surroundings are being part to this increase in speed
today. Globalization, with its global products corollaries, global consumers and marketplace,
emerges to signify the crystallization of the whole world as a distinct place (Rao 2007).
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The main questions that unfold in this area include the following: What political,
cultural or economic parameter does this procedure of globalization, cause to be invisible? What
groups of citizens or regions are disqualified from this discourse? (pp 58-59). These primary
issues have emerged as the effect of globalization of the world marketplace. This course has
been driven by some major technological forces: firstly, is the costs of transportation which have
decreased radically with the introduction of new transportation mechanisms and secondly, the
tremendous

development

and

expansion

of

the

information

technology

and

the

telecommunication with the introduction of new computer systems, satellite technology and
lately, fiber optics.
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CHAPTER 3
RESEARCH METHODOLOGY

3.1 Research Methodology
To examine our hypothesis, we approached various research implementations in our
survey. Measuring stakeholders is one of the approaches we conducted in our survey. For
analyzing and presenting quantitative data, the analysis of survey is different from another nonexperimental process, especially from both probability sampling procedures and demographic
analysis. Dealing with total populations is the very method for the survey analysis comparing
with the sample survey statistical analysis; even though, the other resulting interests which are
the parameters and testing hypotheses and conventional estimating statistical problems are when
the survey analysis data is taken from a probability sample (Tukey 1962). In addition, survey
analysis is different from demography as it has historical origins that are returned to the most
basic work in demography. This difference falls in the source of its data and, therefore, in the
survey processes, it does act upon these data. Till now, own data for thesis survey conductors
and analysts are very often constructed from either individual questionnaires or interviews.
This is the case in our study on MNCs in the Kingdom of Bahrain. There are however,
some differences between survey data and demographic data where these variances are essential.
Therefore, survey conductors and analysts started to utilize a number of techniques for
demographic, and as well, demographers have alternative options to such survey analysis which
is conducting interview and questionnaires in areas like family planning and labor mobility.
Maybe the most outstanding proof of the meeting points of these inquiry two lines is in the
extensive usage of the 1960 U.S. Census of Population samples which are one-in-a-thousand and
one-in-ten-thousand samples.
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As well, the fundamental importance of survey analysis performs to differentiate it from
more narrowly explanatory measures. It is different from social survey where in Great Britain at
least has frequently been a statistical report of urban life, particularly among the poor ones.
Tabular presentation is needed to rely on even though the survey analysis is a part with opinion
polling, census reports, and market research. Looking for a link of survey analysis data to
somebody of theory is unlike these fields. The theory might be simple or might engage an open
variable structure.
There following are the essential components in survey analysis:
1. Dependent variables to be as rates usage
2. Rates differences explanation by their statistical associations’ means along with
additional communal phenomena. We utilized both of these features in our data
analysis.
This study offers an account of two types of research: Primary and secondary research
methods. The research will be based on the qualitative research, as there is less involvement of
numbers. In primary research methods, the methods which will be used are interviews with some
of the top personnel MNCs in Bahrain. Questionnaires will be structured around their operations
in Bahrain, the attractions of the Bahraini market, Bahraini national and international workforce,
their major contributions to the Bahraini economy, their mission, vision and core values of
Bahraini branches, their major social responsibilities in the Kingdom of Bahrain, their support to
the society and if they are reinvesting in the society and in the government. In addition, the top
personnel will be discussing the resistance encountered to achieve their corporate goals, their
corporate culture in Bahrain, their stakeholders’ feedback and their assessment of corporate
governance in Bahrain.
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A separate interview questionnaire will be addressed to a second group which include
the members of Bahraini government to ask them if they have encountered any conflicts of
interest with any of the major MNCs in Bahrain and specify what conflicts had been reported
and how did the government of Bahrain resolved them, what are the sponsorship procedures for
MNCs to operate in Bahrain, the major contributions of the MNCs to the economy of Bahrain
and if the government of Bahrain encourages MNCs to establish offices/branches in the
Kingdom and to mention the legal and political rules that govern the relationship between MNCs
operation in Bahrain and government.
The secondary research method in this paper will talk about the published information
for other purposes. Internet articles and research articles from different journals, electronic books
and different publish material and already published interviews of different MNC’s top
personnel (Cooper et al., 2010).

3.2 Bahrain: Home of MNCs
The Kingdom of Bahrain is selected for the research methodology as Bahrain is
considered as the home of the multinational corporations. The Kingdom created the most
advantageous business settings to ensure that investment is attracted from abroad. The
environment of business access to the market, the costs that are competitive, the legal framework
that has been established, and the most experienced personnel have shaped Bahrain to be unique
in the Middle East. Bahrain business environment foster MNC’s prosperity and the MNC’s
decisions to select the Kingdom for their base in the Middle East are rewarding Bahrain
initiatives. Stable growing investment and the rise in international rankings of open markets
reveals Bahrain’s success as the best business welcoming nation in the Middle Eastern region.
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Three Strong MNCs market players in Bahrain will be selected and interviewed for the
research methodology, top managers and decision makers of each MNCs will be interviewed:
The first MNCs is KPMG - the global network of professional firms providing audit, advisory
and tax services. The Second MNCs is the International Bank of Luxembourg – BIL well
established in Luxembourg, Switzerland, Singapore, Bahrain and Denmark with over 300 wealth
management staff delivering international private banking services to its clients, with a network
of 40 branches, BIL is one of the main retail banks in the country, offering a comprehensive
range of services to individuals, SMEs and large domestic companies. The third MNCs selected
is Viva - VIVA Bahrain. Viva, part of the STC group, launched commercial services in Bahrain
in March 2010 with the aim of transforming the telecommunications landscape in the Kingdom.
The Bahrain Chamber of Commerce and Industry (BCCI) and the Economic Department
of Bahrain (EDB) will be also selected and interviewed for the research methodology by
highlighting their input and comparisons on the role of the MNCs in the Kingdom. In the region,
the BCCI is considered one of the leading Chambers of Commerce and Industry. Since its
inception in the Kingdom, the BCCI has kept pace with the development of economy; as well
the BCCI has performed a successful job in enhancing the role played by both the private
industrial and commercial sectors in the development of the Kingdom. Being the dynamic public
agency, the Bahrain Economic Development Board (EDB) has a complete accountability for
keeping an eye on the Bahraini economic development strategy, and for establishing the direct
investment attractions right climate into Bahrain.
The research design calls for the identification of several matched pairs or triads of
multinational companies headquartered in Europe and North America, and active in Bahrain in
one of seven industries: natural resources food, pharmaceutical, chemical, information
technology, energy and banking. For each triad, companies are matched for their product,
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performance of finance, size and degree of internationality, while being at varying stages of
development in their Corporate Social Responsibility (CSR) practice.
For each participant company, we conduct senior executive interviews in specified
corporate positions. We also administer a web-based survey of randomly selected managers
across the management population in Bahrain. The web survey has a dual purpose: (a) To
replicate the content of the interviews within a representative sample of the company’s
management, and (b) Assess the likelihood of Corporate Social Responsibility behavior and the
psychological profile of the respondent manager through a series of standardized questions.
With a certain number of companies, we have included experimentally designed
questions aimed at assessing the effectiveness of several training approaches through pre-post
variations measured with a web-based survey similar to the (b) part of the one described above.
The point is to assess the change degree in psychological profile (individual values, emotional
traits, moral reasoning, etc.) and in expected behavior relevant to social responsibility issues.
The training interventions include a standard executive training session on CSR, and different
types of coaching programs focusing on stress management, introspection or meditation
practices.
The questionnaire that would be addressed to the selected MNCs in Bahrain - KPMG –
Finance and consulting, International Bank of Luxembourg - Banking - and Viva –
Telecommunication - are designed to come up with rich analysis that would give us the whole
big picture of MNCs situation in the kingdom and their CSR practices; their responses would
vary from several words to detailed paragraphs.

45

The top personnel of MNCs to be questioned are: Mr. Jamal Fakhro - Managing Partner
– KPMG, Mr. Joy Chammas - Head of Bahrain Office - IBL (International Bank of Luxemburg),
Mr. Jamal Al-Sayed - Public Relations & Social Responsibilities – Viva.
The twelve questions are:
1. How long have you been operating in Bahrain?
2. Do you have branches in other GCC countries besides Bahrain? If yes, where?
If no, why?
3. What are the main attractions of Bahrain Market?
4. How many employees do you have?
5. What is the ratio of Bahraini nationals to total workforce?
6. What are your major contributions to the Bahraini economy?
7. What is the mission, vision and core values of Bahraini branch?
8. What are the major social responsibilities in the Kingdom of Bahrain?
9. Have you encountered any resistance to achieve your corporate goals? Please
elaborate.
10. In few words, please describe your corporate culture in Bahrain.
11. Please identify your major stakeholders in Bahrain.
12. How do you assess the corporate governance in Bahrain? Please elaborate.

Efficiency, equity and sovereignty are the main goals of each MNCs which direct the
most decision makers in their attitudes towards the allocation of resources for which they are
responsible. Once these goals are realized, it will depend on the achievement of various subgoals; moreover, goals and sub-goals may sometime conflict with each other. Efficient and
effective corporate governance of an MNC in the host country such as Bahrain in our thesis and
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its commitment to the corporate social responsibility will prevent damage to the corporate
reputation in the kingdom.
Five questions are designed to be addressed by two government bodies of the kingdom:
The Bahrain Chamber of Commerce and Industry (BCCI) and the Economic Department of
Bahrain (EDB). The questionnaire would describe and assess the relationship between the
MNCs existing and operating in the kingdom and the government body.
The top personnel of government bodies to be questioned are: Mr. Mazen Al-Hili –
Manager – Business Development - the Economic Department of Bahrain and Mr. Khalid AlMurbati – Manager – Relation studies - The Bahrain Chamber of Commerce and Industry.
The five questions are:
1. Have you encountered any conflicts of interest with any of the major
multinational corporations in MNCs Bahrain?
2. If the answer is yes, please specify what conflicts had been reported and how
did the government of Bahrain resolved such conflicts?
3. Do all MNCs have to have a local sponsor?
4. What are the major contributions of the MNCs to the economy of Bahrain?
5. Does the government of Bahrain encourage MNCs to establish offices/branches
in the Kingdom?

3.3 Analysis Plan
After receiving the responses on the above questionnaires, we will gather and analyze
the answers provided by the MNCs and government bodies. The analysis will cover the insights
of the MNCs operations in Bahrain, the illustration of the role which MNCs play in the
particular economic in which they operate, the distinctive nature of the Multinational
Corporations in Bahrain, the determinants of investment, the economic activity, the industrial
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organization, the long-run capital movements, the corporate social responsibility and its frontiers
in Bahrain, the corporate governance systems and structures and the MNCs limits to
responsibility in Bahrain to gain better understanding of the MNCs and government body
contributions and conflicts if any.

3.4 Data Collection
The data obtained will be collected after conducting the interviews and analyzing the
documents. In addition to the questionnaire that will be sent to MNCs in Bahrain, we intend to
conduct personal interviews with three personnel managers and directors whom are in charge of
three multinational corporations in Bahrain. To get support in gathering the interviews data, we
have worked out a semi-structured guide for interview. The semi-structured interview guide
addresses the areas of evaluating the MNCs methods and how they manage their CSR, the CSR
success initiatives measurements, the CSR initiatives effectiveness, and the difficulty of CSR
components evaluation. The selection of the semi-structured interviews is because they are
‘reasonably objective while still permitting a thorough understanding of the respondent’s
opinions and the reasons behind them’ (Borg and Gall 1989: 452).
The contact details such as names and phone numbers of the three MNC’s both
managers and directors who will participate in our survey are obtained from the MNCs Directory
in the Kingdom. Initial phone contacts have been made with the managers and directors, where
the time, interview schedules, and preparations will be discussed and finalized. The three
managers and directors who were contacted to participate in our study were interviewed and
were being informed that they would receive a letter regarding the interview meeting as well as
the questions which were be available two weeks prior to the meeting. Therefore, our
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interviewees had the chance to look at our questions and to prepare their answers. The interviews
were conducted in the participant’s corporate office. All interviews were recorded and extensive
notes were also taken during the scheduled interview. Each interview took around 2 hours on
average.
We have performed related printed materials document analysis to the CSR evaluation
the MNCs as well. By examining the history researchers documented one is able to accomplish a
more understanding of current issues and practices according to Gall et al. (1996). Moreover and
in transcribing, these documents can save expense and time as it can be accessed at a time that is
convenient to the researcher (Creswell 1994). The interview guide and study procedures were
reviewed by a study advisory committee which is made up of four human resource development
(HRD) educators that have the knowledge in qualitative research methods, diversity and
evaluation from a leading university in the United States.
In this chapter, we conducted two types of research methods: The primary and
secondary research methods. Our research was based on the qualitative research. In primary
research methods, three strong MNCs market players in the kingdom of Bahrain were selected
and interviewed. The interviews were conducted with three top managers and decision makers of
each MNCs in Bahrain, two Bahraini government bodies were also selected and interviewed for
the research methodology by stressing their input and comparisons on the role of the MNCs in
the Kingdom. In addition, we searched publications such as internet articles and research articles
from different journals, electronic books and different published materials and already published
interviews of different Multinational Corporation’s top personnel. In chapter four, we will
discuss and analyze the detailed findings of the primary and secondary research.
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CHAPTER 4
FINDINGS, DISCUSSION AND ANALYSIS

4.1 Merits of MNCs in Bahrain
The MNCs effects evaluation on developing has been undertaken countries by studies
(Meyer 2004). Globalization has increased in the last two decades to a large extent and has
contributed much for direct foreign investment in third world countries. Our survey indicates
that MNCs in Bahrain contributed to some structural and political stability in the country.
Moreover, it had been proved and our survey does indicate that MNCs bring new jobs to the
country and as such they have contributed to the social and economic development of Bahrain
and to an increase in its social welfare.
Foreign companies particularly MNCs enable the developing countries to be more
receptive to economic and social changes by their investment. This is particularly true in Bahrain
as the kingdom enters the universal market and adapts to business practices and modern values.
It remarkable how the Kingdom of Bahrain facilitated the operations of MNCs simply because
the direct investment made by the giants is much more easier to be obtained rather than
obtaining funds from the traditional existing channels like the World Bank, the IMF, or other
national organizations.
Our survey indicates that the Bahraini government considers MNCs as main actors who
have impact on several sectors and areas which are very important for the development of the
country as well as for the improvement of its competitive position in regionally and
internationally. In particular, the flow of capital which is facilitated by the MNCs, the skills and
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competences they develop in the market, the transfer of technology and infrastructure
development are all impacted by the MNCs62.
People we have interviewed are shown in the below table:
Table 4.1: Personal Survey Interview

Date

Organization

Name

Interview Method

02 May 2012

KPMG

Jamal Fakhro

Personal Survey
Interview

02 May 2012

International Bank of
Luxembourg – BIL

Joy Chammas

Personal Survey
Interview

01 May 2012

VIVA Bahrain

Jamal Al-Sayed

Personal Survey
Interview

06 May 2012

The Economic Department
of Bahrain

Mazen Al-Hilli

Personal Survey
Interview

06 May 2012

The Bahrain Chamber of
Commerce and Industry

Khaled Al Murbati

Personal Survey
Interview

4.2 Web-based Survey
Publications about multinational corporations doing business in the Middle East show
the high level of expatriates’ number working in the Kingdom. While Bahrain is considered as
the home of the multinational corporations, many articles on the internet, magazines, and
electronic books were published about MNCs affiliates or subsidiaries in Bahrain and their
Foreign Direct Investment (FDI). Different published materials and interviews of different
MNC’s top personnel are listed in the media speaking about the factors that affect their

62

http://bahrain.bahrain.com/m_WhyBahrain.aspx
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operations in Bahrain such as: technological environment, laws and regulations of Bahrain,
openness to capital flows and exchange rate regime and international security and stability.
Many businesses were trying to survive during the political unrest. Bahrain tried to
remain a well-positioned country for longer-term growth business attraction but the absence of a
binding political solution has taken a hit over the past year where hospitality and retail sectors
were affected more than others. As Nicolas Budzynski, the general manager of Bushido (a
famous nightclub) reveals that even the Bahraini staff was warned that they would not be
protected from lay-offs over the summer of 2012.
“We [the business community] cannot take the burden [of the unrest] any more. There is
a pressing need to bring together all political groups together for talks, failing which, the
growing sectarianism will have a substantial impact on the Kingdom’s economy,”
commented BCCI chairman, Dr Essam Fakhro, to Bahrain This Month in an interview
on March 2012.
“Given Bahrain’s open economy and business-friendly environment, we could have
seen a more aggressive effort on part of businesses [to boost the economy],” commented Hassan
Jarrar.
As DHL MENA CEO Nour Suliman notes, “the Middle East and North Africa is one of
the fastest growing regions in the world right now, and with this growth comes a higher demand
for superior services.” With its hub for the region in Bahrain, DHL demonstrates that the
Kingdom remains an attractive base to take advantage of opportunities beyond our shores. While
Bahrain business is affected with the current political movements, MNCs trying to get a foot in
Bahrain have good opportunities of succeeding in financial services, business services, health
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care, infrastructure, education and skills, and manufacturing. MNCs operating within these areas
of business are most likely to offer employment opportunities for expats working in Bahrain.
Bahrain is still considered as the freest Middle Eastern economy where it is
internationally ranked as 19th, ahead of France and Germany. Having Zero corporate tax and the
region’s lowest taxes still makes it a business attraction. While Bahrain is known as the state
having the lowest cost of operating business and living conditions as well a track record of the
Gulf’s leading financial institutions of 40-year age, still these centers in Bahrain are more
licensed than anywhere else in the Gulf as per the Central Bank of Bahrain. They revealed that
currently the financial services are making up 27.6% of Bahrain’s GDP with over four hundred
licensed financial institutions. The Kingdom is the only Gulf area with a Free Trade Agreement
(FTA) with USA. Excellent transport infrastructure in Bahrain attracted many MNCs such as
TNT, DHL, GAC Express and Aramex. They benefit from Bahrain’s ideal location which is the
center of the Gulf region. Bahrain has become the choice for information and communication
technology businesses willing to be positioned in the Gulf due to the reduced offices lease rates,
best broadband and telecoms connections, and lower labor costs. Microsoft, as well, has selected
Bahrain to run its regional operations for the same incentives. For the rising healthcare products
requirements, such as pharmaceuticals and medical devices, Bahrain is considered the best
regional base to invest in.
To name a corporation truly ‘multinational’, top personnel of MNCs must obtain several
views and dimensions from different perspectives: criterions of ownership, nationality mix of
headquarter managers and business strategy, (International Trade and Investment, 1994).
Policies and procedures of MNCs may be applied by the host, home or country orientation.
Through its affiliates that are located in many nations, a MNC is a parent corporation that runs
its business by overseas production and it is having direct control over the policies and
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procedures of these affiliates as well, MNC implements business strategies in marketing,
production, employment and finance that rise above national boundaries according to Franklin
Root (1994). The MNCs do not demonstrate loyalty to the host country, Howard V. Perlmutter,
"The Tortuous Evolution of the Multinational Corporation," Columbia Journal of World
Business, 1969, pp. 9-18.
To provide several services in the host country, MNCs have signed bilateral agreements
with Bahrain. Telecom Italia Sparkle, the international business development arm of Telecom
Italia, and Batelco have signed a bilateral agreement to offer data communication services and to
improve the geographical reach of both parties as per the ultimate business resource in the
Middle East, Ameinfo. In February 2001, CPAC announced its regional offices. By expanding
its partner channel and its resources, it started its growth plan in the region and with 20 channel
partners it has more than 34 partners located in Jordan, Bahrain, Saudi Arabia, Kuwait, Oman,
Egypt, Qatar, Lebanon, UAE and Pakistan by today.
The corporate social responsibility newire – CSRwire- a leading source of reports,
sustainability news, events, and information which host people interested in sharing their
company continuity, citizenship, and socially responsible plans with a universal audience.
Politics and Power in the Multinational Corporation (eBook): The Role of Institutions, Interests
and Identities highlighted the current financial and economic crisis. The e-book highlights that
the current financial and economic crisis has pessimistically underlined the fundamental role of
multinational companies (MNCs) in our daily lives. The failure and recession crisis of flagship
MNCs, such as Enron, WorldCom, Lehman Brothers, Toyota and General Motors, does not just
disclose the troubles of corporate malfeasance and market dysfunction.
It also raises significant inquiries to the public and the academic community about using
and misusing the power brought by MNCs to the wider society and how exercising this power
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by many key actors within internationally operating firms. This e-book explores the affection of
MNCs by three different levels; the macro, the meso, and the micro level by the power and
politics. These two main factors bring a wide analysis mentioning the connection of both the
power and the politics.
It is highly known that information is one of the mainly competitive resources for the
active international business environment (Sharif et al, 2005). Similarly, building the
competencies and skills of Bahrainis has showed to be important to the successful transfer of
knowledge and technological know-how. Whenever it is possible, we found that MNCs
measured in our study, prefer hiring local workers than using expatriates. The main challenge
however, remains in locating adequately skilled labor force willing to do jobs that are usually
handled by expatriate workers from the Far East and the Indian sub-continent.
Our respondents confirm that there are obvious profits to engage Bahraini guides and
emphasize that existing universities in Bahrain must be viewed by MNCs as a high-quality
resource of competencies that will assist in the technology transfer and the sustainable economic
development of the kingdom such as the Economic Department of Bahrain (EDB).

4.3 Insights of MNCs Operations in Bahrain
Our respondents confirm that the main insight of senior management into Bahrain is the
“readiness to change” which provides insight into the fabrics of government and private sector
organizations and how they are ready to take benefit of the resulting opportunities and to manage
the change. “Change Readiness” captures government ability and the ability of a nation as a
whole including both the civil society and private sector to take action and manage effectively
the change. The readiness change could be presented on a multi-level construct which
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encompasses importance, dimensions, and interactions with other variables, e.g. the concept of
communal effectiveness, change effectiveness that refers to corporate members who share values
in their communal abilities to sort out and perform the circuit of actions concerned in change
execution.
“You only need to look at the impact of recent food, fuel, and financial crises on
countries around the world to see the importance of achieving a greater understanding of a
country’s change readiness,” said Timothy A. A. Stiles, KPMG’s Global Head of International
Development Assistance Services. As a result, it is not surprising to see how Bahrain is coping
with change. Our survey also provides essential new policy development approaches and
supporter action aimed at national ability and government strengthening.
By summing up the fundamental aspects that determine the Kingdom’s capability for
managing change, the Change Readiness takes a futuristic perspective, that might be an
important feature in sustaining expansion in the long term.

Data combined in our survey is taken from existing indicators that have new measures
and have been recognized to take over specific elements of change readiness such as social
safety nets, efforts to promote economic diversification, risk management capabilities and strong
governance. Advancing effective policy is critical to understand a nation’s ability to hold
unexpected and new developments. According to one respondent, the change readiness in
Bahrain starts to draw a new vision and this is considered by him as an exciting starting point.
Enhancing and refining this picture with time to create a more reliable measure to assist forecast
Bahrain’s economic prospects. Change Readiness key determinants refer to the conditions that
have an effect on the companies and private sector’s ability to change, especially quick growing
patterns of large-scale production demand. Therefore, policies and capacities that facilitate
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dynamic, healthy and responsive markets are the indicators that have been used by our
respondents. Clearly, this data must be viewed in combination with other information on issues
that will affect economic prospects such as political stability, sovereign debt, or endowments of
capital, labor, and natural resources.

4.4 Multinational Capital Structure and Cost of Capital in Bahrain
Equity capital, long-term debt and the particular forms of capital chosen to finance the
company’s assets are referred as capital structure proportions. According to our survey, the
Managers of MNC’s must select the debt and equity proportions. The perfect market
assumptions are frictionless markets. In other words, no transaction costs, no taxes, no
government intervention, no agency costs, or costs of financial distress. As a matter of fact it is
these characteristics of the Bahrain market that attracted our respondents in the first place to
open offices in Bahrain. In addition to that, our survey indicates that equal access to market
prices where everyone is a “price taker” and the presence of rational investors in Bahrain market
plus equal access to costless information are the main attractions to invest in Bahrain and to
make Bahrain their hub for the region.
Other attractions as indicated by our respondents include the following:







Progressive legal and political systems
Non-prohibitive transactions costs
Low regulatory interference
Limited differential taxes
No informational barriers
Differential investor expectations (a preference for domestic assets).63
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Rajan and Zingales (“What Do We Know about Capital Structure? Some Evidence from International
Data,” Journal of Finance, 1995
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4.5 What are the Basic Determinants of investment by MNCs in Bahrain?
According to our survey, the basic Bahraini investment determinants are the cost of
capital in terms of interest rate, the taxation or lack of taxation of returns, the expected returns
from investments, and the availability of savings to meet investments. Entrepreneurial skills, risk
appetite of investors, the protection of investors, legal and institutional framework in the
country, are the other essential determinants. The investment determinants can be viewed either
from a macro-economic view or from micro-economic view. According to the manager of one of
the MNCs surveyed, Viva Bahrain, Mr. Jamal Al-Sayed, investment by his company “is
determined by expected benefits as well as funds, both in term of availability and cost (interest
rate).
The benefits relate to the effects of investment in terms of increased value added,
reduced costs, larger production, and higher competitiveness”. Therefore, earnings are
predictable to be higher, too. There is a comparison between the values over time of these
benefits and profits and the investment costs. On other hand, the benefits value over time will be
discounted by a subjective interest rate taking into consideration the uncertainty and the time
distance. Other respondents share that the decision is usually rooted on more vital and strategic
arguments.
One respondent Mr. Joy Chammas from International Bank of Luxembourg – BIL
confirmed that “we found Bahrain to have a very good entry level to the ME (Middle East) in
general and the GCC in specific and we found the Central Bank of Bahrain to be a very strong
regulator, accordingly the decision was to stick to Bahrain”.
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4.6 Basic Corporate Governance Structure of MNCs in Bahrain
Our respondents’ share that the main governance structure of their branches in Bahrain
as well as other GCC countries has the following feature: corporate governance structure is led
by shareholders. “Corporate governance represents a set of processes and policies that
corporations put in place to direct, administer, and control their operation and direction”. Even
corporate governance structure varies for each company; this structure generally involves the
internal relation among the board of directors, shareholders and the executive board.
The Kingdom of Bahrain is improving its financial sectors by increasing business
investment opportunities and by diversifying its economy. While the Kingdom is entering a next
era of development, the gulf regions are facing new challenges. The Bahraini government’s role
participated in increasing the Kingdom’s wealth and driving public-sector improvement by being
the core of freest economy in the Middle East. Bahrain has a strategic location and the cost of
establishing businesses and transparency of regulatory system reformed the Kingdom to be the
home of MNCs and the fast-growing financial center in the region. The government responses to
our survey questionnaire were measured by the transparent system in meeting the corporate
governance and the relation between government bodies and MNCs. Bahrain has not had any
major conflicts of interest with the MNCs community. MNCs can operate easily business in
Bahrain and have their proper desired corporate structure. MNCs opening a W.L.L. and a S.P.C.
are not typically required to have local sponsor or partner. MNCs are allowed 100% foreign
ownership in at least 95% of business activities. Nevertheless, if MNCs want to establish an
office (hereby the foreign company is incorporated and registered), a local sponsor may be
required if the operation is considered as being operational which will differ if it was only a
representative office.
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The major contribution of the MNCs to the economy of Bahrain is the execution of the
vision and the strategy. The EDB finds that MNCs bring numerous benefits to the Kingdom of
Bahrain.
These benefits include:


Job opportunities and high wages: Attracting MNC’s, such as Microsoft, GE, Kraft
and Siemens, have helped Bahrain create large numbers of employment
opportunities for the national workforce. In addition, these multinational companies
are also setting higher wages standards. The majority of the MNCs benefit from
numerous cost saving factors (tax free, competitive electricity, water and gas, etc.)
therefore allowing them to offer better wages.



Consumers benefit: Product and service, created in Bahrain, benefits the local
consumers by offering a better quality of products with lower prices.



Investment induces more investment: Attracting MNCs induces more domestic
investment from other MNCs as they typically follow one another. In addition, if a
particular MNCs has a successful venture in Bahrain we find that expansion projects
typically follow (ancillary units).



Developing management and technology gap: MNCs also supply an extensive
number of resources to the Bahrain employment market. These include:
entrepreneurial capabilities, management and technological experiences. These can
be transferred to their local counterparts by ‘learning by doing’ process and training
programs means.
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The government of Bahrain encourages MNCs to establish offices/branches in the
Kingdom where the EDB have proactively attracted MNCs. The business development
department of the EDB conducts various road shows, direct marketing campaigns (DMCs) and
attends various trade fairs to attract both MNCs and Non-MNCs FDI. In addition, the EDB
marketing departments have conducted various advertising campaigns to promote the countries
open business environment. The MNCs in Bahrain are reinvesting in society and government by
contributing to Bahrain’s society in numerous ways. As per Mazen Al-Hilli, EDB, this includes,
and is not limited to, the following:


Jobs: Quality jobs that are generally well paid with a clear career progression path.



GDP and FDI Contributor: MNCs positively contribute toward both Bahrain’s FDI
and GDP growth.



Increasing exports: MNCs who have manufacturing facilities have helped increase
Bahrain’s export total exports.



New management and production techniques: MNCs bring their intellectual
property in terms of training and production
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CHAPTER 5
CONCLUSION AND RECOMMENDATIONS

What will we conclude from the role of Multinational Corporations’ contributions in the
Middle East and Corporate Governance in this thesis? The focal points of our thesis are related
to MNCs’ operations in the kingdom, the internal investigations on MNCs’ support to Bahraini
society, the essential political necessities for the Kingdom to carry on their operations with the
new international complications and limitations and the implementation of Corporate
Governance principles. Studying and analyzing the success of these MNCs in Bahrain and their
joint venture arrangements attraction within Bahrain. The MNCs’ decisions and benefits to enter
the Bahraini market and how supportive and helpful these MNCs are in the Kingdom of
Bahrain? The development and production of MNCs operating in the Kingdom and across
national boundaries, adds a new measurement to diverse affiliates of economic though, the
assumption of international trade, the enterprise itself and bargaining being perhaps the most
affected. Factors will seem unrelated or inconsequential for analyzing the behavior consequences
of these multi-regional or international trading firms take on a new meaning with the MNCs.
Foremost among these are the existence of intra-group pricing across national boundaries, the
allocation of the final output of MNCs between the nation states in which they operate. We have
also suggested that the relation between MNCs operating in Bahrain and the Bahraini domestic
economic policies and mechanisms, increases new tensions because of the development of such
MNCs which has matched the growth in technology, communications, patent systems as well as
the mounting intrusion of Bahrain government in economic affairs. Bahrain government seeks to
control the MNCs operating in the Kingdom so that they comply with the Bahraini policies and
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mechanisms. But sometimes Bahrain’s goals may be better served if the current policies or
mechanisms are themselves changed.
We observed that economic changes and international forces are major elements that
affect MNCs operations in Bahrain as they react drastically to these economic and political
changes. MNCs should respond to the Bahraini economy and its social benefits by focusing on
the main pillars of establishing the output in any organization such as the trustful environment,
the intimacy and subtlety. By establishing these pillars and practicing them in Bahrain, MNCs
will not be viewed as agents of “imperialism” and promoters of dependency. FDI flows rising
faster than the world output and the world trade as MNCs have become increasingly powerful.
The acceleration of this process is contributed to several factors such as the working capital
amplified need, markets globalization, and innovative technology as well as the enhanced
investment environment. As a result of the political globalization, the world marketplace, the
economic and cultural parameters, the fundamental issues have emerged with progression which
was determined by different technological influencers such as the fast growing
telecommunication’s sector and the changes in the transportation costs.
In our thesis study, we did not find any major conflicts between MNCs and the Bahraini
Government. Due to current political movements in the Kingdom, MNCs should be aware of
such risks. To reduce these conflicts, MNCs should minimize the risk levels that might affect
their operations in Bahrain, the efficient and effective corporate governance and the commitment
to corporate social responsibility. These elements will help the MNCs in avoiding further
damages in the Kingdom and in raising red flags when necessary. In addition, converting the
conventional income statements and balance sheets to social responsibility statements offer
major economic and social assistance to the host countries in terms of added value.
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The three stages model of CSR developed by Castello and Lozano (2009), stressed on
classifying risk management as the foundation, as CSR is viewed as an important tool for MNCs
values. The preparation for Bahrain social growth and reaction of MNCs social policies first set,
are controlled by systems involved in planning and social forecasting. CSR is strongly linked to
satisfactory ethical behavior principles, as it stands for the on-going dedication by business to act
morally and share the economic development, while giving a better quality life to its workforce
(Linthicum at al. 2010). As argued by Avram and Kuhne (2008), responsible business behavior
represents the awareness that MNCs can perform better in the long term by taking into
consideration the society and environment in which it operates; therefore, stressing the concept
of responsible business behavior is not an issue of making MNCs back off from their typical way
while doing their businesses. Many of the critical social and environment problems are caused
and can be resolved by MNCs.
MNCs incorporate the environmental and social responsibility principles in their
businesses and in their direct relation with their stakeholders. These measures show two points
of view: firstly the internal change processes to incorporate the social and environmental
responsibility principles into business operations. Secondly, the requirement of stakeholders’
engagement when interacting with them (Zollo et al., 2009). While the free markets and rational
decision making are focusing on just the benefits, the notion of CSR has been enhanced as a
response to the classical and neo-classical economics recommendations. This limited economic
analysis has been examined due to the economic model challenges and the immoral business
practices indication. These challenges have led to the awareness that corporations should also be
responsible for their environmental and social activities results (Mostovicz et al., 2009).
The value of our thesis about Bahraini economic analysis as an involvement to our
perceptions of the way in which resources are allocated such as positive economics or should be
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allocated such as normative economics: (1) explain the targets which economic agents sought to
achieve, (2) choice of assumptions underlying any clarification of their actions, (3) on properly
recognizing the descriptive variables and the value attached to them, and; (4) on the logical
reliability of the argument contained in the analysis.
We also observed that MNCs operating in Bahrain work differently from other
corporations, or encompass different outcomes which does not essentially mean that economic
analysis is deficient; but it could simply reveal that the parameters on which analysis is based are
different. We argued that the issue for clarification was not the total behavior of MNCs operating
in the Kingdom but only that part which could be attributed especially to their multi-nationality.
All contributions in this thesis provide partial answers to these questions, but it may be
supportive to briefly recapitulate that their conclusions can effectively give an explanation on the
behavior of MNCs operating in the Kingdom, or their affiliates as economic agents, the
consequences of MNCs operating in the Kingdom on other economic agents or groups, or on the
institutional and market system and the effects of amendments in exogenous variables, notably
the Bahraini government policies and Bahraini market mechanisms on the behavior of these
MNCs.
MNCs determents of investments in the Kingdom of Bahrain are related to (1) growth
and profit maximization; (2) the realm of so-called behavioral theories; (3) other financial
constraints. As the activities of MNCs operating in the Kingdom affect many of the most
important targets in the Kingdom such as the economic development, the allocation and the
balance-of-payments stability; therefore, key variables explanations and predictions should be
outlined such as the (1) the required productive research to grow the essential equations for
MNCs investment that operate in the kingdom, (2) the foremost three data sorts: data on the
overseas operations of MNCs, the data on the domestic operations, and the data on situations
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within the Kingdom of Bahrain. The unavailability of the above mentioned data will lack the
satisfaction achievement of explanation and prediction of foreign investment flows. Measuring
the marginal impact upon the corporate as a whole is engaged by the establishment of a foreign
subsidiary on an MNC to be operating in the Kingdom by the comparative yields effect on
profits the MNC as a whole and on the MNC challenges level of risk. The primary and
secondary methods of research conducted in our thesis proved that the Kingdom of Bahrain is
the home of the MNCs as the Kingdom has created and furnished investment market attractions,
business environment, competitive costs, the market access, established legal framework, highly
experiences employees which shaped the kingdom to be the most beneficial business location in
the region. The MNC market players operating in the Kingdom are satisfied with their decisions
as it appeared by the absence of conflicts of interest with the Bahraini government. Efficiency,
equity and sovereignty are the main goals of each MNCs operating in the Kingdom which direct
the most of the decision makers in their attitudes towards the allocation of resources for which
they are responsible. Once these goals are realized, it will depend on the achievement of various
sub-goals; moreover, goals and sub-goals may sometime conflict with each other. The efficient
and effective corporate governance MNCs in the Kingdom and their commitment to the
corporate social responsibility is preventing the damage to the MNCs reputation in the kingdom.
Our thesis revealed that MNCs in Bahrain is a factor to some structural and political
stability in the Kingdom as they bring job opportunities to the Kingdom. MNCs are contributing
to the social and economic growth of Bahrain and to an increase in its social welfare. MNCs in
the Kingdom play a main role in the growth of Bahrain regionally and internationally, which is
recognized by the Bahrain government due to the MNCs flow of capital, the skills and
expertise’s increase in the Bahraini market, the transfer of knowledge, the technological knowhow, and the infrastructure’s development. Bahrain is ready to respond effectively to change
where this captures the Kingdom as a whole and the government’s capability to manage it and to
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cope with such change by underlying factors in supporting continued growth. Change readiness
explicit elements that are not currently being taken over, including promote economic
diversification efforts, strong governance, risk management capabilities, and social safety nets.
The Kingdom of Bahrain seizes apparent advantages, which makes its investment environment
appear more positive for attracting MNCs as according to IMF reports; Bahrain is the strongest
and most stable financial centre in the region due to its exceptional geographical site in the heart
of the Gulf which allows the Kingdom to be the connection point among the GCC region.
Moreover, and according to UN report in 2009, the Kingdom has a high literacy rate that is
greater than 91% of the highly educated workers. Bahrain’s economic rank is the 12th freest in
the 2012 Index and its economic freedom score is 75.2 that is above the world average, including
respect of property rights, government spending and corruption freedom. The Kingdom is ranked
as the first out of seventeenth nations in the Middle Eastern and North Africa region. Since early
2011, the Kingdom went through a difficult change to more transparency and openness.
According to the Heritage Foundation’s 2012 Index of Economic Freedom, four pillars of
economic freedom are measured and grouped: (1) Rule of Law, (2) Limited Government, (3)
Regulatory Efficiency and (4) Open Markets. The Kingdom is performing at an excellent stage
in the mentioned economic freedom pillars compared to many other countries as well the
Kingdom represents the Middle Eastern and North Africa region among the world’s 20 freest
economies as the Kingdom has an international outlook, up to date infrastructures such as
transportation and communications, and a free trade agreement with the United States of
America. With the current political movements and challenging environment in the Kingdom,
Bahrain is still considered a financial hub.
More research has been conducted in our thesis regarding the character and behavior of
MNCs operating in the Kingdom, and into their economic consequences; MNCs has acted as an
influential integrating force for financial markets and for dynamic production; However, MNCs
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have posed a challenge to Bahraini economic sovereignty. The love-hate relationship is
provoked wherever MNCs operates. The technological packages, capital, and management
expertise that MNCs provide is disliked for the control that these MNCs exercises over Bahraini
local resources, as well for the obvious capability to influence economic policies and state goals.
In spite of the extraordinary proof of the economic benefits of FDI, these attitudes stay, and are
intensified whenever cases are reported of MNCs using their power in ways opposed to the
interests of Bahraini government. In the Kingdom, some of decision-making authorities within
the legal system are held but the judiciary is well balanced and regarded in general. Private
property is secured as well the national safety courts are founded but martial law has been lifted.
No taxes on personal income are imposed in the Kingdom and most corporations are not
subjected to a corporate tax, although oil companies are subjected to a 46 percent corporate tax;
there are other taxes which comprise a new property purchases tax and a small stamp duty, with
general tax revenue which is summed up to 4% of GDP. The Bahraini government expenses
have been increased to reach 30.4% of whole domestic productivity where the public obligations
stand at 32%of GDP and have been increasing as well. The Kingdom’s commercial law scheme
is quite uncomplicated, but the regulatory setting has efficient enforcement of regulations and
shortage of harmonization. In addition to the existing company laws, in 2011, a new corporate
governance code came into force to improve these laws. The nationally mandated minimum
wage is not exercised in the Kingdom, but wages have increased while going beyond overall
productivity expansion. Suggestions were prepared to alter the kingdom’s expensive subsidy
scheme, the trade weighted tariff rate is 3.6% but there are few non-tariff barriers. Repatriation
of profits or capital do not have any restrictions nor are there any transferring or converting
foreign exchange controls funds, if connected with an investment or not. The wide range of
financial services can be accessed by foreign and domestic investors. Good Corporate
Governance is in the hands of MNCs operating in the Kingdom where Bahrain is focusing on the
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public attention on the board of directors’ responsibility on managing the corporate businesses in
all stakeholders’ best interests that include shareholders, creditors, employees, and society at
large.
The Bahraini government supports businesses by providing a solid commercial marketdriven infrastructure which is founded in a suite of regulations and laws that maintain the
Kingdom’s legitimacy claim to be the home for business. Such laws and regulations provide
balanced security for both investors and consumers. In addition, the Bahraini government strives
to promote and foster these business drivers to support competitiveness by efficient, fast, and
cost effective incorporation services. Bahrain’s companies’ interests are promoted by discussing
with trading partners bilateral trade agreements and creating trade ambassadors in strategic
places around the world. The dynamic participation in The World Trade Organization (WTO),
The United Nations Conference on Trade and Development (UNCTAD), The World Intellectual
Property Organization (WIPO) and other international organizations represents the Bahraini
business community interest on the international arena. The Bahraini government created the
legal infrastructure to establish market economy values and reasonable competition along with
by enforcing anti-trust laws as to combat suspicious trading and monopolistic practices. In
addition, the Bahraini government integrated the G.C.C. umbrella and became the center for
exhibitions and conventions and adhering the best practices and the recognized international
standards.
MNCs operating in the Kingdom have driven impact that is conducted through five
factor-drivers which allow these MNCs to perfect their strategies such as: (1) corporate structure
and modernization, (2) overall vision with local ideas, (3) branding, (4) talent Management, and
(5) corporate governance. Executing their vision and strategy are the major contributions of the
MNCs to the economy of Bahrain. These MNCs bring several benefits to the Kingdom of
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Bahrain such as job opportunities, high real wages, consumer benefits, more investment
inducement, management, and technology gap development. MNCs in Bahrain are reinvesting in
the society and government by contributing to Bahrain’s society in various ways such as
providing a clear career progression path, being a positive contributor toward both Bahrain’s
FDI and GDP growth, increasing exports by helping manufacturing facilities in Bahrain to
increase Bahrain’s total exports, and bringing their intellectual property in terms of training and
production. The Kingdom of Bahrain has moved to broaden its horizons economically since the
middle of the 1990s in an effort to steer clear of quick oil reduction. Bahrain tried to progress for
the investment-liberalization road attempting to create a center of attention for FDI inflows. We
tried in our thesis to study the connection between the FDI and Bahrain economic development
and to provide FDI key determinants analysis in the Kingdom. Maybe the Kingdom was
enthusiastic towards attracting FDI of low oil reserves as it benefits from the strong financial
steadiness. FDI has been seen by the Kingdom as a mean that would enable the country to be
developed industrially and economically and to be developed to turn out the first leading
economies in the Middle East and especially in the G.C.C region regardless of its miniature
dimension, in addition to the managerial and technological policies enhancements that will stress
on the income, the labor market, the prices, and for sure, the trade. At its birth stage, the
Kingdom was accelerating very well towards FDI when the projects were increasingly building
around in its multi-sectors that meant to be achieved by Bahrain Vision 2030. The Kingdom is in
charge of its policies in its economy to improve FDI as there is a substantial increase in its FDI
inward. The observed results that have been conducted in our thesis concluded that most
decisions are chosen upon FDI positive insight other than the stability of the economy that is
sized by political firmness and inflation levels. MNCs are reluctant to run their operations in
countries with high risk, therefore, MNCs will be assessing the political risk, establishing
security for their employees, compiling crisis plans, and preparing their employees for any
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possible risky circumstances. MNCs are involved more with their operational benefits than
expropriation. They are pretty much concerned with the capability desired ROI (a) the usage of
domestic suppliers against those from other company-owned amenities, (b) the restriction of the
amount of profit taken out of the kingdom, and (c) the wages that should be given to their
workforce. MNCs handle Bahraini government relations and political risk by limiting their
capital transfer, production, payments, technology, and people inside and outside the Kingdom,
in addition to their operational risks that directly hold back the management and the performance
of their local operations in the Kingdom. Bahrain needs MNCs as they are engines of Bahraini
economic growth and they are considered to be social institutions as well as being “profit
agents”, MNCs are also able to be good corporate citizens. In other words, MNCs operating in
the Kingdom should not be ruined, but rather, they should be channeled and harnessed.
The finding can be summarized as that MNCs look at emerging markets as a significant
source of growth, but opening out into these markets could be difficult, because decision-makers
must reorganize the operating models and balance both the local and the global. MNCs have
high potential in influencing several sectors and areas in the Kingdom, as recognized by the
Bahraini Government, which is very important for the development of the country and for the
improvement of its competitive position locally and internationally. The optimistic fact growth
of GDP in the Kingdom highlights the Bahraini economic growth critical role in attracting
MNCs. MNCs operating in the Kingdom prefer to hire local workers rather than hiring
expatriates. Therefore, locating a skilled labor force willing to do such jobs that are usually run
by expatriate workers from the Far East and the Indian Sub-continent is a challenge; the high
growth per capita income in the Kingdom attracts foreign investors to conduct business in
Bahrain due to the capability of consumers spending. Therefore, Bahrain should improve the
economic performance and growth which is vital for FDI, the improvement of Bahrain
infrastructure showed a positive impact in our thesis as the infrastructure became a positive
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determinant for MNCs to operate in the Kingdom, however, the country is working on keeping
these positive contributions towards FDI encouragement for the Bahraini dynamic business
environment.
Encouraging Bahraini economic freedom signifies that liberalized economy environment
attracts MNCs to operate in the Kingdom and “Change Readiness” in Bahrain provides insight
into the fabrics of government and private sector organizations and captures country capability
as a whole to manage and respond effectively to change. Progressive legal and political systems,
non-prohibitive transactions costs, low regulatory interference, limited differential taxes, no
informational barriers and other differential investor expectations are the attractions to invest in
the Kingdom. Bahraini government is concentrating on creating a better investment climate by
enhancing additional measures of liberalization that smoothen the progress of MNCs entrance
and quick operation in order to invite more foreign investment to operate in the Kingdom.
Bahrain has a very good entry level to the Middle East and the GCC for MNCs, and the
Central Bank of Bahrain is a very strong regulator. The Kingdom of Bahrain is improving its
financial sectors and the increasing business investment opportunities along with the diversified
economy, the current negative effect of political movements in Bahrain requires a political
improvement at large which will encourage more FDI to invest in the Kingdom and keep the
current MNCs running their business in the Kingdom. The need to attract FDI and invite MNCs
to operate in the Kingdom of Bahrain is crucial as currently the economies can no longer rely on
Bahraini domestic strengths and the Bahraini economy should become more competitive at the
global level.
Our study concluded that MNCs are considered and viewed as agents of “imperialism”
and promoters of dependency. To avoid such notion, MNCs must respond to the Bahraini
economic and social welfare by truly establishing a trustful delicate environment to ensure their
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operations are oriented to create Bahraini employee-ship opportunities. By adopting this
strategy, MNCs will minimize the risk of being considered as a threat against nationalism and
the kingdom’s sovereignty. The Bahraini government worked on creating opportunities for the
Bahraini nationals as it discovered that qualified nationals can get highly skilled and highly
specialized positions in the community. For this, the Bahraini government stressed on creating
businesses that enable MNCs to provide opportunities of choosing between the Bahraini
individuals or employ foreign specialists where foreign investors maintain their local operations
running same as their main offices by the foreign specialists and benefit from the Bahraini
nationals by using their talents and create beneficial experience for the local nationals from their
international best practices. MNCs should realize the importance of the challenges addressed in
the labor market by the government such as employability improvement and Bahraini career
progression.
We recommend the following suggestion that could assist in the acceleration of MNCs
existence in the Kingdom by enhancing the transparent legal systems and good corporate
governance practices and establishing right level of supporting infrastructure. Licensing and
documentation processes should be more streamlined. Hidden non-tariff barriers should be
eliminated. Infrastructure (electricity, telecommunications and roads) should be improved to
attract more FDI. Liberalizing and developing the labor markets, the financial markets and
financial intermediaries. Bahrain should adopt and integrate a well-defined investment
promotion plan to attract more MNCs.
In order to increase foreign investment in the Kingdom, a foreign investors’ manual that
includes all necessary information should be provided. Transparency improvement, bureaucratic
stumbling blocks should continue to be removed by Bahraini Government and to grant the full
support for SMEs in the Kingdom to provide MNCs with a growing number of possible local
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partners. The High-value-added actions, such as increased education, need to be adopted in the
Kingdom to lead FDI. Establishing research and development centers to steer qualified technical
expertise high levels which are appropriate for the demands of industry. To work on the stock
market development to increase its competition capability and to serve as a signal to a healthy
economic environment, MNCs should implement fundamental programs or initiatives to drive
success factors. Innovation and new practices should be outlined by these MNCs to give them
competitive advantages in the Kingdom. MNCs must have the ability to make swift decisions,
utilize their government support when needed, recruit fully qualified people and develop them in
order for them to provide optimal performance.
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