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INTERNATIONALIZATION AND INTERNALIZATION THEORIES
AS TOOLS FOR ASSESSING THE EFFECTS OF COMPANIES’
INTERNATIONALIZATION

The research problem in this article is the phenomenon of companies internationalization in
the foreign direct investment context. This issue becomes more important due to markets openness
and globalization. The theories describing the determinants of foreign investments are also the tools
Jfor assessing the phenomenon of enterprises internationalization and they can be blended into two
groups: theories of internationalization and internalization. The article explains their use in under-
standing the conditions for direct foreign investment process.
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Apkaniym BoiiTkeBny
TEOPIi IHTEPHAIIIOHAJII3AILII TA IHTEPHAJII3AIIIT
AK IHCTPYMEHTMU OIIITHIOBAHHS PE3YJIBTATIB
BUXOJ1Y KOMIIAHIN HA IHO3EMHI PUHKHN

Y cmammi onucano ghenomen 6uxody Komnawii Ha iHO3EMHI PUHKU WASIXOM 306HIUHBO20
ineecmyeannsa. L[n npobaema cmae Giavu aKmyaivHor0 4epes 3pocmarody GIOKpUmicmo PUHKIE
ma 2ao6aaizauiro. Teopii, wo onucyromo npsame inozemue iH8eCHYBAHH, MONCHA NOJLAuMU Ha 061
6eauKi epynu — meopii inmeprnauionaaizauii ma inmepnaaizauii. Onucano pizHuur0 6 iIXHbOMY
PO3YMIHHI yM08 ma npouyecy npsamozo iH03eMHO20 iHBECYBAHHS.
Karouogi caosa: inmepunauionanizayis; inmepHanizayis; npsame iHo3emHe iH6eCmy8aHHs..
Puc. 1. Jlim. 13.

Apkaauym BoiiTkeBrud
TEOPUU MHTEPHAILITMOHAJIN3ALIA 1 UTHTEPHAJIN3AILINN
KAK NTHCTPYMEHTBI OHEHUBAHUWSA PE3VYJIBTATOB BBIXOA
KOMIIAHM HA UTHOCTPAHHBIE PbIHKH
B cmamve onucan ¢8HOM8H 6bIX00a KoMnanuu Ha UHOCMPpAHHble PbIHKU nymé'm 6HeuHe20

uneecmuposanus. /lannas npoéaema cmanosumcs 6cé 60.1ee aKkmyaabHoll 6 Ces3u ¢ 603pacmaro-
weli OMmKpvIMocmoio poiHK08 u 2ao6aiusayuei. Teopuu, onucviéarouue npsamvoe UHOCMPAHHOE
UHGECMuUpOBAHUE, MONCHO PA30eAUNTb HA 06e DoabuLue ZPYRNbL — Meopul UHMEPHAUUOHAAUZAUUN
u unmepnaauzauuu. Onucana paHuya 6 UX NOHUMAHUU YCAOGUIL U RPOUECCA NPAMO20 UHOCHIPAH-
HO020 UHeecmupo6aHnusl.
Karouesvie caosa: UHMEPHAUUOHANU3AUUA,; URMEPHANU3AUUA, NPAMOE UHOCMPAHHOEe UHBeCmUpOo-
eaHnue.

Introduction. The research problem undertaken in this article is the phenome-
non of companies internationalization in the context of foreign direct investment.
The issue becomes more serious and important due to market openness and global-
ization, as the identification of determinants of foreign investment undertaking by
businesses has not only a theoretical but also a practical perspective.

Theories describing the determinants FDI, being also the tools for assessing the
phenomenon of enterprises internationalization can be blended into two groups:
internationalization and internalization theories.
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This article aims to conceptualize and explicate the theories of internationaliza-
tion and internalization, and in particular their use in understanding the conditions
for FDI.

The theory of internationalization. Literature focused on the issues of interna-
tionalization clearly states that internationalization occurs when a company enters
the relationship with a party outside the country of origin. The concept of interna-
tionalization is based on the assumption that company operations at a local market
differ from its activities at foreign markets (Fonfara et al., 2011).

The aforementioned statement finds its confirmation in Z. Pierscionek’s defini-
tion. The internationalization of company relates to any form and scope of business
relationship with foreign markets (Pierscionek et al., 2003).

M. Gorynia has a different approach to the issue of internationalization. One
may consider internationalization if at least one product or service in the portfolio is
related to activities at foreign markets (Gorynia et al., 2007).

Subject literature often draws attention to the process-oriented nature of inter-
nationalization. M.K. Nowakowski points out that internationalization of a compa-
ny can be understood as the development of a company and interpreted both as a
process or a change of its sphere of activity (Nowakowski et al., 1999).

Internationalization as a process is also defined by P. Pietrasienski who states
that globalization is a process based on: export of products, and increasingly also on
transfer of production to foreign countries (Pietrasienski et al., 2005). Sales of pro-
ducts at foreign markets often requires from a company to adopt a number of
changes. J. Johnson and J.-E. Vahlne state that company’s internationalization is a
consequence of gradual adaptation to a changing business environment, both exter-
nal and internal (Johanson, Vahlne et al., 1997).

The origin of the internationalization theory is derived from the concepts direct-
ly related to international business, primarily focusing on explaining international
flows of goods and services. Among the first researchers of the problem we should
mention Smith, Ricardo and Ohlin. They pointed out which effects international
trade has, and which goods would be subject of such trade (Gorynia, Jankowska et al.,
2007).

Most popular among the concepts of internationalization is the so-called
Uppsala model, created by 3 employees of the University of Uppsala. The authors of
this model are Johnson, Wiedersheim-Paul and Vahlne. They noted that the pro-
ceedings of companies engaged in overseas expansion are characterized by 3 facts:

1. Expansion is preceded by a success at the internal market and is a result of va-
rious decisions taken in the company.

2. Expansion usually starts with markets located close by and afterwards covers
additional markets — the concept of psychic or cultural distance between markets has
been introduced, defined as a set of factors hindering bilateral flow of information.
This distance is the factor of language, culture, politics etc.

3. Companies entering foreign markets often start with export activities, later
they decide to engage themselves into more demanding activities (Gorynia,
Jankowska et al., 2007).

The main thesis of the Uppsala model is that internationalization process is
sequential, phased, evolutionary or gradual — this set of terms is suggesting a reason-
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able non-random sequence of events, a process developing over time (Gorynia,
Jankowska et al., 2007).

The Uppsala model identifies 4 stages in internationalization:

1. Irregular export activity — sporadic export.

2. Export through independent intermediaries (agents).

3. Establishing of a subsidiary, sales branch.

4. Establishing of a subsidiary, production branch (Johnson, Wiedersheim-Paul
et al., 1975).

The Uppsala model is presented graphically in Figure 1.
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Figure 1. Business internationalization — Uppsala model (Hollensen et al., 2011)

During the first stage there is no regular export, the company does not engage
resources abroad, but also hardly obtains any information about the market. Export
through independent agents indicates that the company is entering into the initial
phase of resource engagement and obtains information on the factors affecting the
ability to sell at a given foreign market. At the third stage of internationalization the
company forms a sales subsidiary abroad. The company is far more interested in
obtaining knowledge on sales determinants and necessary commitment of resources
at the market. The last stage of the evolutionary process of internationalization is to
build its own production facility abroad. This stage requires relatively greatest know-
ledge about the expansion and is associated with extensive commitment of resources
by the company abroad (Gorynia, Jankowska et al., 2007).

The last two stages are essential for company expansion and are also a symptom
of another important phenomenon which is foreign direct investment (FDI).

The sequence of steps in the Uppsala model has been defined by the authors as
chain establishment (Gorynia, Jankowska et al., 2007). It should be noted, that the
creators of the model did not give it an extremely deterministic character, realizing
that not always all these steps will come into play in the proposed order (Gorynia et
al., 2007).

The Uppsala model raises many controversies and significant criticism based on
other experiences, which indicated that internationalization as a process may be car-
ried out either evolutionary, or incrementally. Some corporations actually gradually
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overcome operational barriers at foreign markets and learn how to reduce the psy-
chological distance (Fonfara et al., 2011).

Undertaking various forms of parallel actions at the market or commencing from
their higher level may be observed in recent period. It is often explained by growing
homogenization of markets, higher level of international education and more experi-
enced staff, development of international consulting and information technology
facilitating access to multiple markets (Fonfara et al., 2011). It is also important to
note the issue of the so-called "born global", i.c. high-tech companies that produce
unique products which already at the early stages of development aim to be interna-
tional. The phenomenon of "born global" is undoubtedly a major challenge to tradi-
tional theories of internationalization (Fonfara et al., 2011).

It is also important to look at the phenomenon of foreign direct investment,
however, neglected for years, placed closely as one of the last stages of enterprises
internationalization considered as extreme or final. Only in the last 40 years FDI have
become increasingly important should be (Rymarczyk et al., 2004).

The issue of enterprises internationalization is also important to clarify using the
macro- and microeconomic theories.

Internationalization theory as an microeconomic attempt to explain FDI.
Economic literature on foreign direct investment shows two traditional research per-
spectives: micro and macro.

In the first case, an enterprise is the basic unit of observation, assuming that
international economic activity is actually implemented at the company level.

In the macroeconomic perspective, the focus is on the aggregated amounts of
direct investment on the country — country level, often divided into different sectors
(Gorynia et al., 2007).

In this article we would like to focus on the microeconomic perspective of inter-
nationalization.

At the microeconomic foundations, a number of theories to explain the issue of
FDI were formed. The theory of monopolistic advantage, the theory of oligopolistic
reaction, also called international oligopoly, location theory, Vernon's product life
cycle theory, the ownership advantage theory, appropriation theory and the theory of
internalization, which is the main subject of our further deliberations.

Internalization theory has many fathers. Each of them made a significant con-
tribution to the above theory. Such names as R. Coase, A. Rugman, E. Heidhues,
PJ. Buckely, M. Cassone, O.E. Williamson, testify to the significance of the issue of
internalisation in international expansion.

The point of company's activities internalization consists in the acquisition by it
of certain features that were carried out against it by independent partners. If they are
based in different countries, this process leads to the formation or growth of interna-
tional business. This means, therefore, internationalization through internalization
(Rymarczyk et al., 2004).

This theory shows that the basis for international expansion of companies is pri-
marily a performance condition defined as savings. It is similar to the theory of inter-
national oligopoly in the sense that deficiencies at the market are also the explanato-
ry variables. In this case, however, the main issues are the so-called Williamson’s cog-
nitive imperfections of transaction costs (Gorynia et al., 2007).
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Genesis of this concept in terms of internal rather than international has its ori-
gins in the works of R. Coase. The author stated that company’s market operations
involve some costs. In its activities, the company can use internal market and so the
operation takes place within the company and external market, which relate to trans-
actions with suppliers and customers (Gorynia et al., 2007).

Coase’s statements were adapted and expanded into a new Oliver Williamson's
theory.

According to Williamson transaction costs are the result of imperfect informa-
tion and vary depending on institutional market type chosen by the company. Relative
costs of internal and external market influence the selection of a market (Gorynia et
al., 2007).

With further research the importance of the issue of transaction costs was noted
as well as their impact on individual investment decisions. The company will become
internalized if due to market imperfection transaction costs at external markets will
increase to such an extent that it may proceed with cheaper transaction when it’s at
both sides of the market at the same time, which means it carries out transactions by
itself. In other words, it replaces the external market by interior semi-market
(Rymarczyk et al., 2004).

Competition generally leads to choosing the most effective market institutions.
Internalization depends on the fact that external market is a substitute for internal
market, which results in a hierarchy and centralization of resource allocation (Teecce
et al., 2007).

In the case of internalization special attention is paid to wide-ranging informa-
tion, which is also an important issue to look at the changing face of company’s inter-
nationalization.

The theory of internalization for companies’ internationalization and foreign
direct investment focuses on the information on a specific advantage of a company
(knowledge, technology, market, organization of management, marketing etc.) over
its competitors (Gorynia et al., 2007). Although the concept of internalization
includes all types of market failures such as natural and resulting from government
interference, however, the main focus is on intermediate goods, market imperfec-
tions, and particularly knowledge (Buckley, Cassone et al., 2007). Market knowledge
is imperfect, bearing difficulties in estimating the value of knowledge and prices
determination (Gorynia et al., 2007). Knowledge itself is rarely exposed for sale, the
company would always recognize specific knowledge as one of the greatest competi-
tive advantage. Many companies makes huge investments in protecting their know-
ledge. For these reasons, the use of internal knowledge within the enterprise market
is often the most effective solution (Gorynia et al., 2007).

This is another argument favoring internationalization. Important is also the
problem of gigantic expenditures on research and development, for example,
Samsung in 2012 spent on R&D 9 bin USD. And as we can see the amounts spent on
R&D are significant even for global companies but the sale of knowledge generated
by these investments is not meaningful due to imperfect nature of the market.

The concept of internalization includes the dynamic aspect of company’s acti-
vity aimed at preventing the spread of knowledge it possesses (Gorynia et al., 2007).
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It should be noted that in addition to the desire to avoid costs and risks of trans-
actions the internalization motifs include also the desire to monopolize knowledge
and know-how (Rymarczyk et al., 2004).

Moving to the issue of expenditure on research and development of innovation
it should be noted also that the so-called S.P. Magee’s appropriation theory is similar.
We can say that the appropriation theory is present within the theory of internaliza-
tion. The author of this theory emphasized the advantages of innovative enterprises,
which due to large input in research and development, develop their technical knowl-
edge and refine their production technology (Gorynia et al., 2007).

Internalization theory is the theory often used to describe international invest-
ment activity of enterprises. Lets us take a different look at the issues of information
and knowledge. It brings the concept of transaction costs to the activities of interna-
tional undertakings analysis, realizing the need to minimize the level of these costs as
the motive for internationalization activities.

Concluding considerations it’s worth mentioning that internalization is always
beneficial, if external market costs are too high or if you do not find an appropriate
external market. Choosing a new form of organization of certain transactions under
these conditions is beneficial not only for a company but also for international sphere,
where applicable, as by partial replacement by international markets the company
usually increases the efficiency of the market system functioning. Reduced operating
costs of international companies leads to lower prices for their products and services,
which in turn positively affects the demand (Rymarczyk et al., 2004).

Summary. This article is a short presentation of the internationalization and
internalization theories as a way of understanding international investment activity of
enterprises. The overview of these theories gives the opportunity to respond to many
important theses such as the need to have specific knowledge, the desire to reduce
transaction costs, the creation of a specific internal market, the reluctance to share
the knowledge which is a strategic competitive advantage.

According to the Uppsala model of progressive internationalization business
activity is associated with greater assets commitment, thus leading to more risky
forms of international expansion, conditional to having more comprehensive know-
ledge of market expansion (Gorynia, Jankowska et al., 2007).

It is worth mentioning that with the progress of internationalization and gaining
experience by researchers of this phenomenon come numerous modifications of
internationalization. The theories of Bilkey, Tesar, Czinkot, Cavusgil alter the shape
and the scope of this issue, thus criticizing the classical approach. The critics point to
the increasingly significant influence of such factors as innovation, experience or
being "born global".

The internalization theory gives a new perspective on information, specific
knowledge, as a condition of international investment activity. Internalization creates
an image of the company avoiding seeking alternative transaction costs at the inter-
nal market.

It is necessary, however, to mention that none of the presented theories is uni-
versally applicable regardless the type of a company, industry or country, stage of a life
cycle etc. It is necessary to distinguish between internationalization processes occur-
ring in the sectors of manufacturing industry and services, in multinational or global
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companies, and what is important in large or small companies (Gorynia, Jankowska
et al., 2007).

Regarding the theory of internalization we can take the risk to claim that this
theory is not in obvious contradiction with other approaches, and is so general that
perhaps the results of the research on other microeconomic approaches could be used
to complement it, which in turn would provide further development of the coherent
theory. So far, such attempts have not been taken.

The most important is the fact that recent research seems to seek to establish a
compromise position, which could mean that in future we may witness the creation
of a universal theory addressing international investment activity of enterprises.
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