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Abstract 
This paper examines the reasons for the impact of Buckley and Casson's The 
Future of the Multinational Enterprise (1976) on research in international 
business (IB). Earlier work concentrated on ownership-specific advantages or 
locational determinants rather than the central concept of internalization. The 
few exceptions were incomplete or not well known. Internalization as applied 
to the MNE spread rapidly because of the appeal to IB researchers of an 

analytically powerful idea that was based on institutional economics and 
involved an accessible methodology. The spread was also helped by the parallel 
growth of transaction costs in the domestic theory of the firm, and the 

publication activity of the authors and their associates. 
journal of International Business Studies (2003) 34, 116-124. doi:10.1057/ 
palgrave.jibs.840001 1 
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Introduction 
The study by Peter Buckley and Mark Casson (1976) on The Future 
of the Multinational Enterprise was an important achievement. It 

developed a long-run theory of the MNE based centrally on the 
concept of internalization, particularly with regard to knowledge. 
It included a set of stylized facts on such firms, an econometric test 
of the theory, a discussion of alternative explanations, and a set of 
predictions on the future of MNEs and of policy development 
towards them. The study was the first comprehensive work on 
internalization as it applies to MNEs. It was followed by a rigorous 
extension in Casson (1979), which uses the concept of information 
rather than technology in order to include marketing and 
managerial skills. 

The study has had a considerable influence in the literature on 
international business (IB). Why this should have occurred is an 
interesting issue, given that there were antecedents, parallels, and 
alternative explanations for MNEs. Moreover, it was quickly 
qualified and even superseded in parts, not least by the authors 
themselves, in favour of a more dynamic approach to the MNE. 

There were several reasons why it succeeded. One was that, after 
two decades of experimentation with a variety of approaches, FDI 
theory was ripe for some consolidation into at least a temporary 
orthodoxy. Similar ideas were also taking hold in the domestic 
theory of the firm. Second, a critical mass of refinements quickly 
took place, in good part because of a group of researchers associated 
in one way or another with the University of Reading. Third, and 



Internalization and MNE 

perhaps most important, the somewhat loosely 
related areas of study involved in IB were ripe for 
a unifying set of ideas, which was supplied by the 
OLI approach in general, but by internalization in 
particular. The appeal of internalization to an IB 
audience reflected its analytical power, institutional 
focus, and methodological accessibility. 

There are a number of interesting further issues 
that arise from such an approach to the central 
contribution of the Buckley-Casson volume. The 
few important direct antecedents, specifically 
Hymer (1968) and McManus (1971), were not 
known and utilized because they were not followed 
up by the authors. By contrast, Hymer (1960) was 
frequently and usually incorrectly cited as the 
antecedent. A second and broader issue is the 
reasons why the spread of ideas between fields 
sometimes succeeds and sometimes fails, or at least 
occurs much more slowly. It will be argued that 
methodological differences are an important key to 
the speed of the spread of ideas. One important 
example of this is the limited interaction between IB 
and international trade theory applied to the MNE. 

The first section of this paper looks at antecedents 
and alternatives to the Buckley-Casson volume. 
The second considers some of the controversies and 
refinements, the process by which the central idea 
spread, and some methodological barriers to the 
spread of ideas. The final section draws together the 
conclusions. 

Antecedents and alternatives 
Buckley and Casson draw on a number of studies 
on FDI in order to develop a theory of the MNE 
with internalization of knowledge at its core, and 
also to distinguish it from other theories. None of 
these studies on FDI was central to their core 
contribution on internalization. The alternative or 
older theories of FDI either did not come to terms 
with the internalization approach in a systematic 
way, or they failed to take account of the processes 
whereby knowledge develops in firms.1 

These points can be demonstrated in terms of the 
ownership-location-internalization (OLI) frame- 
work that Dunning developed in order to consider 
a variety of issues regarding MNEs and FDI 
(Dunning, 1977, 1979). What this boils down to is 
the view that firms (MNEs) exist, and choose 
specific locations abroad to be served by FDI rather 
than exports or alliances, because of a combination 
of three factors: firm-specific ownership advan- 
tages, such as specialized knowledge; country- 
specific location advantages, such as factor 
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endowments; and transaction-specific internaliza- 
tion advantages, reflecting the imperfections of 
market and alliance forms of organization. 

The originality of the Buckley-Casson study 
cannot be linked to either the L or O variables, 
which have a long lineage as applied to the MNE. 
The pioneering work by Dunning (1958), which 
examined how far UK productivity levels moved 
towards US levels in the process of FDI, was firmly 
grounded in the O and L advantages. Another 
pioneer (Penrose, 1956, 1959) focused on the 
development of O advantages, in a resource-based 
view of the firm considered in a dynamic context. 
The outpouring of research on FDI in the late 1960s 
and early 1970s -some notable examples include 
Vernon (1966), Johnson (1968) and Caves (1971)- 
was oriented largely towards clarifying the nature 
and transfer of the O variable and, to a lesser extent, 
the L variable. 

Many think of Hymer (1960)2 as the starting 
point of internalization applied to the MNE, but 
this view can be challenged. In a volume brimming 
with ideas on FDI, two are central for present 
purposes. 

First, while giving several reasons for the exis- 
tence of MNEs, the one emphasized in the study is 
the special advantages that allow firms to generate 
profits abroad despite the problems of doing so in 
competition with local firms. Although there is no 
reference to Coase, the elements of an internaliza- 
tion-transaction cost approach are certainly pre- 
sent on pp. 41-54, and are referred to again in 
Chapter 5 in order to explain the reliance on 
retained earnings for the subsidiary's expansion.3 
But the important ideas raised in these sections are 
not developed and analysed elsewhere in the 
dissertation, nor elsewhere in his writings, except 
for one article in 1968 noted below. 

The second and related aspect is the emphasis on 
MNEs as introducing market imperfections rather 
than, as in internalization theory, overcoming 
them. Both these ideas are in the dissertation, but 
the emphasis is clearly on the former (Randaccio, 
1991, 156). Indeed, Hymer's statement of the types 
of advantages enjoyed by MNEs is based on Bain 
(1956), which emphasized barriers to entry created 
by existing firms in an industry. The welfare 
implications of Hymer's approach in the disserta- 
tion were criticized by Buckley and Casson (1976) 
and also by others such as Teece (1981) and 
Dunning and Rugman (1985). 

To put it directly, Coase's 1937 paper is central to 
the internalization theory of the firm. It escaped 
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the attention of all but a few of the writers on FDI 
up to the early 1970s. 

Coase and his successors 
Coase (1937, 389) asked how the choice was made 
between the alternatives of allocating resources by 
prices as against decisions by an entrepreneur- 
coordinator. The firm exists largely because of the 
costs of using the price mechanism -indeed, 'the 
distinguishing mark of the firm is the supersession 
of the price system'. The costs involve discovering 
the relevant prices, the costs of negotiating con- 
tracts for each transaction (exceeding such costs in 
the firm), and the difficulties of long-term con- 
tracting given uncertainty. As firm size increases, 
however, the costs of organizing further transactions 
in the firm can rise, entrepreneurs may misallocate 
resources, and the supply price of factors may rise. 
Hence firms expand to the point where the organiz- 
ing costs for an extra transaction equal the cost of 
using the market for that transaction, or the cost 
involved in organizing another firm. 

The essence of these ideas was presented in a 
lecture that Coase gave in 1932 (Coase, 1992, 716). 
His insistence on the need to examine the institu- 
tional basis of production activity eventually led to 
a significant literature in the late 1960s and 1970s, 
as outlined in the next section. 

The transfer of these ideas to the theory of the 
international firm was a slow process. Two articles 
in particular were largely overlooked. In 1968 a 
French journal published an article by Hymer, 
which was published 22 years later in an English 
translation (Hymer, 1968, 1990). In 1971 another 
French-language journal published an article by 
McManus (1972), which appeared in English in 
1972. Casson gave these articles pride of place in his 
collection of major articles on MNEs (1990). 
Neither received much attention for some years. 

The Hymer article was based squarely on Coase 
(1937) in its earlier sections, while drawing also on 
his 1960 dissertation and other articles. The 
emphasis is on the Coasian view that imperfections 
of the market lead to the firm, and that this reflects 
efficient behaviour by the firm in a variety of ways. 
The limits to the size of the firm are also noted, as 
coordination costs overtake at the margin the 
benefits of moving away from markets. There is 
also an explicit recognition of the ways in which 
the effective uses of a firm's resources by its 
management can expand its operations. While 
reminiscent in some ways of Penrose and an 
evolutionary approach to the firm, these ideas on 
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firm performance, here as elsewhere in his writing, 
appear to owe more to Chandler (1962). 

Hymer cited the 1968 article on several occasions, 
but does not appear to have developed the Coasian 
aspects to any extent in his later writing, his 
interests having shifted to broader issues. Unlike 
his other publications, citation of the 1968 article 
was rare in the years following its publication.4 

McManus's work on MNEs (1971, 1972)5 bears 
some resemblance to Hymer's in terms of the 
influence of Coase, but it also has some differences 
in approach and content. He notes that productive 
activities in different countries can sometimes earn 
a higher total income under centralized control. 
The price mechanism will lead to the highest 
wealth for a set of producers when each can take 
account of the marginal gains and losses that are 
imposed on one another. Where interdependence is 
significant, there are costs of enforcing the exclu- 
sive rights to the assets or services that are being 
exchanged. Allocating resources by fiat occurs 
when centralized coordination of some dimensions 
of interdependence increases efficiency in relation 
to prices and contracts. The international firm will 
be chosen in those sectors where both interdepen- 
dence and coordinating costs are relatively high. 
The loss of pecuniary constraints on behaviour due 
to the absence of the price system produces an 
inefficiency that must be set against the gains from 
centralized coordination. As with Hymer, there was 
no follow-up with further work on the MNE, and 
little citation of the article over the next two 
decades. 

These early articles by Hymer and McManus were 
directly relevant to internalization, but remained 
largely neglected until their rediscovery two dec- 
ades later. The rapid spread of ideas apparently 
requires repetition and refinement in a variety of 
ways, not simply a single statement -as noted 
below, even Coase's 1937 article, available in 
English in a well-known journal, was not widely 
known until the late 1960s. In the meantime, 
Buckley, Casson and others went on to develop and 
refine a Coasian approach to the MNE with, at least 
initially, little or no influence from these articles.6 

Spread of the internalization approach 
The Buckley-Casson explanation of MNEs in terms 
of internalization spread rapidly, for a variety of 
reasons noted below. This spread was accompanied 
by a debate on the theory's exact meaning and 
implications which was similar to the standardiza- 
tion process involved in innovations. One 
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important part of that debate has been criticisms of 
the more static aspects of internalization, leading to 
a growing emphasis on network approaches to the 
firm. 

Refinement and extension 
A few examples of the clarification process are 
worth noting. Casson's 1979 volume spelled out 
the alternatives to the MNE more fully than the 
1976 study. In an influential paper Rugman (1980) 
considered internalization to be a general theory of 
FDI, a view criticized by some writers as too 
extreme. Casson (1986, 1987, Chapter 2) describes 
the 1976 volume as a synthesis of internalization 
theory and neoclassical location theory. He empha- 
sizes, however, that it is important to keep O and I 
distinct, at least in principle, so as not to confuse 
the theory of how market failure leads to the 
creation of firms with the question of what 
determines the performance of the firm once that 
choice is made. Buckley (1988) indicates that the 
OLI paradigm need not have O, since a dynamic 
view of internalization includes ownership advan- 
tages. Indeed, the emphasis on R&D and growth in 
the 1976 book clearly points to the search for a 
dynamic view of internalization. 

Finally, Kogut and Zander (1993) have argued 
that it is the capacity to lead in knowledge 
production, particularly complex or tacit knowl- 
edge, that is the key to the existence of firms, 
including MNEs. In the process of developing this 
O-related evolutionary approach they downgrade 
the role of opportunistic behaviour and even 
internalization generally, a conclusion strongly 
challenged by Love (1995) and McFetridge (1995). 

As with technology in general, major improve- 
ments or even obsolescence can follow quickly on 
the refinement and standardization processes. A 
pair of articles in 1998 summarize many of the 
reservations about both the 1976 book and the OLI 
approach more generally. Buckley and Casson 
(1998a) extend internalization with a model ana- 
lyzing all major market entry strategies, distin- 
guishing production from distribution facilities, 
emphasizing the strength of local rivals as a key 
to entry strategy, and noting how this strength 
affects the choice of merger and acquisition entry. 
Buckley and Casson (1998b) note that a new 
research agenda has developed, which has moved 
away from the static OLI approach. The emphasis 
now is on the volatility of the environment for IB 
and the need to develop flexibility in resource 
allocation in order to cope with it. The challenge to 

A Edward Safarian 
119 119 

entrepreneurs is both to develop networks and to 
compete successfully as they coordinate a global 
system. But the process of revision began a few 
years after the 1976 volume, as Buckley and Casson 
(1981), Buckley (1983) and Teece (1983) make clear. 
These and other publications focusing in part on 
the problems of managing the growth processes 
(particularly of knowledge) in widely established 
MNEs indicate, among other things, that the early 
insights of Penrose flourish in more than one area 
of IB research. 

Reasons for rapid spread 
Some data below indicate that the ideas involved in 
internalization, as applied to the MNE, spread 
rapidly after 1976. Four reasons can be suggested 
for this, one of which was dealt with in the previous 
section. Alternative and older approaches to ques- 
tions about MNEs -what were the ownership- 
specific advantages and what determined where 
they located -did not directly address the central 
issue of why they existed at all. Nor, Penrose apart, 
did they place such an approach in the context of 
the processes whereby knowledge grows in the 
firm, as Buckley and Casson attempted to do. 

Three other reasons are suggested for the rapid 
spread: the extensive research and publication of 
both Buckley and Casson and a group of colleagues 
associated particularly with the University of Read- 
ing; the parallel growth of the idea in the domestic 
theory of the firm; and the readiness of the IB field 
for the idea, given particularly the methodology 
used to present it. 

Network influences 
It is clear that a variety of scholars in different 
locations played an important role in disseminat- 
ing an internalization or similar approach as 
applied to FDI and MNEs. Among the earlier writers 
one can note Magee (1977), Hennart (1977), 
Swedenborg (1979), Teece (1982), and the influen- 
tial volume by Caves (1982), along with consider- 
able further research by these and other writers. 

The group associated with the University of 
Reading and many visitors to that university played 
an especially important developmental and trans- 
mission role in the years immediately after 1976, 
and have continued to do so. Some examples were 
noted in the previous section. It is of interest that 
four particular researchers associated with Reading 
and with internalization were among the most 
cited authors in JIBS in 1984-1988: Dunning, 
Rugman, Casson and Buckley (first, fifth, ninth 
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and eleventh most cited, respectively). Dunning's 
interests were far broader than internalization, of 
course, and the OLI approach has been criticized as 
over-generalized by several writers (e.g. Casson, 
1987, 35). Nevertheless, two of his articles on the 
OLI approach helped considerably to spread the 
internalization concept: they were the second and 
ninth most frequently cited JIBS articles in JIBS in 
1984-1993 (Chandy and Williams, 1994, 724-725). 

Fully 28 of the 96 articles classified under the 
theory of FDI and the MNE in volumes 1-25 of JIBS 
(1970-1994) were on mode of entry, judging by the 
titles alone. This is in addition to 10 others listed 
under transaction cost economics, 34 under JVs, 
alliances and networks, and still others dealing with 
internalization that are listed under other subdisci- 
plines. In the period before 1976 only one article on 
mode of entry is listed under theory, and only three 
articles in all in the JV, alliance and network 
category (Inkpen and Dinur, 1994). 

Internalization in the domestic theory of the firm 
Blaug (2001, 148) notes that there are few examples 
in the history of economic thought where forgotten 
ideas were discovered. The considerable neglect of 
Coase's transaction-cost analysis over a 30-year 
period came close to this. The article was cited 
only 15 times in the Social Science Citation Index in 
1956-1965, 17 times in 1966-1970, 43 times in 
1971-1975, 118 times in 1976-80, and over 200 
times by 1981-1985. His 1960 article on social cost, 
which draws in part on the 1937 article, was cited 
almost as often by the late 1960s. Coase (1992, 718) 
agrees with Williamson that this neglect was for two 
reasons: it was difficult to incorporate transaction 
costs into an economic theory that assumed they 
were zero; and he had not explored the reasons for 
choosing between the firm and the market. 

By the late 1960s, however, his ideas were 
strongly influencing the approach to the domestic 
theory of the firm by a variety of writers such as 
Arrow (1969), Cheung (1969), Alchian and Demsetz 
(1972), and Williamson (1973, 1975). Of these 
writers only Coase (1937) is cited in Buckley and 
Casson (1976), but all of them and others working 
along similar lines on the domestic theory are cited 
in Casson (1979), which dealt with alternatives to 
the MNE. 

The spread effects of such parallel developments 
on the domestic and international sides can be 
quite powerful. Researchers in industrial organiza- 
tion and business strategy, for example, who were 
influenced by Williamson's studies, especially the 
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1975 volume, would find a relatively easy transition 
to the internalization approach to the MNE; 
indeed, Williamson was the fourth most cited 
writer in JIBS in 1984-1988. Similarly, one of the 
reasons for the rapid spread of the ideas in Hymer 
(1960) is the ways in which it drew on a central 
approach to the firm at that time, as reflected in the 
ideas of Joe Bain. 

Extension to IB 
The third point, in terms of the audience, is more 
important and more complex. The choice of the 
organizational form is obviously a critical issue for 
initial direct investment and for decisions to favour 
one or another organizational form in subsequent 
expansion. It is also relevant to a series of 
correlative issues such as government policies 
designed to favour organizational forms other than 
FDI, transfer pricing and the performance of FDI. 

For many sectors of the IB field, then, internaliza- 
tion would introduce an idea from economics that 
was analytically powerful. The management- 
oriented approach of internalization would also 
be appealing. Coase's insistence on examining the 
institutional basis of production posed a challenge 
to the standard neoclassical theory that the IB 
researcher would appreciate. As Demsetz (1997) 
puts it: 'Neoclassical theory's objective is to under- 
stand price-guided, not management-guided, 
resource allocation.' 

But there is something more in terms of reaching 
an audience outside economics: the issue of 
methodology. Much economic theory is based on 
simplified models of the real world where the 
results that are developed mathematically can be 
replicated, at least approximately, when tested 
empirically. Such models are powerful tools given 
their general equilibrium properties, internal con- 
sistency and concentration on key parameters. 
They suffer, typically, from a number of problems 
-frequent reliance on one or a few causes, on large 
numbers of firms, and on restricted functional 
forms.7 

Buckley and Casson (1976) do in fact model the 
growth of the research-intensive firm and test it 
empirically. However, as the first paragraph in their 
preface emphasizes, the intent is to communicate 
with the widest audience, both technical and non- 
technical. Even the limited model developed as an 
appendix to Chapter 2 is not what has caught on in 
the IB literature, which has followed a process of 
empirically testing axioms developed from the 
literature rather than from more fully formulated 
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formal models.8 In brief, significant methodologi- 
cal differences were not a barrier to the spread of 
ideas in the case of the transfer of internalization 
and transaction cost economics to the IB literature 
- at least, not as formulated by Buckley, Casson, 
and others cited above. It was work that was 
analytically strong yet accessible, a significant 
contribution in itself. Much the same can be said 
of Coase and Williamson. 

That methodological differences can act as an 
impediment to the transfer of ideas between fields 
or subfields is a point worth noting briefly. 
Krugman (1999) has examined how key ideas in 
both development economics and economic geo- 
graphy failed to be taken up in mainstream 
economic journals, not because they were 
unknown but because they could not be formally 
modelled, at least at the time. Of more direct 
interest for present purposes, during the 1980s 
international trade theory began to incorporate 
MNEs into general equilibrium models of mono- 
polistic competition and increasing returns to scale. 
Most of this literature concentrates on the O and L 
advantages.9 Thus Markusen (1991, 15) describes 
firm-specific advantages as 'the cornerstone of the 
theory of the multinational enterprise'. These 
models distinguish headquarters activities such as 
R&D from production location. Some of the models 
concentrate on vertical FDI, which is related to 
differences in factor proportions between countries. 
Capital-abundant countries tend to specialize in 
capital-intensive R&D and related services 
(Helpman, 1984; Helpman and Krugman, 1985). 
Models of horizontal FDI concentrate on what is 
known as the proximity-concentration trade-off. 
There is an incentive to spread the high cost of R&D 
over a large number of production operations, 
especially if geography and cultural closeness 
favour this also. Offsetting this are various advan- 
tages to concentration of production (for example, 
Markusen, 1984; Brainard, 1997). 

As already noted, such models have technical 
problems that limit their appeal to IB researchers. 
The writers just noted are rarely cited in the IB 
literature, despite the power of their approach. At 
the same time, some writings on IB theory have 
developed without the rigour that the term 'theory' 
requires. For their part, international trade theorists 
often overlook or downplay contributions made by 
the IB literature some time earlier, usually because 
they cannot be formally modelled. The trade theory 
models of the MNE cited above, for example, do not 
come to terms with the network type of MNE, 
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where the 'headquarters' functions, including R&D, 
are accessed wherever they can be most efficiently 
located (United Nations, 1994, Chapter 3; 
Malnight, 1995). In the past 40 issues of the Journal 
of International Economics, a leading journal in the 
field, 33 articles appear under titles including the 
terms FDI, MNE, international production, foreign 
ownership and the like. There is one reference to 
JIBS in this entire set, although there are a small 
number of references to several leading scholars of 
internalization theory from other sources. 

Conclusions 
Buckley and Casson (1976) was the first compre- 
hensive work devoted to internalization as it 
applies to MNEs. It drew on some important 
antecedents that, however, were devoted mainly 
to exploring the ownership-specific advantages or 
location determinants of MNEs. The speed with 
which the central concept of internalization spread 
over the next decade reflected three factors. There 
was considerable further publication, not least by 
the authors and other associated with Reading, 
which led to clarification, extension, and even- 
tually a more dynamic approach to the MNE. It 
helped greatly that there was a parallel expansion 
of the domestic theory of the firm based on 
internalization. And it attracted a large following 
in the IB community given that it was analytically 
powerful, methodologically accessible, and focused 
on the institutional basis of economic activity. 

A few further points stand out on the transmis- 
sion of ideas. One issue is just what is meant by 
theory. Formalism in a discipline can mean a 
variety of approaches, not just mathematical mod- 
els or axiomatization (Dow, 1998). Rigorous deduc- 
tion from first principles -as in Coase -is formalism, 
albeit entirely in English. So is Williamson's work, 
even though his influential 1975 book contains 
few diagrams and no mathematics. A variety 
of approaches to the MNE, as in the 1960s and 
1970s, was appropriate to a field in ferment before 
settling down, if only temporarily, to orthodoxy. 
Yet Buckley, Casson and others were correct when 

they emphasized in the late 1970s and later that 
more precision in terms and more rigour in analysis 
were necessary for further progress in this burgeon- 
ing field. 

Recognition of the value of different approaches, 
and a willingness to experiment with more than 
one, will help speed the diffusion of ideas. Also, the 
correct transmission of ideas requires study of 
the original sources, rather than simply quoting 
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someone who may also have failed to look at the 

originals or who got them wrong. It is not difficult, 
for example, to find authors who believe that a 

developed Coasian approach was central to Hymer 
(1960), even though his treatment there, while 

suggestive, was quite brief and makes no reference 
to Coase. Finally, the neglect of Hymer (1968) and 
McManus (1971) points to the importance of 

follow-up publications, especially in less obscure 
sources, or at least frequent reference by a promi- 
nent champion. 
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Notes 
1This is developed more fully in Buckley and Casson 

(1976, Chapter 3). In the critical section on the 
economics of internalizing a market, Buckley and 
Casson acknowledge their debt to Coase (1937), 
Kaldor (1934) and Penrose (1959), all of which are 
on the domestic theory of the firm. 

2The dissertation was completed in 1960 and 
published posthumously in 1976. Page references are 
to the 1976 publication. Neither the dissertation nor 
the major articles based directly on it secured publica- 
tion up to 1968. However, he wrote many articles, 
alone or with co-authors, before his untimely death in 
1974. Although the dissertation was not published 
until 1976, it became widely known in the 1960s, 
thanks in part to Kindleberger's references to it in his 
own work (e.g. Kindleberger, 1963, 1968). 

3In particular, he explains why firms choose FDI over 
exports or licenses as follows: 'The firm is a practical 
institutional device which substitutes for the market. 
The firm internalizes or supersedes the market. A 
fruitful approach to our problem is to ask why the 
market is an inferior method of exploiting the 
advantage: that is, we look at the imperfections in 
the market' (p. 48). He goes on to note several 
advantages of operating with a subsidiary, particularly 
in contrast to licensing. 
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