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Abstract
Internationalization stimuli are those internal and external factors 
that influence a firm’s decision to initiate, develop, and sustain 
international business activities. Two sets of factors lead firms to 
consider the possibility of operating outside their home market: 
organizational factors arising from within the organization and 
environmental factors which are outside the organiza tion’s 
control. Understanding the motives behind a firm’s decision to 
internationalize its business activities helps to explain why and 
how firms should engage in international business activities. 
In this Paper we discuss factors that push and pull firms to 
internationalize their business activities. In addition to the motives 
for internationalization, we need to understand the different modes 
of entering a foreign country or a region. There is no best way 
to enter a foreign market. After reading this paper you should be 
able to understand the motives for internationalization; explain 
the theories underpinning the internationalization process; explain 
the Born Global concept; understand the different modes of entry 
strategies employed by multinational firms; understand the de-
internationalization process.
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I. Introduction
Understanding the motives behind a firm’s decision to 
internationalize its business activities helps to explain why and 
how firms should engage in international business activities. 
In this research we discuss factors that push and pull firms to 
internationalize their business activities. In addition to the motives 
for internationalization, we need to understand the different modes 
of entering a foreign country or a region. There is no best way to 
enter a foreign market. For example, Carrefour’s mode of entry 
differed from one country or region to another. The company 
started its first international experience cautiously, expanding 
to countries it knew quite well and in moves which involved 
small risks. As it gained more experience in foreign markets 
and confidence in its ability to operate effectively outside its 
home market, its attitudes towards operating and risk in foreign 
markets changed, this resulted in further expansions into more 
challenging and unknown markets, such as the Middle Eastern 
Asian markets.

II. Motives and Decision to Internationalize
In addressing the question of why certain firms are engaged in 
international business activities while others are not, researchers 
have focused on the elements stimulating a firm’s decision to 
initiate foreign market entry. Internationalization stimuli can be 
defined as those internal and external factors that influence a firm’s 
decision to initiate, develop, and sustain international business 
activities. Two factors lead firms to consider the possibility of 
operating outside their home mark organizational factors arising 
from within the firm, and environmental factors which are outside 
the firm’s control. Organizational factors can be split into two 
forces decision-maker characteristics and firm specific factors. 
Recognition by the top manager, or the top management team, 
of the importance of international activities is an essential part 

of the process of internationalization. The top manager’s (or top 
management team’s) exposure to foreign markets is a critical 
component in the decision to internationalize. Management 
characteristic such as perceptions of risk in foreign operations have 
a strong influence on management perceptions of international 
business activities. Reid found the character istics positively 
influenced the internationalization decision which is foreign 
travel and experience abroad, Personal characteristics. There 
are two firm-specific factors Firm size and International appeal. 
The external business environment has a major impact on the 
strategic direction of a firm. Many external driving forces stimulate 
a firm to internationalize. Among the most important of these are 
unsolicited proposals, the ‘bandwagon’ effect, Attractiveness of 
the host country.
Some unsolicited proposals from foreign governments, 
distributors, or clients are hard to resist and may stimulate a firm 
to go international. Thanks to the internet, firms are now receiving 
unsolicited inquiries through the firm’s website. Competing firms 
tend to observe benchmark, evaluate, and imitate each other’s 
strategic moves, especially in industries with only a few big players. 
If one firm internationalizes, it is likely that others will mimic 
its strategic move and create a band wagon effect. Attractiveness 
describes the degree to which the country’s host market is desirable 
for busi ness operations by foreign firms. Multinational firms may 
be attracted because of the host country’s market size. Market 
size is attractive to foreign firms because it offers greater po-
tential for growth, profit, and stability of operations. In addition 
to market size, per capita Income is a good measure of a country’s 
attractiveness for market seeking multinationals. Customers in 
countries with high per capita income have high purchasing power, 
and high demand for industrial and consumer goods. Another 
factor that attracts foreign firms is favorable foreign investment 
regulations.

III. Internationalization Process
The previous section explained why firms internationalize (the 
motives for internationalization). Another crucial question is 
how they internationalize (the internationalization process). An 
influential explanation of the internationalization process was 
offered by Swedish researchers. Johanson and Wiedersheim-
Paul made two observations about the way in which firms 
internationalize. First, firms start exporting to neighboring 
countries or countries that are comparatively well known or 
have relatively small ‘psychic distance’. Psychic dis tance is 
the sum of the factors preventing the flow of information from 
and to the market (e.g. cultural differences or differences in 
government regulations). In other words, a firm’s international 
expansion depends on its experiential knowledge of foreign 
markets. Experi ential knowledge is knowledge obtained from 
experience. By implication, there is a direct link between market 
knowledge and market commitment. Second, firms expand their 
international operations step by step. In other words, a firm’s 
international expansion occurs as a result of incremental decisions. 
Johanson and Wiedersheim-Paul studied the internationalization 
process of four large Swedish multinationals, and found that 
the internationalization patterns of these firms were marked by 
a number of small incremental changes. They identified four 
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successive stages in the firm’s international expansion no regular 
export activities; export activities via independent representatives 
or agents; the establishment of an overseas subsidiary; overseas 
production and manufacturing units. These two observations 
form the basis of the Uppsala Model, which suggests that a 
firm’s international expansion is a gradual process dependent on 
experiential knowledge, and incremental steps. 
The Uppsala Model posits that firms proceed along the 
internationalization path in the form of logical steps, based on 
their gradual acquisition and use of Information gathered from 
foreign markets and operations, which determine successively 
greater levels of market commitment to more international 
business activities. The concept of market commitment suggests 
that resources located in a particular market present a firm’s 
commitment to that market, so foreign direct investment means 
higher market commitment than exporting or licensing. Market 
commitment is composed of two factors: the amount of resources 
committed and the degree of commitment. The amount of resources 
refers to the size of investment in a given market. The degree of 
commitment refers to the difficulty of finding an alternat ive use 
for the resources and transferring them to the alternative use. 
The Uppsala Model assumes that the more the firm knows about 
the foreign market, the lower the perceived market risk will 
be, and the higher the level of investment in that market. The 
model helps to understand a firm’s initial choice of international 
location and its mode of entry into foreign markets. For example, 
German firms would initially export to Austria and Switzerland 
before making direct investments in France, the United States, 
or Africa. At the same time, firms would initially export to other 
countries or would engage in strategic alliances with foreign 
firms, before committing capital towards foreign invest ments. It 
should be pointed out that there are three exceptions to the Uppsala 
Model. First, firms that have large resources and experience can 
take larger internationalization steps. This helps to explain why 
small and medium-sized enterprises follow the Uppsala Model 
more closely than very large multinational firms. Second, when 
market conditions are stable and homogeneous, relevant market 
knowledge can be gained from sources other than ex perience. 
Third, when the firm has considerable experience of markets with 
similar condi tions, it may be able to generalize this experience to 
any specific market.
Despite the intuitive appeal of the Uppsala Model, there is much 
concern about its cur rent usefulness. First, the model does not 
explain what triggers the first internationalization step. Second, it 
does not explain the mechanism by which experiential knowledge 
of a for eign market affects commitment of resources to that market. 
Third, there is ample evidence to suggest that attitudes of managers 
to the risks and in centives in relation to internationalization do 
not differ according to the number of foreign markets in which 
their firms have operated. Fourth, the basic assumption of the 
Uppsala Model is that lack of knowledge about for eign markets 
is a major obstacle to international operations, but what if the firm 
acquired knowledge through external recruitment rather than firm 
experiential knowledge? Fifth, the argument that multinational 
firms enter countries that are culturally and geo graphically close 
to theirs before entering culturally and geographically distant 
countries does not always hold. Finally, there are firms which do 
not follow the traditional internationalization process, but which 
are multinational firms from the very start. These firms are called 
Born Global firms. Born Global firms are generally small and 
medium high-tech firms using well-known technology. These firms 
are able to standardize production, distribution, and marketing 

processes and position themselves in global niche markets. Knight 
and Cavusgil argue that the increasing importance of the global 
niche markets facilitated the emergence of Born Global firms. 
Global niche markets are a product of increasing specialization 
or ‘stick to the knitting’ strategy adopted by firms in the 1990s 
and beyond. Because of the small size of-niche markets, firms 
have to sell internationally to be competitive. The fact that they 
are high-tech enables Born Global firms to sell their product or 
service to global customers with minimum adjustments. 
Another characteristic of Born Global firms is their country of 
origin. Firms originating from small countries such as Nordic 
countries are more likely to adopt a Born Global strategy than firms 
from large countries such as the US. One of the major characteristics 
of Born Global firms is the commitment of the manager or founder 
to internationalization. Generally, Born Global firms are managed 
or founded by people who have greater international exposure 
than managers of gradually internation alizing firms. Further, they 
generally have higher risk tolerance than managers of gradually 
internationalizing firms.

IV. Entry Mode Strategies
We have previously referred to modes of entry into foreign markets. 
When firms decide to enter a foreign market, they are faced with a 
large array of choices of entry mode, which could be grouped into 
five main categories export, licensing, franchising, international 
joint venture, and wholly owned operations. This section will 
focus only on four modes of entry, leaving aside international 
joint ventures. Because of the importance and complex nature 
of international joint ventures and strategic alliances, we have 
allocated a whole paper to this issue. A simple definition of 
exporting is the action by the firm to send produced goods and 
Services from the home country to other countries. This can be 
ascribed to the fact that exporting does not need the commitment 
of large resources and is thus less costly than alternatives such 
as joint ventures. It is also easier for the mul tinational firm to 
withdraw its operations with minimum damage. Because of the 
physical distance, the export strategy, however, does not enable 
the multinational firm to control its operations abroad. Export is a 
frequently employed mode of internationalization and one of the 
most simple and common approaches adopted mainly by small and 
medium-sized firms in their endeavor to enter foreign markets. 
There are three different exporter categories according to firms’ 
level of export involvement experimental involvement, where 
the firm initiates’ restricted export marketing activity; active 
involvement, where the firm systematically explores a range 
of export market oppor tunities; and committed involvement, 
where the firm allocates its resources on the basis of international 
marketing opportunities. Generally firms export for two reasons. 
First, firms need experiential knowledge, and exporting has the 
potential to provide firms with international experience without 
their taking high risk or strong commitment. Second, firms use 
exporting to expand their sales in order to achieve economies 
of scale. Export strategy, compared with the other modes of 
entry, is a low-risk strategy. The major risks of exporting are 
when countries experience major political instability, export 
could be disrupted, with consequential delays and other defaults 
on payments, exchange transfer blockages, or confiscation of 
property; The multinational firm has no control over some costs, 
such as costs of land transport to the port, transfers, shipping costs, 
insurance, and foreign exchange risk. International licensing is ‘the 
transfer of patented information and trademarks, information and 
know-how, including specifications, written documents, computer 
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programmes, and so forth, as well as information needed to sell a 
product or service, with respect to a physical territory. Licensing 
does not mean duplicating the product in several countries. Most 
products go ing into foreign countries require some form of 
adaptation labels and instructions must be translated; goods may 
require modification to conform to local laws and regulations; 
and marketing may have to be adjusted.
Benefits of licensing include speed to market, especially when 
a firm lacks sufficient skills, capital, or personnel to enter a 
foreign market quickly. In addition to being used as an entry 
mode to foreign markets, licensing may also be used as a step 
towards a more committed mode of entry such as a joint venture 
or a wholly-owned form.  Several risks are associated with 
international licensing. Mottner and Johnson identified the risks 
such as: Suboptimal choice, Risk of opportunism, Quality risks, 
Production risks, Payment risks, Contract enforcement risk, and 
Marketing control risk. Franchising has been increasingly utilized 
as a method of business expansion over the last’ thirty years, 
Several multinational firms, such as the Body Shop, Benetton-
Group, and McDonald’s, have developed a successful international 
franchising network. International franchising is a contract-based 
organizational structure for entering new markets. It involves a 
franchisor firm that undertakes to transfer business concept that 
it has developed, with corresponding operational guidelines, to 
nondomestic parties for a fee. Franchisers are responsible for 
improving the product/service mix, policing outlet quality, and 
promoting the brand in the host country. The franchise network 
system implies mutual cooperation and commitment between of-
ten distinct and, at least to some degree, autonomous firms. This 
cooperation is based not only upon mutual advantages but also 
on reciprocity. Thus, successful cooperation between franchisers 
and franchisees requires a high level of trust to alleviate the fear 
of opportunistic behavior and to enhance the performance of the 
franchise.
Multinational firms are increasingly relying on master franchisers 
to manage their fran chise network in a particular country. 
Generally, master franchisers are from the host country. They 
are given the rights to develop and manage the franchise network 
in a particular country or region. Their duties include selecting 
suitable local franchisees, providing them with the necessary 
assistance, and collecting the franchise fee. While using a master 
franchiser with knowledge of local markets and cultural awareness 
has several advantages, it involves several risks. These are the 
master franchiser may not follow the directives of the franchisor; 
Franchisers may not understand the fundamental concept of the 
franchisor and as a result may communicate the wrong concept 
to the franchisees; The fact that franchisers are responsible for 
improving the quality of the product, policing outlet quality, and 
promoting the brand may increase the potential for franchisees to 
free-ride, in the belief that the franchiser’s efforts are sufficient for 
the franchise to succeed. This can result in franchisees attempting 
to increase profits by reducing the quality of inputs (e.g. by under-
staffing); a franchise may damage the franchiser’s image and 
reputation in the host country, be cause customers often cannot 
distinguish between franchised and company-owned out lets a poor 
experience in one franchise outlet may hurt the reputation of the 
entire chain. Because of these risks, several multinational firms do 
not use a franchise system. In contrast to exporting, licensing, and 
franchising, wholly owned subsidiaries involve higher degree of 
risk. Multinational firms have two options Greenfield investment 
in a completely new facility, or acquisition of or merger with an 
already established local firm.

A Greenfield strategy entails building an entirely new subsidiary 
in a foreign country from scratch to enable foreign sales and/or 
production. Typically, a Greenfield investment signifies that the 
parent firm has decided to clone strategy and structure in the foreign 
plant by transferring its technology, supply chain, organizational 
structure, and corporate culture. Generally, Greenfield investments 
are preferred when specific technical and organizational skills 
define a firm’s ability to compete. The Greenfield strategy is a 
high-risk strategy. In addition to the above risks associated with 
other modes of entry, such as political instability in the host 
country, other risks specific to the Greenfield strategy include 
the risk of not being able to build relationships with customers, 
suppliers and government officials in the new country; the risk of 
not being able to recruit managers and employees familiar with 
local market conditions; the risk of being seen as a foreign firm 
by local stakeholders. An international merger is a transaction that 
combines two companies from different countries to establish a 
new legal entity. International acquisition refers to the acquisition 
of a local firm’s assets by a foreign company. In an acquisition, 
both local and foreign firms may continue to exist. Barkema 
and Vermeulen noted that for companies to prefer acquisition to 
greenfield entry, the cost of constructing new facilities, installing 
equipment, and hiring and training new labor force must exceed 
the costs of purchasing and recasting”, existing properties’. 
There is ample evidence to suggest that, in the short-term, cross-
border M&As have, positive benefits for the shareholders of the 
acquired firm. In the longer term, however, profitability gains 
through increased efficiency, or increased market share, are often 
nonexistent or limited. 
There are three types of M&A horizontal, vertical, and 
conglomerate. Horizontal M&As involve two competing firms 
in the same industry. This type of M&As is more common in 
industries where consolidation is required, such as automobile, 
pet roleum, and pharmaceutical industries. Vertical M&As involve 
a merger between firms in the supply chain. This involves, for 
example, a distributor or a supplier merging with a manufacturer. 
Conglomerate M&As involve a merger of two companies from two 
unrelated industries. Conglomerate M&As were very popular in the 
late 1980s, but have been declining ever since as firms retreated to 
their core business during the 1990s and early 2000s. As a result, the 
share of conglomerate M&As fell from 42% in 1991 to around 27% 
in 1999. The motives for M&As can be classified into three distinct 
motives: strategic, economic, and personal. Strategic motives aim 
to improve the overall strategic position of the mul tinational firm. 
This includes intention to create synergy, to strengthen market 
power, and to gain speedy access to foreign markets. Synergy is 
the potential abil ity of two firms to be more successful as a result 
of a merger or an acquisition. If synergy is achieved, the combined 
firm’s value after the merger or acquisition should be higher than 
the combined value of the two firms operating independently. 
Because synergy seems straightforward and intuitively appealing, 
it often tops the list of motives in survey and academic studies. It 
is, however, much harder to achieve in practice. An example of 
synergy gone wrong is the acquisition of WordPerfect by Novell 
for $1.4 billion. Novell failed to achieve the intended synergy, and 
had to sell WordPerfect to Corel for only $200 million. A firm may 
also be motivated to merge with or acquire another firm in order 
to lever age its core competencies. A company that develops a core 
competence in negotiating with foreign governments, such as Shell, 
or in acquiring political resources, such as Volkswagen, may try to 
acquire another firm in order to capitalize on its core competencies 
and use it in different industries to strengthen its market.
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Further, international M&As provide multinational firms with 
speedy access to foreign markets. By acquiring an already 
established firm in a foreign market, the firm gains a strong foothold 
in the acquired firm’s home market. As opposed to entry through 
a Greenfield strategy, M&As provide access to foreign mar kets 
without adding access capacity. This is very important in mature 
industries where the market is already saturated, such as the auto 
industry. In addition, acquiring an established brand name in a 
foreign market gives rapid entry and access to existing proprietary 
assets (technology, skills, organization, information, supplier 
networks, brands, contacts, etc. There are four economic motives 
for international M&As the desire to achieve economy of scale by 
joining productive forces; cost reduction by eliminating redundant 
resources after the M&As; this is often the case in horizontal M&As; 
differences in the growth of national economies motivate firms 
from slow-growing economies to acquire firms in high-growth 
economies; if firms are perceived to be undervalued in particular 
countries, they will be a target for cross-border M&As.
A top management team may venture into an international M&A 
for per sonal reasons. This is likely to happen when managers are 
stronger that stakeholders. This could be simply to satisfying their 
hubris and ego through ‘empire-building’, or for motive of self-
interest such as increasing their reward package and job security. 
The major risks associated with the M&A strategy includes the 
different corporate and national cultures, structures, technology and 
procedures may cause great problems for integrating the acquired 
subsidiary into the parent companion system. This may result in 
inferior performance and in some cases the subsequent failure 
of the acquired subsidiaries; Managers of the acquired foreign 
subsidiary may not accept the parent company, which results in a 
weaker degree of attachment between the managers of the acquired 
foreign subsidiary and the parent firm. Each of the five entry modes 
has its advantages and drawbacks. Therefore, multinational firms 
have to make trade-offs when they decide on the most suitable entry 
mode strategy. Control the desire to influence decisions, systems, 
and operations in the foreign affiliate and risk are the two most 
important factors in the decision formula when deciding on type 
of entry mode. The two factors often go hand in hand. To obtain 
control, the multinational firm must commit resources to, and take 
responsibility for, the management of its foreign plants. In other 
words, more control requires high risk and vice versa.
When selecting the appropriate entry mode, multinational firms 
have to answer two ques tions what level of resource commitment 
are they willing to make? And what level of control over the 
operation do they desire? The firm has to look at the risks in the 
general environment, risks in industry, and firm-specific risks. 
For markets where total perceived risk is low, firms use entry 
strategies that involve a high level of resource commitment, such 
as wholly owned and joint-venture strategies. In markets where 
the per ception of risk is too high, however, the management might 
no longer believe that it has control over the risk. In this case the 
management must abandon its desire to control and adopt a low 
resource commitment strategy by sharing risk with other firms 
through a joint venture or franchise, or pass the risk management 
to another firm to a licensing or a fran chise partner which might 
be better qualified to manage the risks.

V. De-internationalization
Internationalization is a two-way street; Multinational firms do not 
only enter new markets. They may have to reduce their international 
activities by pulling out partially or totally of a country or a 
region, or by putting an end to their international aspirations when 

necessary. We refer to the endgame as ‘de-internationalization 
strategy’. De-internationalization’ refers to ‘any voluntary or 
forced actions that reduce a company engagement in or exposure 
to current cross-border activities’. It includes total withdrawal of 
a firm from an operational presence in a foreign market. Exit may 
result from failure, closure, or a successful sale of the firm. Exit 
may be accomplished through sale of assets, international store 
swaps, bankruptcy, or related events. The de-internationalization 
process is more complicated than the internationalization entry 
process. While countries tend to welcome multinational firms, 
governments and in terest groups do not feel the same way when 
foreign companies decide to leave, as the closing case study shows. 
Multinationals must develop an endgame strategy and execute 
it very carefully. Choosing the wrong de-internationalization 
strategy, or implementing the correct strategy poorly, can increase 
the cost of exit. For example, the closing case study illustrates 
how a bad handling of the de-internationalization process could 
be very costly.

VI. Summary
Two main motives lead a firm to a decision to internationalize its 
business activities organizational factors arising from within the 
firm and environmental factors that are outside the organization’s 
control. These two motives combined lead firms to consider the 
possibility of operating outside their home market. In addition to the 
motives to internationalize, one needs to understand the different 
modes of entry into a foreign country or a region. When firms 
decide to enter a foreign market, they are faced with a large array 
of choices of entry mode, ranging from export to wholly-owned 
operations. There is no best way to enter a foreign market and the 
mode entry may differ from one country or region to another, as the 
opening case on Carrefour demonstrates. Multinational firms have 
to make trade-offs when they decide on the most suitable entry 
mode strategy. Control the desire to influence decisions, systems 
and operations in the foreign affiliate and risk are the two most 
important factors in the decision formula when deciding on the type 
of entry mode. The Uppsala Model seeks to explain the process or the 
internationalization steps. Its main argument is that firms generally 
proceed along the internationalization path in the form of logical 
steps, based on their gradual acquisition and use of information 
gathered from foreign markets and operations, which determine 
successively greater levels of commitment to more international 
business activities. They start with no regular export activities, 
and then move to export activities via independent representatives 
or agents; after that they tend to establish an overseas subsidiary; 
and finally, they commit themselves to overseas production and 
manufacturing units. There are five entry modes available to 
international firms export, licensing, franchising, international 
joint venture and wholly-owned operations. Managers need to take 
risk and control into consideration when deciding the appropriate 
entry mode. 
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