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Although frequently overlooked, the process of 

internalization o! international economic relations (strengt

hening of the in-t;ra-fir.n transa~tions) has very important 

implications in the coutext of industrial development a.id 

economic co-operation among developing countries. 

'lithout entering into a detailed analysis of the 

narrow or broader definition of int~a-firm trar..sactions, it 

suffices to say that intra-fir~ transactions are those among 

the entities of the syste~ of enterprise (corporations) 

located in different countries, linked together by different 

technologi~al, trade or other business inter-relations in the 

field of goods and services. In this context, intra-firm 

transactions should include not only those among the parent 

co~panies and majority owned foreign affilitate~ but also co

owned or minority owned and 3ven long-term contractual related 

parties. The necessity for inclusion of services in the 

definition of intra-firm transations stems from the increasing 

importance of the role of services in international co

operation. 

Although the phenomenon of intra-firm transaction has 



I - 2 -

only recently become an issue in internatio~al economics it 

is really not a new phenomenon. It existed even before the 

creation of transnational enterprise which <re the major 

actors of the process of internalisation of international 

economy today. This process is a logical consequence and 

accompanying factor of internationalization of activities of 

em;erprises, especially after the period when portfolio 

investments have been gradually supplemented and substituted 

by foreign direct investments and in the last few decades by 

all different forms of co-owned investments, and contractual 

forms of lo~~-term economic co-operation including subcon

tracting. Initially intra-firm transactions had mainly emerged 

in the f0rm of intra-firm trade in the supply of raw 

materials and food. After the Second World War, parallel to 

the increase of the role of science and technology in 

dev~lopment and modifi~ations in the international econcmy, 

characterized by its <'ligopob.stic nature, the main feature 

of the process of internalization of international econo~ic 

relations became the prc~ess of internalization of marketing 

and technological know-how and so the creation of the insti

tutional monopoly by the actors of the process. The 

strengthbning of internalization of international economic 

relations is therefore a logical result and characteristi~ 

of the processes of internationalization of capital in the 

world and concentration and centralization of capital 

nationally. 

Measurement of the exten~ and growth of intra-fi.rm 

crade and other transacticns among the related parties is 

hampered by scattered evidence. Only fnr a few developed 
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countries like USA, Sweden, Germany, UK, etc. there are some 

more reliable sources. This doesn't change the fact that the 

incidence of intra-firm trade is uneven and that there exist 

considerable industry and country variations. The rate of 

internalization of export is for majority-owned affiliates 

almost twice that of parent companies ~6&' to 35% in 1970). 

Nevertheless, country and sectoral studies are indicating 

that intra-firm transactions are becoming a more and more 

important part of international trade and the new evolving 

form of the dominant position in the international market. 

Secondly, it could be assumed that the share of intra-firm 

trade and other transactions is rapidly increasing and is 

tending to become the prevailing characteristic of inter

national economic relations, at least in some research and 

technology intensive economic sectors. 

The bull<" cf intra-firm transactions is in trade among 

developed countries themselves: more than 9df> of US intra-firm 

trade of manufactu~ing products flow among developed countries. 

But che relative intensity of intra-firm trade in the economic 

relations between developed and developing countries is 

stronger. For example, 3US of export of menufacturers of US 

affiliates in developed countries anQ 5~ of export of US 

affiliates located in developing countries are intra-firm 

transactions. 

It is becoming obvious that a certain link P.Xists 

between r.echnology or research intensity a.~d the intensity 

of the internaJ.ization of international trade: the higher the 

"technology, researcr. or marketing intenstiy of certain economic 
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sectors the higher the level of internalization of their 

international trade. The intensity of internalization also 

tends to grow by the level of value added of products. 

The iacreasing role of transnational enterprises 

in the ir.te~national economy is the result of the process of 

internationalization of the activities of these economic 

entities which are accompanied at an increasing rate by the 

internalization of markets, technology and know-how. Intra

firm transacticns have grown in the last r~ecade much faster 

than international trade in general, so the share of intra

firm trc.de in international trade has substantially increased. 

According to the most sc~ptical assumptions, intra-firm trade 

represents at least 3~ of international trade. Michalet 

estimates that 4% of ir ternational trade ls intra-firm trade 

of transnational enterprises. The Secretary General of UNCTAD 

stated in his report at the UNCTAD V in Manila that the share 

of transnational enterprises in international trade exceeds 

5«' anci. .that it could. represent almost two thirds. 

Additionally, taking into account that a large 

part of international trade actually takes place among member 

countries of different integration ~roupings, what can also 

be defined as a s~ecial type of internalization of inter

national trade, one could assume that internalized trade is 

becoming the prevailing characteristic of internat~onal 

trade. This conclusion is supported by the fact of the 

important role of the European Economic Community in inter

national trade as well as by the fact that out oi' 2 .. ~ of 

international trade which i~ accounted for by socialist 
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countries about half is actually trade among socialist 

countries themselves. 

The starting point in an analysis of the qualitative 

nature and implications f cr international economic relations 

is the fact that transnational enterprises are not a malign 

construction of the i~cernational system as was advocated by 

traditional economists when monopolie3 were created. They are 

injtead. a result of laws governing development, a manifesta

tion of the evolution of the capitalistic form cf pr'Xiuction, 

internationalization of capital and the need for ever larger 

articulation of the division of labour. 

Enterp~ises have gradually come to the conclusion 

that only by internalization of all the stages, from the 

initial innovation to the marketing of products and through 

us~ of their own channels within their system of linkages 

among related parties, they can maximize profits and simul

taneously prevent rapid imitation by tbeir competitors. 

Internalization is thus regarded as a ~~chenism by which 

the innovative enterprise can maximize its ownership-specific 

or other ol~gopolistic advantages based on the ownership of 

technology and know-how. 

The internalization of tran3fer of technology and 

know-how withi~ the system of transnational enterprises 

raises d.oubts as to whether it coulci be regarded as a real 

transfer of technology or rather a commercialization of 

technology. Utilization of technology is spread, while 

know-how does not change the owner or the control. Only a 

certain type of co-managing of the technology utilization is 

established. The real transfer of technology should have meant 
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the transfer of the capabilities of thecrea.tion of technology. 

This is not usually tt1e case in the internalization of 

t~chnology tran~fer within the system of transnational 

enterprises i.e. in the case of related party transf~rs of 

technology~ That does not strengthen the capacity for tl.e 

creation of own productive capabilities for the technological 

innovations which is today the basic factor of structural 

changes and development. 

The other important characteristic of internalization 

is that maximization of profits by the translocation of 

economic activities abroaa can be achieved only through the 

combination of factors such as technology, marketing, manage

ment, trade-marks, distribution etc. in the comprehensive 

package (system) which give supe~iority to the transnational 

enterprises over other firms. '"he combination of all these, 

along with the tecimique of transfer prices, restrictive 

business practices, tying purchases of spare parts and goods 

in general, is gradual!~: evolving in the institutional 

monopoly of the system of transnational enterprise. This 

institutional monopoly could 1:epresent a higher stage of 

monopoly compared with only technological or only marketing 

monopoly, although at the same time it reaf'firms both 

technological and mark~ting monopolies aml strangthens and 

reproduced the dominant role of transnational enterprises 

in international economic relations. 

Although the strengthening of intra-firm transactions 

could be regarded as one of tta possible manifestations of 

·internationalization of capital in general there is a sub-
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stantial contradi.ction between the real process of inter

nationalization of pro...lucti- ~ as a proc~ss of socialization 

of production on the one hand and the process of internali

zation on the other. Internalization really means a tendency 

to evade the ~ystem as much as possible independent of external 

conditions and so reducing its vulnerability and establishing 

an autonomous system of economic processes. Such internationa

lization of capital is basically its own negation (~P.nial), 

demonstrating how capital optimum differs from social optimum. 

Between the system of international economic relati( ~s, 

oligopolistic by their nature tending towar~s internalization 

itself, tending to negate international economic relations, 

there, exists a paradoxical contradiction. It is therefore 

becoming more and more obvious that internalization is in 

contradiction with the existing system of international 

economic relations as well as with the efforts to establish 

a Ne~' International Economic Ord.er. Globalisation of the 

activit~es of transnat~onal enterprises, internalized within 

their own functional system, practically means an internal 

division of laboll:.:' amo~g the companies and ~heir affiliations 

although appearing as an international division of labour. 

Internalization is therefore a certain form of 

accomodation of transnational enterprises to the modified 

"law of value" in the international economy at an achieved 

level of development of international economic relations 

and 3imultaneously representing a certain modification of 

these relations. Although transnational enterprises were 

created as a product of the funtioning of market forces 

on one hand t -chey are, on the other hand, a manifestati<m of 

• 
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the tendency towards transformation into anti-ma~ket forces, 

at least to the ~xtent in which they are undertaking intra

firm tranfactions, and thereby substituting the market 

mechanism. 

With internalization of transactions the system of 

transnat~~nal corporations is becoming filOre and more auto

nomous. The prices are actually becoming administrative prices. 

They are set in accordance wi tb the criteria of transnatioLaJ 

enterprises and not arms length prices (prices set in the 

relations of unrelated partners). 

One of the implications of the intensification 

of the intra-firm transactions, to~ 'ther with a transfer 

pricing mechanism, is a ·tendency to circumvent or substitute 

the functioning of market forces, thereby strengthening the 

role and power of transnational enterprises in the inter

~ational economy, and reproducing and enriching their dominant 

market position. The use Gf transfer pricing could substan

tially deform the allocation of resources in the world 

economy with all detrimental development implications. 

Parallel to the process of the internalization of 

trade among countries, financial and monetary transfers are 

also to a great extent internalized. instead of multilateralism, 

declared by the IMF, transnational er:cerprises are actuall;y 

balancing an increasing part of thei:c transactions within their 

"internal" system, by bilateral payments channels, substantially 

private clearing arrangements. Today a certain tendency 

towards stronger mobility of production factors in the inter

n~tional market rather than inside national economies, in the 

op~ration of already established transnational enterprises, 

I 
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could be noticed. Such an internationalization of capital with 

prevailing intra-firm transactions is offered as a way of 

integrating world and mankind and the manifesting inter

dependency and as the most appropriate and efficient 

mechanism of resolving of world economic and political 

probleI!ls. 

The underlying idea of the ma.ximalization of indivi

dual profits is combined with the acceptance of the idea of 

the Code of Conduct for transnational corporations which 

is in contradiction with the tendency of internalization, mean

ing a substitution of the market forces and the principles of 

the "free trade". I::itra-firm trade is only free fa~ transna

tionals, while the foreign constituting members of the trans

national enterprises are in the subordinated, dependent po

sition. On the other hand the idea of the Code of Conduct 

is based on the belief in the necessitj of intervention as 

a corrector of market mechanisms. 

The analysis of the internalization of international 

economic relations by transnationals is demonstrating certain 

modificati~ns of in~ernational economic relations. In~er

nalization processes are expected to intensify in the future. 

But it cannot be mechanically extrapolated in the future, to 

what would at the final outcome mean the total inte_-nalization 

of internation~l mc:.rket. Nevertheless, the tendency towards 

internalization of substantial parts of international economic 

relations by vertical, horizontal and conglomerate directives 

i~ introducing in the int~.cnational division of labour many 

new elements. Economic policy instruments as well as the 

whole institutional framework of international economics is 
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becoming insufficient and unefficient. T~erefore it is 

necessary to seek new instruments of economic policy as 

well as the system of international economic relations which 

could be sufficiently efficient in influencing the internal 

transactions within the system of transnar.ional ente.:"pri~es. 

The comprehensive activities of transnational enter

prises, to a large extent internalized and flexible, are of 

such a nature, that they are difficult to control by ordin~ry 

instruments of economic policy. Apart from t~e necessity of 

seeking new mechanisms and instruments for the cont~ol and 

regulation of such activities, especially internalized ones, 

it is necessary to search for ways to actively utilize the 

advantages which the real, symmetrical processes of inter

nationalization of produ~tion can of fer. This is e: , ially 

relevant for developing countries and t~eir participation in 

the international division of labour, international economy 

as well as the effectiveness of their systems of stimulating 

export. In such new circumstance£\ traditio~al export promotion 

measures could not be sufficiently effective. Export and 

import are more and mo.:e the result of so called long-term 

business technologictl. co-operation with foreign partners. 

Therefore developing countries have to strengthen the in

ternationalization of the activities of the~r enterprises 

also as the vehicles fer promotion of their exports. 

In other words the strengthening of the tendencies 

toward internalization of international economic relations 

additionally and unavoidably necessitates the eotablishment 

of a complex long term strategy of developing c~untries vis-

' 
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-a-vis transnational enterprises. To be effective it has to 

be both, de~ensive, seeking the minimization of costs of such 

a co-operation, an~ active maximizing the advantages of the 

global combination of production factors. 

~ -- . - - -
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