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Abstract

The growing platform economy has revived the debate on the applicability of
internalization theory in contemporary contexts. In moving this debate
forward, we draw on insights from hybrids research and property rights
theory to complement the internalization school. Our core contribution lies in a
reconceptualization of platforms as a hybrid organizational form enabling the
exchange of property rights between platform owners and complementors.
Using social platforms as an example, we propose that improvement in a host
country’s intellectual property protection will increase the multinational
platform’s (MNP) level of internalization, and that the platform firm’s
governance capabilities may weaken the effect of institutions on its operation
mode. Our theoretical analysis yields new insights beyond the received view of
internationalization that builds on the assumption of internalized proprietary
resources. We conclude that internalization theory, as an overarching paradigm
in IB, remains adaptable to new organizational forms in the digital economy.
Journal of International Business Studies (2022) 53, 1805-1816.
https://doi.org/10.1057/s41267-022-00506-w

Keywords: internalization theory; property rights; platforms; user-generated content;
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INTRODUCTION

International business (IB) research has long maintained that
multinational enterprises (MNEs) primarily compete on proprietary
intangible assets, among other resources and capabilities (Dunning,
1988). Institutional deficiencies that raise transaction costs, and
particularly appropriability hazards in the host country, will lead
MNE:s to internalize the production and exchange of value-creating
resources (Oxley, 1999; Zhao, 2006). Underlying this literature is
the assumption that the advantages an intellectual property (IP)
accrues to an MNE is attributable to asset ownership (Dunning &
Lundan, 2008).

This assumption seems much contested by recent research on
digitalization. IB scholars and policymakers have drawn significant
attention to a new organizational form, digital platforms, which
underpins emerging patterns of internationalization in the modern
digital economy (Verbeke & Hutzschenreuter, 2021). Platforms
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refer to a stable set of common technological
resources, standards and capabilities for organizing
the production of complementary products, and
curating an Internet-based intermediary for the
exchange between customers and suppliers of
complementary products (Chen, Tong, Tang, &
Han, 2022). Unlike conventional MNEs, multina-
tional platforms (MNPs) derive advantages from
both their proprietary resources and complemen-
tary resources, to which platform firms themselves
do not possess legal ownership rights (Li, Chen, Yij,
Mao, & Liao, 2019). That poses notable challenges
to our understanding of internationalizing firms,
which rests upon their internalized resources.

One of the challenges emerged concerns whether
platforms, relying much on the externalization of
productive activities (Chen, Shaheer, Yi, & Lj,
2019), warrant explanations lying beyond transac-
tion cost thinking. Some scholars submit that
platforms represent a distinctly new organizational
form (Banalieva & Dhanaraj, 2019), while others
demonstrate that they lie between the polar cases
of markets and hierarchies and should fit in the
eclectic category of hybrids (Hennart, 2019). To
push the debate forward, we seek to provide a
unifying account. We show that platforms remain,
at the very essence, compatible with modern
extensions of internalization theory (Liesch, Buck-
ley, Simonin, & Knight, 2012; Narula, Asmussen,
Chi, & Kundu, 2019), although gaining a fuller
understanding requires insights from hybrids
research and property rights theory.! What distin-
guishes MNPs from modern MNEs is that the
former ‘quasi-internalize’ complementors’ produc-
tive capabilities through the exchanges of property
rights, instead of formally instituted market trans-
actions or the purchase of partners’ assets. This
conceptual underpinning allows us to explore what
determines MNPs’ mode of operation in interna-
tional markets.

To illustrate this point, the paper uses social
platforms as an example. For social platforms such
as YouTube and TikTok, a significant amount of
value accrues from user-generated content (UGC)
(Zhang & Sarvary, 2015), of which users around the
world, instead of the firm, create and own the
property rights (i.e., copyrights). A fundamental
idea of our conceptualization contends that social-
platform firms devolve some degree of decision
rights, such that users can access the platform
interface and contribute original content (Tiwana,
Konsynski, & Bush, 2010); in return, platform firms
will gain and deploy the rights to distribute and

commercialize the UGC, from which their revenues
accrue. While other forms of externalization such
as outsourcing appear fueled by better enforcement
of IPR (Liesch et al., 2012), we argue that deficien-
cies in IPR protection are in favor of inter-firm
collaboration between platform owners and com-
plementors while improvement in IPR regimes will
lead to greater internalization in a host market.
This departs from the conventional view that MNEs
resort to hierarchical governance in weak IP insti-
tutions (Oxley, 1997; Rugman, Verbeke, & Nguyen,
2011). We further posit that the platform owner’s
governance capability may weaken the impact of
institutional environments on operation mode, in
that private governance may substitute for public
governance that country institutions confer. This is
to highlight the distinctive role of governance
capability for modern multinationals in generating
advantages for the ecosystem they establish (Li
et al., 2019).

The paper contributes to the literature on several
fronts. First, in bridging the gap between platform
research and internalization theory, we demon-
strate how platforms, increasingly regarded as a
hybrid form (Chen et al.,, 2022), fit the ongoing
extensions of internalization theory that center on
fragmented production and network relationships
(Narula et al.,, 2019). We submit that instead of
invoking hierarchies to overcome market failures
(as MNEs would do), MNPs externalize non-core
productive capabilities (e.g., content production)
and deploy a non-integration organizational
arrangement to recombine assets (Narula & Ver-
beke, 2015), an idea at the heart of modern
internalization theory. Hence, we call for platform
research to join force with the established IB
literature in understanding contemporary multina-
tionals. Second, we further conceptualize platforms
as a distinct hybrid organization that enables
resource deployment by transferring the right to
exploit global users’ intellectual property to the
platform firm. While recent internalization
research has highlighted the divergence of MNEs’
decision rights from payoff rights (and ownership)
(Chi & Zhao, 2014), we offer fresh insights by
examining how platform firms obtain control over
the use of externally owned, worldwide resources to
generate economic rents. That unveils a new orga-
nizational mechanism for the ‘hub’ firm to exploit
‘ecosystem-specific advantages’ in the digital econ-
omy (Li et al.,, 2019), beyond what has been
discussed in the quasi-internalization literature
(Narula et al., 2019). Third, we enrich the
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institutional perspective in IB. Assuming MNEs are
the IP owner, prior research has widely examined
firms’ governance of deployment of proprietary
resources in the host country (Oxley, 1999; Rug-
man et al.,, 2011; Santangelo, Meyer, & Jindra,
2016). Instead, we shed light on the impact of host-
country IP protection on platform firms’ sourcing
of and profiting from external resources, recasting
platform firms as the ‘licensee’ in global markets.
We provide a complementary lens to the received
view that resources like intellectual property “con-
fer value only if supported by a favorable property
rights regime” (Verbeke, 2013: 6).

THEORIES

Internalization Theory and Trends

of Externalization

IB as a field is largely built upon internalization
theory, which explicates how the level of transac-
tion costs for productive resources (e.g., intermedi-
ate products, knowledge, and distribution)
determines the comparative efficiency of different
organizational forms, and by extension, explains
the raison d’etre of the MNE (Buckley & Casson,
1976; Hennart, 1982). Transaction costs arise
because writing and executing a reliable contract
for the use of technology requires adequate speci-
fication of property rights and effective monitoring
and enforcement of contractual terms (Coase,
1960). Such market imperfections become particu-
larly salient in international markets where insti-
tutional environments (e.g., [PR regimes) can vary
significantly from that of the home country (Zhao,
2006). An important assumption of the internal-
ization thesis lies in proprietary resources, which
are deemed “a sine qua non for the MNE” (Narula
et al.,, 2019: 1233). That has led theorists to
characterize firm-specific advantages as not only
the focal unit of cross-border transactions but also a
determinant of the organizational forms taken
(Rugman & Verbeke, 1992).

Meanwhile, phenomena of modern MNEs, such
as offshoring and outsourcing, global value chains
(GVCs), and the ‘global factory’, have drawn grow-
ing attention to quasi-internalization or external-
ization as the rising mode of organization (Strange
& Humphrey, 2019). Externalization increasingly
refers to cases where the control boundary of the
firm diverges from its ownership boundary (Narula
et al., 2019), including a myriad of organizational
forms (Narula, 2001). As Liesch et al., (2012: 15)
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summarize, the scale and scope of MNEs’ cross-
border economic activities may become a question
of involvement rather than investment, to the extent
that we need “a complementary explanation to
internalization theory” for disaggregated value-cre-
ating activities that characterize modern MNEs.
Various ways of involvement (i.e., externalization)
may be driven by value-creating considerations
(e.g., in accessing others’ productive capabilities),
instead of the sole logic of cost minimization
(Martinez-Noya & Narula, 2018). In line with this
trend, IB scholars have advanced the idea of
‘ecosystem-specific advantages’ in accounting for
digital platform firms’ utilization of external
resources in international markets (Li et al., 2019).

Hybrids and Property Rights

There is an increasing appreciation in IB that
externalization can generate economic value by
tapping into productive capabilities held by other
agents (Jacobides & Hitt, 2005; Kedia & Mukherjee,
2009), and that MNEs could be specialized in
externalization rather than internalization (Narula
et al., 2019). Much discussion has revolved around
the constellation of various organizational forms
for accessing external capabilities in foreign mar-
kets (Narula, 2001). One important insight is that
externalization is not always ‘the market’ but could
be a rich variety of hybrid organizational forms
(Williamson, 1991), or as Hennart (1993) calls
them, ‘the swollen middle’. Hybrids involve “le-
gally autonomous entities doing business together
... and sharing or exchanging technologies, capital,
products and services, but without a unified own-
ership” (Ménard, 2004: 160). Such interfirm rela-
tionships are only weakly contractualized, and the
linkages are rooted in technological complemen-
tarities or organizational synergies (Thorelli, 1986).
Hybrids may be an optimal mode when markets are
perceived as unable to adequately bundle the
relevant resources and capabilities (Teece & Pisano,
1994) and when integration would otherwise
reduce flexibility by creating irreversibility and
weakening incentives (Tong & Reuer, 2007).

IB scholars have discussed extensively relational
contracting as an exemplary form of externaliza-
tion, as opposed to arm’s length dealings (Kano,
2018).? An often-understated aspect of hybrids is
the precise mechanisms for allocating resources in
hybrids, a prominent one being property rights
(Cuypers, Hennart, Silverman, & Ertug, 2021).
Narula et al., (2019: 1245) note in passing that
quasi-internalized MNEs can exert significant
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control over external partners “through effective
means of partitioning and enforcing the property
rights to the operations”. In fact, there is an
inherent link with hybrids in property rights the-
ory, an intellectual cousin of internalization theory
that derives, too, from Coase (1960).3 Hybrids can
be seen as arrangements in which two or more
partners pool or transfer strategic decision rights,
while simultaneously retaining distinct ownership
over key resources, so that they require specific
devices to coordinate their joint activities and
arbitrate the allocation of payoffs (Ménard, 2004).
Taking this idea forward, organization theorists
have recasted firm resources as bundles of property
rights (Kim & Mahoney, 2010). Property rights
sanction the behavioral relations among decision-
makers in the use of potentially valuable resources
(Foss & Foss, 2005; Kim & Mahoney, 2002). As with
any other property rights, private ownership of
intangible resources, such as intellectual property,
is not a monolithic right granted to one individual,
but involves a range of privileges, including the
decision rights to exclude non-owners from access,
to use and change the form of the resource, and to
sell or transfer the resource to others, as well as the
payoff rights to appropriate rents from use of and
investments in the resource (Alchian & Demsetz,
1972; Libecap, 1989).* Property rights theory pre-
sents a useful theoretical lens to understand de
facto resource ownership, i.e., how firms employ
resources nested beyond their legal boundaries
(Santos & Eisenhardt, 2005). That is key to exam-
ining economic value jointly created by a complex
network of partners (Klein, Mahoney, McGahan, &
Pitelis, 2012), such as in the case of platforms.

Platforms as a New Hybrid Organizational Form

Platforms are a typical example of externalization
as they divest non-core, generic activities and focus
on core competences that can maximize organiza-
tional value so as to attain economies of co-
specialization—a point well made by Banalieva
and Dhanaraj (2019) but also related broadly to
modern MNEs (Kedia & Mukherjee, 2009).> Inter-
nalization research has attributed the adoption of
externalization to worldwide markets for market
transactions (Liesch et al.,, 2012), distribution of
specialized competences across firms (Narula,
2001), and firms’ capabilities for coordinating
external relationships (Lee, Narula, & Hillemann,
2021). In our view, platforms represent an alterna-
tive form of externalization that arises because

digital technology and modular architecture can
much facilitate exchange relationships.®

Specifically, why organizing as a platform (in-
stead of arm’s length dealings or hierarchies)? The
choice of a specific organizational form depends on
“the anticipated complexity of decomposing tasks
among partners and of coordinating across organi-
zational boundaries” (Gulati & Singh, 1998: 782).
On the one hand, the modular architecture under-
lying platforms promotes division of labor because
of low costs of ‘unbundling’ operations (Baldwin &
Woodard, 2009), similar to what underpins frag-
mented production in GVCs (Elia, Massini, &
Narula, 2019). On the other hand, productive
capabilities and the resulting modular innovations
(produced by external partners) are recombined ex
post by platform customers to suit their own
heterogeneous needs, rather than internally by
the firm (Yoo, Boland, Lyytinen, & Majchrzak,
2012), thereby ruling out integration as the pre-
dominant mode of organization. IB researchers
have sought to understand the specific form of
externalization underlying platform ecosystems
(Chen et al., 2019). Given the premise that locally
sourced complementary resources are crucial to an
MNP’s value creation in a host country (Stallkamp
& Schotter, 2021), scholars frame both the resource
position contributed by local complementors and
the platform firm’s orchestration as key compo-
nents of ‘ecosystem-specific advantages’ for MNPs
(Li et al., 2019).

While it appears that platform organization
enables the trading of the use of local complemen-
tary resources in a similar way as depicted in the
traditional bundling model of foreign entry (Hen-
nart, 2009), it in fact departs notably from transac-
tions in a factor market. First, because of bounded
rationality, traditional market transactions are
made untenable. There is significant market uncer-
tainty over what local complementary resources
should be contracted for and at what level to price
them.” For instance, IP owners (e.g., mobile game
developers) and potential ‘licensees’ (e.g., Apple
and Google) have little a priori knowledge of how
much a locally produced game would be worth for
both local and global smartphone users. Second,
contracting involves high levels of rigidity; that
renders it too costly to continuously refine a
contract in encapsulating all ex post adaptations
(e.g., updates on game features) (Chen, Wang,
et al., 2021; Chen, Yi, et al., 2021; Chen, Zhang,
et al., 2021), suggesting irremediable market fail-
ures in eliciting services of external productive
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capabilities.® As opposed to trading in a local factor
market, platforms constitute a unique non-integra-
tion organizational form that, in light of uncer-
tainty, can economize on ex ante bounded
rationality and facilitate ex post adaptations (Chen
et al., 2022). As a plethora of legally autonomous
actors put themselves under informal authority of
the platform firm, “adaptations can be made...with-
out the need to consult, complete, or revise inter-
firm agreements” (Williamson, 1979: 253).° This is
much in line with how hybrids are defined (Wil-
liamson, 1991).

Following the property rights perspective (Libe-
cap, 1989), we could argue that platforms institute
the use of external resources by enabling exchanges
of bundles of decision rights in realizing economies
of co-specialization. Platform owners transfer to
local complementors bundles of property rights to
the platform resources, such as the platform inter-
face and development toolkits. These primarily
include the decision rights to develop complemen-
tary products independently as enabled by the
platform technology, and to distribute those prod-
ucts to platform customers (local and abroad), as
well as the rights to capture a share of the resulting
payoffs. In return, platform owners may obtain
some decision rights to the use of local comple-
mentors’ resources (including the right to prohibit
unauthorized access and use by others) and payoff
rights. Instead of negotiating the price of an IP with
a licensor (i.e., complementor) ex ante, platform
owners share ex post payoffs from utilizing the IP.
The ‘price’ paid to the IP owner partly depends on
market performance (an element of market incen-
tives), and is under the platform firm’s hierarchical
control as it can adjust, on an ongoing basis, data
traffic at its discretion (an element of hierarchies).'®

To further our understanding of MNPs’ interna-
tional operations, we use social platforms as an
example to explore their operation mode under
varying institutional environments. We take two
inspirations from classic theories. First, ownership
of a resource refers to ownership of certain property
rights to that resource, and property rights should
belong to the party with the economic incentive
and ability to maximize utilization of the resource
(Coase, 1960). Second, the initial assignment of
decision rights, as well as the expected distribution
of payoffs, will influence ex ante investments of
complementors (Hart & Moore, 1990). Unlike mar-
ket transactions, transfer of decision rights does not
involve contingent claim contracts that fully
describe complementors’ responsibilities and rights
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for future contingencies (Kim & Mahoney, 2005). It
instead relies on rights reallocation by the platform
firm that can create appropriate economic incen-
tives for ‘owners’ of each bundle of rights (Tiwana
et al.,, 2010). We develop propositions based on
these two fundamental ideas.

Social Platforms and Institutional Environments
Platforms create value by reducing frictions and
barriers that would otherwise inhibit users from
exchanging with one another (Zhu & Iansiti, 2012).
Social platforms constitute one of the predominant
categories of digital platforms (Cennamo, 2021).
The very value of social platforms lies in facilitating
and channeling users’ expression of ideas, often
through audio-visual or image content creations
(i.e., UGC). The fact that most contents created on
a social platform are intangible and their value is
hard to assess renders it an intriguing organiza-
tional form substituting for traditional factor mar-
kets. Research shows that complementors’ ability to
appropriate returns from their innovation depends
on their ownership of formal IPR (Ceccagnoli,
Forman, Huang, & Wu, 2012; Huang, Ceccagnoli,
Forman, & Wu, 2013). The major type of IPR in
social platforms is copyrights, which protect orig-
inal work of authorship fixed in any tangible
medium of expression.'!

Like other types of IPR, copyrights only have
monetary value when exploited to produce some
economic benefit for the owner. Copyright owners
can exploit UGC given their right to grant a license
to reproduce, distribute, perform, or display the
copyrighted work to the public and obtain a royalty
for granting the right (Besen & Raskind, 1991). On
the one hand, a significant amount of productive
capabilities (i.e., human capital) in social platforms
tend to be inalienable (i.e., must remain in the
control of heterogeneous complementors to gener-
ate most value), leading the platform to rely on
complementors’ specific investment in developing
original and valuable informational content. On
the other hand, platforms’ specific investments
pave the very ground for UGC and its exploitation;
the servers and interfaces provided by the platform
are necessary for content creation and posting
(OECD, 2007). That gives the platform firm rights
to use and change the form of user contributions
and to earn the resulting incomes (Alchian &
Demsetz, 1972). In practice, the platform firm often
imposes mandatory terms of copyright sharing and
complimentary licensing in return for giving users
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platform access. As the Facebook Terms of Service
unequivocally states:'?

By posting User Content to any part of the Site, you

automatically grant... to the Company an irrevocable,

perpetual, non-exclusive, transferable, fully paid, worldwide
license (with the right to sublicense) to use, copy, publicly
perform, publicly display, reformat, translate, excerpt (in
whole or in part) and distribute such User Content for any
purpose, commercial, advertising, or otherwise, on or in
connection with the Site or the promotion thereof, to
prepare derivative works of, or incorporate into other works,
such User Content, and to grant and authorize sublicenses of
the foregoing.
While users retain de jure ownership right to the
original content they create, platform firms can
deploy UGC for advertising and third-party con-
sumption from which to accrue their own payoffs
(Sun & Zhu, 2013). This is because, in Teece’s
(2014) terms, platform owner’s proprietary owner-
ship of the critical productive resource renders
complementors dependent on the platform in
commercializing their innovations.

Despite the born-global nature of many social
platforms, the platform literature in general, and
our understanding of social platforms in particular,
have yet to fully incorporate IB insights. IB scholars
have long examined the impact of local institu-
tional deficiencies on MNE boundary (e.g., Santan-
gelo et al., 2016). Following this tradition, we focus
on IPR regimes given that the contents shared on
social platforms — a core component of ‘ecosystem-
specific advantages’ — are copyright protected and
closely affected by the formal IPR environment. We
link our conceptualization to the fundamental
question of IB research and internalization theory
(Buckley, Doh, & Benischke, 2017): what determi-
nes organizational boundary in international
expansion.

First, following Teece (2014), we consider how
the level of dependence of complementors on
platform owners may vary with the strength of
IPR regimes, which in turn will affect social
platforms’ boundary in externalizing content pro-
duction in a country. Classic theory maintains that
in response to changes in the external environ-
ment, property rights will be reassigned to the party
who can generate greater economic value from
utilizing that bundle of property rights (Coase,
1960; Demsetz, 1967). In institutional environ-
ments where the formal IPR regime is weak, copy-
right owners (i.e., content creators) face heightened
appropriability hazards in the IP market and sub-
stantial transaction costs of going on the market on
their own (Liebeskind, 1996), since few customers

would pay to access unprotected content. Given
that platform firms occupy the nexus of multilat-
eral relationships (Boudreau & Hagiu, 2009), they
have significant information advantage regarding
how to best appropriate the value of the UGC,
where to induce value-creating derivative use, and
to whom to transfer rights to further commercialize
the UGC. Those information processing compe-
tences allow platform owners to direct resources
efficiently in such an institutional environment
(Alchian & Demsetz, 1972). Therefore, copyright
owners will accede to the direction and restriction
of a ‘central coordinator’ because of the expected
gains from this efficient coordination (Broekhui-
zen, Lampel, & Rietveld, 2013), turning themselves
into complementors for a platform and particularly
for an MNP that imposes more stringent IP protec-
tion."> Conversely, from the platform owners’
viewpoint, they are subject to significant appropri-
ability hazards should they choose to offer propri-
etary content in a weak IP environment.'* For
example, local rival platforms (and their users) may
port content from MNPs and generate revenue
without the latter’s consent and without them even
knowing it. Facing uncertain returns to R&D due to
potential IP infringement, they would rather ‘del-
egate’ content creation to third-parties and share
profits ex post. Because copyrights are enforced
through costly litigation for individual IP owners
(Liebeskind, 1996; Besen & Raskind, 1991) and
because of economies of co-specialization, exter-
nalizing content production (i.e., non-core activi-
ties) tends to be the default mode of operation for
social platforms.

Yet, as IPR regimes improve, copyright owners
(i.e., complementors) will benefit from reduced
transaction costs in trading the use of UGC in the
factor market. Because of attenuated appropriabil-
ity hazards, they can engage in efficient bargaining
by delineating in a contract what utilizations are
permitted with the UGC they create. Establishing,
enforcing, and profiting from IPR no longer relies
on significant investment by the platform firm,
resulting in its diminished ability to claim rights to
make value-creating and payoff-relevant decisions
associated with UGC. On the other hand, platform
firms also face reduced appropriability hazards in
exploiting their proprietary content, from which
their distinct market positioning, and by extension,
competitive advantage can accrue (Cennamo,
2021). Therefore, we expect IPR regimes to shape
MNPs” mode of operation. In weaker IPR regimes,
social platforms will more likely and more
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extensively externalize content production to com-
plementors. As IP protection strengthens, social
platforms will be more willing to increase the level
of internalization and produce more platform
proprietary content.

Proposition 1: The formal IPR environment in a
host country affects social platforms’ operation
mode, such that the level of internalization in
content production will increase as the IPR
regime improves.

While we submit that public institutions in a
host country shape the willingness of both plat-
form owners and complementors to collaborate
(i.e., externalization), underlying our theory is the
premise that platform owners have a certain degree
of capability to maintain complementors’ invest-
ment incentives despite institutional deficiencies
and appropriability hazards. Prior research suggests
that MNEs tapping into external innovative talents
can rely on internal organization to sidestep appro-
priability hazards in weak IP countries (Zhao,
2006). Drawing upon this view and the more recent
account of ecosystem governance (Li et al., 2019),
we argue that the capability of governing the
ecosystem may partially substitute for the role of
host-country public institutions in determining an
MNP’s internalization.

We define governance capability as a firm’s
capacity to efficiently orchestrate value-creating
activities of (external) resources on which it can
exert some degree of control and from which it can
generate economic rents. Platform owners assume
the role of governing the ecosystem given their
ownership of the platform technology (Chen et al.,
2022). Building on the platform governance liter-
ature, we argue that governance capabilities are
critical for MNPs on three fronts. First, governance
by the ‘hub’ firm establishes ecosystem rules, to the
extent that MNPs can implement ecosystem-speci-
fic norm of IPR appropriation in utilizing external
resources. For instance, YouTube deploys a digital
fingerprinting system called Content ID allowing
complementors to block copyright-infringed con-
tents or otherwise claim revenues earned by those
contents. Stronger enforcement of IP reduces the
level of appropriability hazards complementors
face in comparison to rival platforms or IP markets.
The ability to establish personal IP (and a loyal
fanbase) on the focal MNP will enhance comple-
mentors’ ex ante investment incentives. In this
regard, private governance of the ecosystem

1811

overshadows the level of public institutional devel-
opment (Boudreau & Hagiu, 2009), at least in
determining operation mode.

Second, governance regulates the interaction
among complementors. Governance capabilities
determine whether the platform firm is able to
nurture an environment that is conducive to
original content creation. The cost of content
creation depends on the extent to which users
can borrow from, or build on, earlier works which
may well be copyright protected (Besen & Raskind,
1991). Holding decision rights to contents created
around the world, MNPs may facilitate local con-
tent contributions by allowing complementors to
build on those user-generated or licensed works
that are otherwise copyright protected (Nagaraj,
2018). For instance, TikTok makes available to
content creators a tremendous library of popular
music tracks, free of cost, for them to use in their
video clips. Doing so enables complementors to
continuously produce high-quality new content at
a high pace, a prominent appropriability strategy in
its own right (Chen, Zhang, Li, & Turner, 2021;
Miric, Boudreau, & Jeppesen, 2019).

Third, governance helps shape the relationship
between complementors and other ecosystem par-
ticipants. MNPs with high levels of governance
capabilities may reallocate decision rights favorably
such that complementors can obtain more control
over how to commercialize their content on the
platform, along with favorable distribution of pay-
off rights for complementors (Sun & Zhu, 2013).
For example, TikTok boasts a Creator Marketplace
providing analytics-based information to match
global influencers with ad sponsors, while Insta-
gram has introduced Creator Shops turning an
influencer’s Facebook and Instagram pages into
online storefronts so that her followers can pur-
chase products in the affiliate e-commerce market-
place seamlessly. The former enables TikTok
creators to customize and set prices for their UGC
(i.e., greater decision rights). The latter allows
Instagram influencers to take a cut of the sales of
the products they recommend (i.e., greater payoff
rights). These will strengthen complementors’ ex
ante willingness to make platform-specific invest-
ment, weakening the impact of market failures and
public institutions.

In extending the idea of ‘ecosystem-specific
advantages’ (Li et al., 2019), we submit that plat-
form owners’ governance capabilities can
strengthen the incentives of complementors’
resource contributions, and enable MNPs to
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maximize the utilization of, and profit from, exter-
nally owned resources. In so doing, they help
enhance the value created by an MNP without
incurring the production cost associated with pro-
prietary contents. Hence, strong governance capa-
bilities may overpower the influence of host-
country IPR regimes on an MNP’s degree of
externalization.

Proposition 2: Social platforms with stronger
governance capabilities are less likely to be
affected by host-country IPR regimes in deter-
mining operation mode (i.e.,, the level of
internalization).

DISCUSSION AND CONCLUSION

In this paper, we draw on hybrids research and
property rights theory to complement the internal-
ization school in accounting for platform organi-
zation, which has attracted growing attention from
IB scholars. Our conceptual analysis centers on the
organizational mechanisms of platforms. Using
social platforms as an example, we develop propo-
sitions regarding the impacts of institutional pro-
tection and governance capabilities on MNPs’
operation mode. As a result, we contribute to the
literature in three aspects.

First, we advance the IB debate on platforms.
While some scholars have suggested that network-
based platform organizations represent a distinctly
new organizational form that is unaccounted for by
conventional theory (Banalieva & Dhanaraj, 2019),
others argue that platforms are much in line with
hybrids (Hennart, 2019). Recent platform research
has more explicitly suggested a link between plat-
forms and hybrids (Chen et al., 2022; Kretschmer,
Leiponen, Schilling, & Vasudeva, 2020). We further
develop this view and stress that platforms, as with
many other hybrid forms, transfer decision rights
(and payoff rights) across fixed firm boundaries.
They rely on “partners who maintain distinct
property rights and remain independent claimants”
(Ménard, 2004: 351) but become affiliated with the
same ecosystem without formal contractual rela-
tions (Gulati, Puranam, & Tushman, 2012). Prior IB
research on hybrids has primarily focused on
shared equity ownership in a firm (e.g., interna-
tional joint ventures), while a resource is deemed
the irreducible unit of analysis - it is either traded
on the market or internalized. Drawing on the
property rights perspective, we instead direct atten-
tion to firms’ rights to use a resource, an idea that

can be traced back to Penrose (1959), and we unveil
the specific mechanism of property rights exchange
that underpins the division of labor in inter-firm
collaboration (Gulati et al., 2012). We submit that
the decades of hybrids research in IB and beyond
will continue to offer substantial inspirations for
the MNP literature going forward.

Second, we nest our renewed conceptualization
of platforms in the broader efforts to extend
internalization theory. Internalization theory has
been developed and applied by generations of IB
researchers to suit contemporary organizational
phenomena. Recent development shows a growing
appreciation of externalization or quasi-internal-
ization that characterizes disaggregated value chain
activities (Narula et al., 2019). The main thesis
centers on MNEs’ sphere of influence that exceeds
beyond their legal boundary, in that modern MNEs
can coordinate external productive capabilities
using de facto control without resorting to de jure
ownership of the assets (Chi & Zhao, 2014). While
the retreat of firms’ ownership boundary echoes the
case of platforms (e.g., Airbnb often noted as “the
world’s largest accommodation provider owning
no real estate”), our conceptualization takes one
step further than extant research which attributes
externalization mainly to the ‘hub’ firm’s behav-
ioral control of partners (Kano, 2018; Teece, 2014).
We elucidate how digital technologies and plat-
form organization enable firms to obtain and
reallocate decision and payoff rights to externally
owned resources, and as a result, orchestrate a

value-creating ecosystem that span national
borders.
Finally, our conceptualization leads to

testable propositions that can yield new insights
for institutional research in IB. IB research has long
taken for granted that MNEs are the IP owner and
thus paid much attention to firms’ governance of
deployment of proprietary resources in the host
country (e.g., Santangelo et al., 2016). In contrast
to the received wisdom that MNEs rely on hierar-
chical governance in weak IP institutions to pre-
vent unwanted rent dissipation (Oxley, 1997;
Rugman et al.,, 2011), we argue that institutional
deficiencies are in favor of externalization by MNPs.
On the other hand, much neglected is the fact that
platform firms, even Facebook, may themselves be
the owner of proprietary IP (‘Site Content’ as in
Facebook’s Terms of Service) (Zhang & Sarvary,
2015). We maintain that in strong IPR regimes,
legal protection of copyrights may serve as an
isolating mechanism increasing the platform'’s
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capacity to exploit proprietary resources and the
extent of internalization. Furthermore, in recogniz-
ing the substitutive relationship between private
and public governance, we highlight the critical
role of governance capabilities for ‘hub’ firms to
establish and exploit ‘ecosystem-specific advan-
tages’. Our conceptual arguments lead to the view
that stronger capabilities may render an MNP more
efficient in utilizing external resources and less
prone to adjust operation mode as institutional
protection changes. This is consistent with the
prior finding that MNEs can utilize internal orga-
nization to counter the appropriability hazards in
the external environment when performing inno-
vation activities in weak institutions (Zhao, 2006).

While our theory of MNPs draws on the classic
property rights perspective and should be general-
izable beyond the current context, how different
categories of platforms (e.g., exchange platforms
and innovation platforms) may introduce specific
boundary conditions remains to be examined. One
might also wonder if and the extent to which
strong capabilities could help MNPs internalize
content production in weak IPR regimes owing to
their improved ability to manage and protect
copyrights. We encourage IB scholars to continue
this inquiry empirically by, for instance, comparing
the extent of proprietary content production by an
MNP in different major markets, or the changes of
operation mode by rival MNPs in a given market
where an abrupt change in public institutions is
introduced.
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NOTES

'"We use the label ‘internalization theory’ to refer
to a broadly defined paradigm given that different
incarnations of the theory share “a common set of
principles and epistemology” (Narula et al., 2019:
1232).
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That echoes a conceptual transition in institu-
tional economics that drifts away from the
mechanical details of how production is arranged
(i.e., internal vs. external) toward a focus on how
the relationships between production partners are
governed (Milgrom & Roberts, 2009).

*Property rights theory shows broad consistency
with internalization theory in at least two aspects:
the definition of integration as the unification of
control, and the focus on contract imperfections as
a necessary condition for integration to matter
(Gibbons, 2005).

“This is consistent with internalization theory
where market-vs.-hierarchy is essentially a means
to transfer control over some attributes of a
resource from the resource owner to another party
who values the resource most. However, extant
research on hybrids, such as alliances, has much
more to say about shared ownership in a firm rather
than of a resource. In understanding property
rights partitioning that underpins platforms, we
focus specifically on the transfer of decision rights
to use or appropriate rents from a resource.

>That seems to suggest an inherent but under-
stated connection between the nascent platform
literature and the more established view of exter-
nalization in IB.

®We acknowledge that this paper focuses on
digital platforms while other types of platform
organizations such as shopping malls and open
innovation centers are also prominent hybrid
forms. We thank a Reviewer for this insight.

’Such uncertainty has inspired the view that
complements may have optionality value for the
platform firm who has little a priori knowledge
about what to ‘buy’ or ‘make’ in complementary
markets (Toh & Agarwal, 2020).

8Under non-integration, the platform firm would
have to sign elaborate contracts with each comple-
mentor for producing complements that are deter-
mined and agreed upon ex ante, a situation that is
rather untenable because of market uncertainty
and bounded rationality and may lead to collec-
tively inefficient haggling ex post (Williamson,
1985).

By contrast, traditions of internalization theory
often attribute market imperfections to Coasian
transaction costs, Arrow’s information paradox,
and opportunism.
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'%For example, Amazon unilaterally directed data
traffic away from high-performing complementary
products in attempts to improve value capture and
effectively reduce the ‘price’ paid to those con-
tributing complementors (Zhu & Liu, 2018).

"Contrary to patents for which property right
claims are specified ex ante, copyrights exist inde-
pendently of prior registration. For instance, the
photographs that a user takes and uploads to a
social platform are, without any action on her part,
regarded as intellectual property.

'2All other major social platforms share almost
identical Terms of Services in this regard.

While complementors may enjoy the agency to
switch to an alternative platform ex post, they are
often constrained by small numbers bargaining due
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