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Abstract: In this paper we investigate the simultaneous relationship between scope of internationalization and political risk in the foreign direct investment (FDI) portfolio of multinational enterprises (MNEs). We analyze a sample of 164 Spanish firms using a 3SLS simultaneous equation model and show that a higher level of political risk in the FDI portfolio leads to a broader scope of internationalization and vice-versa. We argue that firms can take advantage of their previous experience interacting with governments in risky locations when entering new markets and benefit from international diversification advantages. At the same time, companies with investments in a larger number of countries can adopt a more risk tolerating approach in subsequent investments and enter riskier locations where they expect higher returns as a consequence of lower competition and a more efficient leverage of their existing knowledge and routines. Our results emphasize the increasing relevance of market-political ambidexterity to be able to manage influences from both markets and governments simultaneously.
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Market-Political ambidexterity in Spanish MNEs. The simultaneous relationship between scope of internationalization and political risk

INTRODUCTION
Traditionally, political risk has been understood as a threat that MNEs try to circumvent to avoid negative host government interventions (Jiang et al. 2015). Host governments can behave opportunistically and adopt decisions contrary to the interests of the firm, such as expropriations, nationalizations, or unilateral modifications of the agreed conditions. This is especially the case when the bargaining power of the MNE is low due to technological obsolescence or sunk costs (Vernon, 1971; Kobrin, 1987). 
Drawing on the resource and capability-based view of the firm (Wernerfelt, 1984; Barney, 1991; Helfat & Peteraf, 2003; Helfat et al. 2007) and on the corporate political activity and non-market strategy literature (Baron, 1995; Hillman & Hitt, 1999; Hillman et al. 2004; Bonardi et al. 2006; Holtbrügge et al. 2007; Oliver & Holzinger, 2008; Doh et al. 2012), a new stream of the literature has emphasized that political risk is not totally exogenous to the firm and that potential opportunities may arise from it (Jiang et al. 2015). As shown in the European air transport sector (Lawton & Rajwani, 2011; Lawton et al. 2013), the U.S. electrical sector (Holburn, 2001; Holburn & Zelner, 2010), and in the internationalization strategy of Spanish MNEs (García-Canal & Guillén, 2008; Jiménez, 2010; Jiménez & Delgado, 2012), a proactive management of political capabilities can allow MNEs to more profitably interact with the authorities of the host country and gain competitive advantages in locations characterised by higher levels of political risk. 
	International Business scholars have studied a wide range of factors that influence how firms expand internationally (Doh et al. 2015) and this proactive approach towards political risk has indeed brought the attention of some scholars who have investigated the repercussions on the multinationality of the firm, especially on the scope of internationalization (Jiménez, 2010; Jiménez et al. 2014). In contrast, the reverse relationship (i.e. the impact of multinationality on the level of political risk that the MNE decides to assume in their international strategy) has not been investigated to the best of our knowledge. However, it would be a mistake to analyze this relationship in isolation, as the previously mentioned literature has demonstrated that this relationship is not unidirectional. 
As Li et al. (2013) point out, it is increasingly necessary that MNEs develop market-political ambidexterity and learn how to manage influences from both markets and governments simultaneously. This valuable, rare and hard to imitate ability can be considered an important source of competitive advantage given the pivotal role of market and nonmarket strategy for the firm´s success. Accordingly, the objective of this paper is to examine whether there is a simultaneous relation between political risk and scope of internationalization. More specifically, we argue that firms can take advantage of their experience interacting with host-country institutions in risky locations to enter new markets with fewer restrictions. Thus, we expect MNEs with an FDI investment portfolio comprising countries with higher levels of political risk to pursue internationalization strategies with a broader scope in order to benefit from international diversification advantages such as economies of scale, new knowledge, talent, etc (Hitt et al. 1997, 2006). Our unit of analysis to analyze political risk is therefore the FDI location portfolio of the MNE, rather than the classical dyadic approach of home-host country, as this approach allows us to take a broader, multi-actor conceptualization of the political risk faced by the company (Stevens et al. 2015). 
	We also argue that a higher scope of internationalization also plays a positive role on the level of political risk in the FDI portfolio. We support this claim building on arguments related to the gradual process of internationalization, strategic hedging and performance, and international experience. Firms with subsidiaries in a large amount of countries have probably invested already in most safe locations as a consequence of the risk aversion and gradual internationalization process (Johanson & Wiedersheim-Paul, 1975; Johanson & Vahlne, 1977, 1990; Welch & Luostarinen, 1988). Given their diversification and hedge against fluctuations (Solnik, 1973; Barkema & Vermeulen, 1998), they can be more risk tolerant in subsequent investments in countries where the higher risk also entails higher expected returns. Besides, their previous international experience reduces their perception of political risk as they are more likely to have learnt how to handle it from their previous best practices and mistakes.
To test our hypotheses we use a sample including the largest 164 Spanish MNEs. This contextualization is particularly appropriate for our research purpose given the prominent role across industries of several Spanish firms within global markets (Guillén, 2005) and the pivotal role of political capabilities in their internationalization strategy (García-Canal & Guillén, 2008; Jiménez, 2010), strategic choices (Poisson-de Haro & Bitektine, 2015) and risk/return relationship (Jiménez & Delgado, 2012).
	Our results contribute to the still incipient literature on market-political ambidexterity by showing empirical evidence of the mutual positive repercussions that a broader scope of internationalization and a higher level of political risk have one on the other. MNEs are increasingly subject to various market and nonmarket factors that can affect their behavior and performance, but it is important to realize that market and non-market strategies do not constitute two separate sets of decisions independent from each other (Jimenez et al. 2015). On the contrary, political ambidexterity can help firms manage the interactions with relevant market and political actors. We also contribute to the literature focused on the impact of institutional environment and internationalization on business management in general, and to the nonmarket strategy and political capabilities one in particular, by confirming the existence of this bidirectional positive relationship between international diversification and the level of political risk in the FDI portfolio. Previous experience dealing with political risk can constitute a very valuable resource for MNEs that allow them to transform apparent constraints and threats into opportunities for further expansion (Oliver & Holzinger, 2008; Jimenez et al. 2014) while, simultaneously, a broader scope of internationalization facilitates and encourages a proactive approach towards political risk.
[bookmark: _GoBack]
LITERATURE REVIEW AND HYPOTHESES
The influence of political risk on the scope of internationalization of MNEs.
Firms must manage risks and uncertainties arising from the global political economy when they conduct business abroad (Doh et al. 2015). Several authors have shown that MNEs tend to avoid investments in locations where political risk is high (Henisz & Zelner, 2001, 2002; Bengoa & Sánchez-Robles, 2003). Defined as the probability of a government using its monopoly over legal coercion to refrain from fulfilling existing agreements with an MNE, in order to affect the redistribution of rents between the public and private sector (Holburn, 2001), political risk may cause a great damage to MNEs either through direct (expropriation, nationalization) or indirect (forced renegotiation of previously agreed condition) ways. 
Drawing on the resource and capability-based view of the firm (Wernerfelt, 1984; Barney, 1991; Helfat & Peteraf, 2003; Helfat et al. 2007) and on the corporate political activity and non-market strategy literature (Hillman & Hitt, 1999; Hillman et al. 2004; Bonardi et al. 2006; Holtbrügge et al. 2007; Oliver & Holzinger, 2008; Doh et al. 2012), recent literature has shown that some MNEs behave differently and, instead, adopt a proactive approach towards political risk. Firms actively engage in political activities to get access to, inform and influence critical political actors and to build reputation (Luo, 2001; Ozer, 2010; Nell et al. 2015). Specifically, these firms are able to create and develop political capabilities[endnoteRef:2] that allow them to achieve competitive advantages through a better assessment of political risk, enhanced negotiation, litigation and lobbying skills, campaign contributions, coalition and networks formation or bribing (Holburn, 2001; Wan, 2005; García-Canal & Guillén, 2008; Jiménez, 2010, Jiménez et al. 2014).   [2:  Political capabilities can be described as “organizational and strategic activities by which senior or acting representatives reconfigure, leverage and release political resources to achieve new resource configurations that enable the company to adapt to, anticipate or even shape changes in the corporate political environment” (Lawton et al. 2013, p. 230). Although beyond of the scope of this paper, see Lawton et al. (2013) for a review of the antecedents of political capabilities and Oliver & Holzinger (2008) for a discussion on the different strategic uses of them.] 

Lawton et al. (2013) describe political capabilities as “organizational and strategic activities by which senior or acting representatives reconfigure, leverage and release political resources to achieve new resource configurations that enable the company to adapt to, anticipate or even shape changes in the corporate political environment”. Political capabilities can represent a vital resource in the firm’s strategy and constitute a valuable source of competitive advantages (McWilliams et al. 2002). This is because they are characterized by a high level of tacitness and embeddedness that make it difficult for competitors to imitate (Amit & Schoemaker, 1993).
The specific content of political capabilities is heterogeneous and company-specific and it can be related to human capital, organizational structure and/or network relationships (Lawton et al. 2013) and it is mainly based on specific heuristic processes for interacting with political institutions and influencing the policy choices (Eisenhardt & Martin, 2000). Together with organizational attributes such as size or age, available information and groups of reference, firms can benefit from their previous experience in analogous situations (Henisz & Delios, 2001; Henisz, 2003). 
As Sun et al. (2012) emphasize, greater experience and exposure to political risk encourages firms to take a proactive approach towards political risk and try to take advantage of potential opportunities strengthening their corporate political ties with key political actors. As previously mentioned, previous experience in countries characterized by high levels of political risk is considered one of the key sources to develop political capabilities (Delios & Henisz 2003a, 2003b; Jimenez et al. 2014). Thus, firms who have already successfully invested in a country characterized by a high level of political risk will find it easier to make an investment in another risky location. In fact, experience accumulation is an important organizational learning mechanism through which organizations develop capabilities by transforming routines into knowledge (Zollo & Winter, 2002). 
MNEs with stronger political capabilities can enjoy preferential conditions when entering a country, reduced environmental uncertainty and lower transaction costs (Hillman et al. 1999), which allow them to invest in a greater number of countries to benefit from the advantages of international diversification such as economies of scale, new knowledge, talent, etc (Hitt et al. 1997, 2006). Finally, the high level of tacitness and embeddedness of political capabilities hinders the existence of internally-developed markets for them (Kistruck et al. 2013). Consequently, firms are incentivized to use geographical diversification to leverage their networks and operational routines and to expand their stock of strategic resources (Markides & Williamson, 1998).
These arguments lead us to propose the following hypothesis:

H1: A higher political risk in the foreign direct investment portfolio of a MNE has a positive impact on the scope of internationalization.

The influence of the scope of internationalization of MNEs on political risk.
	We argue that the scope of internationalization also represents a relevant factor to determine the level of political risk in the FDI portfolio and, therefore, the relationship between both constructs is bidirectional. We support our claim on a three-fold argument related to the gradual process of internationalization, strategic hedging and performance, and international experience.
	First, given the risk averse nature of both firms and managers, MNEs usually follow a gradual process in their internationalization process (Johanson & Wiedersheim-Paul, 1975; Johanson & Vahlne, 1977, 1990; Welch & Luostarinen, 1988). Typically, a firm would prefer to invest first in those countries where the level of risk is lower and only later invest in locations with higher levels of risk (Henisz & Delios, 2001; Henisz & Zelner, 2005). Accordingly, MNEs with a broader scope of internationalization are likely to be already present in those countries where the risk is lower. If the company wants to expand further, it will need to gradually invest in locations that require assuming a higher level of political risk.
Second, a higher scope of internationalization can be used to hedge the firm against systematic market risk so that subsidiaries in foreign markets doing well can compensate for those doing badly and the firm is less subject to local and regional fluctuations (Solnik, 1973; Barkema & Vermeulen, 1998). MNEs located in several countries can therefore reduce the overall risk they face by diversifying their investments throughout the world. Consequently, well-hedged firms can take advantage of this lower level of risk in their internationalization strategies to invest in locations characterized by higher levels of political risk but also higher expected returns (Brealey et al. 2005). Countries with higher levels of political risk may offer more opportunities for higher returns due to a lower level of competition (as some competitors do not dare to invest in that market) and also as a consequence of successful strategies building on political capabilities (such as advantageous conditions from governments with high political discretionality through skillful negotiation, lobbying, or even bribing) (García-Canal & Guillén, 2008; Oliver & Holzinger, 2008; Holburn & Zelner, 2010 Jiménez & Delgado, 2012).
 According to the Prospect Theory, individuals and organizations use points of reference when taking decisions regarding risk (Kahneman & Tversky, 1979; Laughhunn et al. 1980). Those who are below their point of reference (for instance the industry average) are more likely to take decisions implying higher levels of risk whereas those over the point of reference tend to be more risk averse (Siegel, 1957; Mao, 1970; Kahneman & Tversky, 1979; Laughhunn et al. 1980). Since well-hedged firms are subject to fewer systematic risk given their international diversification, they can be more risk tolerant and increase the level of political risk in their FDI portfolio looking for higher returns.
 Third, a broader scope of internationalization helps the firm accumulate experience and know-how about the different idiosyncrasies in the host markets where is located. Repeated engagement in an activity allows firms to infer from previous outcomes and adjusts actions and routines (Cyert & March, 1963; Levitt & March, 1988). Experience is in fact the best way to obtain strategic resources that are costly to trade (Markides & Williamson, 1996). By being exposed to a higher number of institutional environments, the firm is more likely to face problems or threats arising from the political arena and the firm can build on this experience to prevent or minimize these problems in subsequent investments. Running operations in a higher number of countries also increases the likelihood of establishing and fostering close interactions with authorities in some of these host markets and develop political capabilities that can be transferred to other contexts and jurisdictions (Holburn, 2001; Henisz, 2003). Overall, a higher international scope makes MNEs more experienced and this, in turn, reduces the perception of risk when investment in locations with higher levels of political risk as the firm has learnt how to handle it. 
These arguments lead us to formulate the following hypothesis:

H2: A higher scope of internationalization in a MNE has a positive impact on the political risk in its foreign direct investment portfolio.

METHODOLOGY
3.1. Sample
We collected information on all MNEs with more than 250 employees registered at the Instituto de Comercio Exterior (ICEX) [Foreign Trade Institute] and the www.oficinascomerciales.es website, (run by the Spanish Ministry of Industry, Tourism and Trade). We excluded those firms with a holding company controlling at least 50.01% of their share capital as they may follow a different internationalization strategy pursuing their ultimate owner´s goals. In total, the sample is composed of 164 Spanish MNEs with investments in 119 countries
The sources from which data was obtained were the SABI database (Sistema de Análisis de Balances Ibéricos [Iberian Balance Sheet Analysis System]) and the annual accounts of the firms themselves. Data was complemented with information taken from AEB (Asociación Española de Banca) and CECA (Confederación Española de Cajas de Ahorro) for the financial companies.

3.2. Model
To analyze the potential simultaneous positive relationship between political risk and scope of internationalization we rely, as statistical technique, on the simultaneous equations model. Given this bilateral relationship and the endogenous nature of the variables, using individual ordinary least square (OLS) specifications would lead to bias and inconsistent parameters as the error term of each equation would be correlated with the endogenous regressor (Kumar, 2009). It is necessary that both equations are jointly estimated taking into account endogeneity, as some fundamental OLS assumptions would be violated otherwise.
Specifically, we employed the “3 stage least square” (3SLS) simultaneous equations estimation as it allows for the joint estimation of all the parameters of the model, instead of doing it equation by equation. Compared to limited information models such as the “2 stage least square” (2SLS) model, 3SLS is a complete information method that does not lose efficiency when there is a correlation between the errors of different equations of the model (Kim et al. 2007).
However, the existence of endogeneity must be verified before using simultaneous equations. Otherwise the estimators may be consistent but not necessarily efficient (Gujarati, 1997). Since the Hausman test shows significant coefficients (see Table 4), we can confirm the existence of endogeneity and rightfully employ simultaneous equations. Moreover, the model is sufficiently identified and it is possible to estimate the parameters as both the order and rank conditions are met (Gujarati, 1997).
	
3.3. Dependent, independent and control variables
Following Tallman & Li (1996), we employ the number of countries in which the MNE has subsidiaries as our first dependent variable to measure the scope of internationalization. This variable has previously been employed as a “multinationality” or multinational diversity measure (Caves & Mehra, 1986; Kogut & Singh, 1988; Barkema & Vermeulen, 1998).
Our second dependent variable measures the level of political risk faced by the MNE in its internationalization strategy. We use the frequently employed POLCONV index (Henisz, 1998) which is an index that measures the degree of government discretionality in relation to the presence of and the role played by other political powers established in the host country[endnoteRef:3]. This variable reflects how easily the government can change the rules arbitrarily and the credibility of its commitments to maintain the policies unchanged (Henisz & Zelner 2001, 2002; Delios & Henisz 2003; Holburn & Zelner, 2010). To measure the level of political risk in the FDI portfolio, we calculated the average of the scores of the countries where the company has set up a subsidiary. [3:  This index takes account of the number of independent branches of government able to veto government policy in each country, modifying the scores as a function of the alignments that may occur between these authorities, in such a way as to affect the actual constraints to which the government is subjected. ] 

In addition, we also use two alternative indices to check the robustness of the results. Specifically, we test the Corruption Perceptions Index developed by Transparency International (www.transparency.org)[endnoteRef:4], and the Economic Freedom Index developed by Heritage Foundation ([endnoteRef:5]www.heritage.org)[endnoteRef:6]. We believe that employing several alternative measures of political risk is relevant to avoid the criticisms made against the attempts to measure such a complex measure using a single construct (Kobrin, 1982; De la Torre & Neckar, 1988; Henisz, 2002) and to offer a more accurate overview of the global institutional quality in the host country (Slangen & Tulder, 2009; Jiménez et al. 2015). It is important to remember that the indices of political risk are built in such a way so that higher scores indicate countries with lower levels of risk. Thus, a high average value for a given MNE indicates that the company faces a low level of political risk in its internationalization strategy. [4:  Transparency International’s Corruption Perception Index is a measure of perceived corruption based on an opinion survey of businessmen and experts in each country. On this scale 0 represents a country that is absolutely corrupt and 10 one that is totally free of corruption (Pournarakis & Varsakelis, 2004; DiRienzo et al. 2007).]  [5:  This index is made up of different variables which measure the independence of the judicial system, the ability of firms and individuals to ensure that contracts are complied with, the level of corruption in the judicial system, the degree to which the government protects property rights and the degree of freedom for businesses, trade and investment. The possible scores on the index range from 0 to 100 (Fernández & González, 2005).]  [6:  This index is made up of different variables which measure the independence of the judicial system, the ability of firms and individuals to ensure that contracts are complied with, the level of corruption in the judicial system, the degree to which the government protects property rights and the degree of freedom for businesses, trade and investment. The possible scores on the index range from 0 to 100 (Fernández & González, 2005).] 

Unfortunately, our data sources lack longitudinal data for the dependent variables, which forces us to limit the analysis to a cross-sectional one. However, both the scope of the international expansion and the level of political risk faced by the firm in its FDI location portfolio are the result of an accumulated process of investment and divestment decisions taken by the MNE over time, and therefore can be considered a “stock” variable (Majocchi & Presutti, 2009; Jiménez et al. 2014) and the result of a dynamic equilibrium over time (Montgomery & Hariharan, 1991).
Due to this data limitation we chose 2007 as the base year. By following this procedure, we are able to avoid any distortion of the results due to such decisions as abandoned or delayed investments caused by the current financial crisis, which has been particularly severe in Spain (Jiménez et al. 2014). Data for the control variables is fortunately more abundant and allows us to calculate the arithmetic average of the 5 previous years in order to obtain more suitable and stable estimates than with a set of explanatory variables referring to just a single year (Wiggings and Ruefli, 2005; Brouthers et al. 2008).
Along with scope of internationalization and political risk, which are used as dependent variables in one of the equations and independent in the other one, the simultaneous equations model includes also a set of predetermined control variables which account for various characteristics of the MNE. Given that some of these control variables could have a role as explanatory variables in both equations, we decided to use alternative measures of size (assets and income) and profitability (ROA and ROE) to ensure that the model was sufficiently identified[endnoteRef:7]. Thus, in the equation in which the scope of internationalization is the dependent variable and political risk in the FDI portfolio is the independent variable, the following measures were introduced as control variables: age, assets, ROE, leverage, whether or not it is listed on any stock market, industry and product diversification.  [7: 7 We tested different permutations of the composition of each equation, alternating the various measures of size and profitability, with no significant changes in the results.] 

Six different industries were identified in the sample: manufacturer, food industry, construction, ”regulated” –sectors traditionally regulated by the government but recently subject to a greater deregulation, such as air traffic, telecommunications, energy and water (OECD, 1993)-, financial and other sectors. The last one was excluded from the model and used as a reference to avoid collinearity problems. Also, three dichotomous variables were created to distinguish between non-diversified firms (those with a single product), related-diversified firms (MNEs with several products all of which may be classified into the same sector) and unrelated-diversified firms (when at least one of the products belongs to a different sector). The last two variables were included in the regressions while the non-diversified group was used as the reference.
In the second equation, in which political risk is the dependent variable and the scope of internationalization is the dependent variable, the following measures were introduced as control variables: age, income, ROA, leverage, stock market, industry and product diversification.

RESULTS AND DISCUSSION
Table 1 shows the descriptive statistics for all the variables used in the equations. We checked that all the Variance Inflation Factors are below the limit of 5.3 proposed by Hair et al. (1999). It can thus be affirmed that there are no significant multicollinarity problems.
Table 2 shows the results from the main models and robustness tests. Model 1 shows the coefficients of both equations, using the number of countries and the POLCONV index as the dependent variables. 
The first equation shows a negative and significant coefficient for the political constraints index when introduced as an explanatory variable of the scope of internationalization of the firm. Since the index is calculated so that higher scores reflect countries with lower levels of risk, this result verifies Hypothesis 1 and confirms the existence of a positive influence of experience dealing with political risk and the number of countries in which the firm has subsidiaries. In other words, higher levels of political risk in the FDI portfolio of the MNE have a positive effect on a simultaneous broader internationalization strategy. The greater experience of these firms in the political and institutional context allows them to create and develop political capabilities and enjoy preferential conditions when entering a country (Holburn, 2001; Wan, 2005; García-Canal & Guillén, 2008; Jiménez, 2010, Jiménez et al. 2014). As a result of their enhanced skills assessing risk, negotiating, litigating, lobbying, contributing in campaigns, forming coalitions and bribing, firms with experience interacting with authorities face lower uncertainty and transaction costs (Hillman et al. 1999). Consequently, they are able to enter in a greater number of countries in order to achieve international diversification advantages (Hitt et al. 1997, 2006), leverage their networks and operational routines and expand their stock of strategic resources (Markides & Williamson, 1998).
The second equation also shows a negative and significant coefficient for the number of countries as explanatory variable of the political risk level of the firm´s FDI portfolio. Hypothesis 2 is therefore confirmed, as this result means that a higher number of countries reduces the average score of the POLCONV index, which means that the firm faces a higher level of political risk. Put it differently, a broader scope of internationalization has a positive effect on a simultaneous higher level of risk in the firm´s FDI portfolio. Firms with subsidiaries in a larger count of countries have probably invested already in most safe locations and need to gradually enter riskier countries to expand further their internationalization strategy (Henisz & Delios, 2001; Henisz & Zelner, 2005). Since the level of political risk in these countries is high and probably surpasses the tolerable threshold for other firms not so diversified and hedged, MNEs can invest in locations where they can expect higher returns as a consequence of a lower level of competition and a higher effectiveness of their political strategies (García-Canal & Guillén, 2008; Oliver & Holzinger, 2008; Holburn & Zelner, 2010 Jiménez & Delgado, 2012). Their repeated experience interacting with authorities in many countries also help MNEs to perceive a lower level of risk in subsequent investments compared to other firms with a more limited international diversification, as companies can leverage their previous best practices and mistakes and transfer successful actions and routines to other contexts (Holburn, 2001; Henisz, 2003).
Overall our results confirm the existence of a bidirectional relationship between political risk and multinationality previously neglected in the literature. It is therefore a mistake to analyze these relationships on isolation. While there have been some studies on the impact of risk on multinationality, the reverse relationship and the mutual interrelationship between both constructs have been scarcely studied despite the fact that market and nonmarket strategy are clearly intertwined. Given this demonstrated interrelation, it is essential for firms to increase their market-political ambidexterity in order to learn how to manage influences from both markets and governments simultaneously (Li et al. 2013).
To check the robustness of our results, we employed alternative indices of political risk other than POLCONV. In model 2 we use the Transparency International’s Perception of Corruption Index and in model 3 we use the Heritage Foundation’s Index of Economic Freedom. The results, however, show no significant differences with the previous model and confirm both hypotheses. The level of political risk in the FDI portfolio and the scope of internationalization positively influence each other in a simultaneous relationship. 
Furthermore, we also employed the variance of the scores in each MNE´s location portfolio as an alternative variable of political risk, as a large degree of diversity in the portfolio of investments of the firm is also a risk factor (Jiménez, 2010). Please note that in this case higher variance values mean higher levels of political risk for the MNE as they indicate that the firm must manage a portfolio of investments including a wide variety of diverse locations. Nevertheless, the results show again no significant differences with those described above and confirm the simultaneous positive relationship between political risk and scope of internationalization proposed in our hypotheses. 
We also performed a size adjusted conditional likelihood ratio test using the condivreg command as described by Moreira (2003) and updated by Mikusheva and Poi (2006). Although this was partially addressed by the inclusion of additional identification variables in both equations (Kumar, 2009), condivreg is considered the “state of the art” when instruments may be potentially weak (Murray, 2006). The results, however, were in line with those reported previously[endnoteRef:8]. As a final robustness test, we tried different permutations in the composition of each equation, alternating the various measures of size and profitability, with no significant differences[endnoteRef:9]. [8:  Results available from the authors upon request.]  [9:  Results available from the authors upon request.] 

Regarding the control variables, the models confirm that resource availability (income, assets and leverage) is positively associated as expected both with a higher level of political risk in the FDI portfolio and a broader scope of internationalization. On the other hand, and consistent with previous literature (Jiménez, 2010), the age of the company is negatively associated with both constructs showing that younger firms in Spain are more active and dynamic in the global markets compared to older firms subject to organizational inertia.

CONCLUSIONS
	In this paper we study the interrelations between political risk and scope of internationalization. Building on the corporate political activity and non-market strategy literature and the resources and capabilities-based view, we analyze the influence of precious experience managing political risk on the number of countries in which the MNE is located and vice-versa.
	We move beyond the analysis of a single host country to take a multi-actor perspective of the political risk faced by the firm in its FDI portfolio (Stevens, 2015) and, drawing on a sample of Spanish MNEs, empirically confirm the existence of a simultaneous positive relationship between both variables. Previous experience dealing with political risk allows firms to enjoy preferential conditions when entering a country which, in turn, encourage them to pursue a broader internationalization strategy to benefit from diversification advantages. At the same time, firms with subsidiaries in many countries can take advantage of their diversification and hedge against fluctuations to take a more risk tolerating approach in subsequent investments in locations with higher levels of risk but also of expected returns. Further, it is precisely in this kind of locations that remain unexplored in the firm’s gradual internationalization process where, building on their previous international experience, the company can transfer successful routines and actions to take advantage of political capabilities.
	This paper makes several relevant contributions. By studying the relationship between international diversification and the level of political risk in the FDI portfolio, we contribute to the literature focused on the impact of institutional environment and internationalization on business management (Henisz, 1998; Zelner, 1999; Jensen, 2003) and to the one on nonmarket strategy and political capabilities (Baron, 1995; Hillman & Hitt, 1999; Hillman et al. 2004; Bonardi et al. 2006; Holtbrügge et al. 2007; Oliver & Holzinger, 2008; Doh et al. 2012). Firms are able to accumulate valuable experience interacting with authorities that can help them enter subsequent host markets from a wider range of potential locations, encouraging a broader foreign expansion to benefit from the advantages of international diversification. A second contribution lies in the empirical evidence we offer that the relationship between both constructs is not of a unidirectional but rather a circular nature. That implies that an isolated analysis of the determinants of the attitude of firms towards political risk or internationalization is incorrect as this approach overlooks the mutual repercussions that also take place. Finally, we also make an important contribution by analyzing the under-researched area that represents the level of political risk that the firm decides to assume in its FDI portfolio. Here we show that the scope of internationalization plays a pivotal role as it provides the firm with the strategic hedging and international experience required to encourage and facilitate investing in riskier locations.
As a managerial contribution, we have also contributed to a better understanding of the potential synergies that enhancing the market-political ambidexterity may offer for the management of the firm. Given the increasing necessity to both understand and manage the influences arising from markets and governments simultaneously (Li et al. 2013), our results emphasize that market and nonmarket strategies are intrinsically intertwined and highlight that managers can take advantage of a holistic view of strategy that maximizes the positive outcomes for the firm. Leveraging effectively the tension between the market and government forces in favour of the firm’s interests is a valuable, rare and hard to imitate ability that can constitute the basis of sustainable competitive advantage.
	We must acknowledge that our study is subject to several limitations. First of all, our data sources only allow us to study the scope and not the degree of internationalization. Similarly, we are unable to distinguish between different investment motivations (resource, market or efficiency seeking). Second, our results come from a sample of large Spanish MNEs. While their particularly relevant proactive management of political risk in their internationalization strategies (García-Canal & Guillén, 2008; Jiménez, 2010; Jiménez & Delgado, 2012; Jiménez et al. 2014) makes them ideal to study the interrelations between market and non-market strategy, extrapolations of the results to other contexts must be done with caution. Finally, in this study we have only analyzed previous experience dealing with political risk. While their complex and tacit nature makes them difficult to measure (Lawton & Rajwani, 2011; Lawton et al. 2013), future studies could address other sources of political capabilities. The impact of market-political ambidexterity of firm’s strategy and performance represents a very promising area of study and we hope our paper encourages more efforts to widen our understanding of the interrelation between market and non-market strategy.
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Variables

	
N.

	
Average

	Standard Deviation

	
Min.

	
Max.


	AGE
	164
	1.66
	.32
	.78
	2.37

	ASSETS
	164
	5.72
	.93
	4.06
	8.68

	INCOME
	164
	5.55
	.70
	4.29
	7.61

	ROE
	164
	15.09
	17.20
	-104.45
	77.50

	ROA
	164
	5.55
	6.51
	-18.96
	36.05

	LEVERAGE
	164
	33.02
	16.49
	.56
	75.04

	NUMBER OF COUTRIES
	164
	11.20
	12.92
	1
	89

	AVERAGE POLCONV
	164
	6.33
	1.16
	0
	8.93

	AVERAGE CORRUPTION
	164
	5.29
	1.25
	2.52
	8.2

	AVERAGE EC. FREEDOM
	164
	6.43
	.43
	5.10
	7.92

	VARIANCE  POLCONV
	164
	3.75
	3.39
	0
	15.18

	
	
	
Frequencies

	
	

	STOCK MARKET
	164
	36.59%
	







	MANUFACTURING
	164
	37.20%
	

	FOOD
	164
	11.59%
	

	CONSTRUCTION
	164
	11.59%
	

	REGULATED
	164
	8.54%
	

	FINANCIAL
	164
	7.93%
	

	OTHER SECTORS
	164
	23.17%
	

	NON-DIVERSIFIED
	164
	32.32%
	

	RELATED DIVERSIFICATION
	164
	53.05%
	

	UNRELATED DIVERSIFICATION
	164
	14.63%
	





TABLE 1 DESCRIPTIVE STATISTICS

TABLE 2 TABLE OF RESULTS 

	
	(1)
	(2)
	(3)
	(4)

	EQUATION 1
	
	
	
	

	AGE

	-10.110
(7.444)
	-15.470***
(5.235)
	-11.310**
(4.564)
	-9.878
(6.185)

	STOCK MARKET

	-2.512
(4.907)
	4.850
(3.191)
	6.509
(3.495)
	0.831
(3.928)

	ASSETS
	8.507**
(3.573)
	7.180***
(2.254)
	5.046***
(1.870)
	4.602*
(2.398)

	ROE
	0.052
(0.102)
	0.020
(0.071)
	-0.007
(0.066)
	0.006
(0.086)

	LEVERAGE
	0.277*
(0.152)
	0.535***
(0.129)
	0.284***
(0.101)
	0.237*
(0.125)

	MANUFACTURING
	10.030*
(5.276)
	6.905**
(3.411)
	4.891*
(2.966)
	-10.510**
(5.140)

	FOOD

	6.030
(7.220)
	5.829
(4.854)
	-0.785
(4.081)
	-6.856
(5.959)

	CONSTRUCTION
	8.937
(8.102)
	3.362
(5.289)
	0.679
(4.626)
	-11.620
(7.199)

	FINANCIAL
	25.520**
(10.550)
	21.790***
(7.979)
	10.600
(7.767)
	15.160*
(8.560)

	REGULATED
	1.888
(9.148)
	-1.152
(6.064)
	-0.240
(5.321)
	-6.865
(7.947)

	RELATED DIVERSIFICATION
	-5.511
(4.647)
	-4.363
(3.028)
	-3.883
(2.680)
	-1.384
(3.802)

	UNRELATED DIVERSIFICATION
	-0.921
(6.725)
	0.636
(4.388)
	-0.296
(3.858)
	7.040
(5.720)

	POLCONV
	-31.190***
(5.794)
	
	
	

			CORRUPTION
	
	-18.210***
(3.348)
	
	

	EC. FREEDOM
	
	
	-35.160***
(10.670)
	

	POLCONV (variance)
	
	
	
	8.906***
(1.579)

	CONSTANT
	162.900***
(27.460)
	69.240***
(16.740)
	214.900***
(69.350)
	-35.390*
(18.060)

	N.
	164
	164
	164
	164

	
HausmanTest

	22.81**
	22.41**
	22.20**
	21.19**

	EQUATION 2

	
	
	
	

	AGE

	-0.456
(0.373)
	-1.041***
(.385)
	-0.294**
(0.135)
	1.225
(1.030)

	STOCK MARKET

	-0.072
(0.229)
	.279
(.234)
	0.207***
(0.080)
	-0.144
(0.623)

	INCOME

	0.407*
(0.228)
	.592**
(.261)
	0.101
(0.098)
	-0.602
(0.619)

	ROA

	0.001
(0.012)
	-.003
(.014)
	0.002
(0.005)
	-0.002
(0.029)

	LEVERAGE

	0.011
(0.007)
	.033***
(.007)
	0.007***
(0.003)
	-0.028
(0.018)

	MANUFACTURING

	0.384
(0.265)
	.477*
(.269)
	0.108
(0.094)
	1.134
(0.739)

	FOOD

	0.147
(0.338)
	.243
(.345)
	-0.003
(0.119)
	0.804
(0.927)

	CONSTRUCTION

	0.365
(0.376)
	.292
(.380)
	0.053
(0.130)
	1.163
(1.028)

	FINANCIAL

	1.231***
(0.466)
	1.786***
(.472)
	0.495***
(0.161)
	-2.454*
(1.277)

	REGULATED

	0.087
(0.437)
	-.025
(.446)
	0.036
(0.153)
	0.662
(1.193)

	RELATED DIVERSIFICATION
UNRELATED DIVERSIFICATION 
	-0.205
(0.226)
-0.042
(0.321)
	-.282
(.230)
.023
(.325)
	-0.098
(0.079)
-0.026
(0.111)
	0.175
(0.622)
-0.754
(0.879)

	NUMBER OF COUNTRIES
	-0.047**
(0.019)
	-.077***
(.020)
	-0.022***
(0.008)
	0.124**
(0.058)

	CONSTANT
	4.818***
(1.083)
	3.195***
(1.196)
	6.248***
(0.431)
	4.176
(2.888)

	N.
	164
	164
	164
	164



