COMPETIVTE
POLITICAL RISK INSTITUTIONALIZATION BY CHINESE MULTINATIONAL FIRMS

Abstract
[bookmark: _GoBack]Building on the resource dependence theory and the non-market strategy literature, this study examines the impact of ownership structure, firm scale and the degree of internationalization on the institutionalization of political risk assessment (IPRA) by Chinese firms. One-way ANOVA was used to determine the role of resources (state ownership, scale and internationalization) in IPRA of Chinese firms. In order to take the advantage of firm-government resources, state owned firms cultivate higher level of IPRA. Our results also demonstrate that larger firms devote more resources to the assessment of political risk. However, the relationship is not straightforward in the case of internationalization. Our framework highlights firm-specific resources as drivers of institutional change in response to the political risk of host country. Firms facing political risk will seek to be more institutionalized in ways that allow them to use firm-specific resources.
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“Anti-Chinese Riots Threaten Foreign Investment in Vietnam” (Wall Street Journal, May 15, 2014).
1. INTRODUCTION
The rise of FDI from emerging markets in recent years is a new feature of the global economy (Child and Rodrigues, 2005; Cuervo-Cazurra, 2012; Ramamurti, 2009). The World Investment Report (2014) reported that outward FDI from developing countries reached USD 454 billion -a new high record-, and contributed to 39% of total global FDI outflows. This rise of ODFI from emerging markets has raised new questions about how political risk is perceived and managed (Casson and Lopes, 2013). Companies from countries that were once seen as a source of political risk are now crossing borders and facing their own set of political risks both in other developing countries, as the opening quote demonstrates, and in developed countries, as exemplified by Huawei’s alleged links to China’s security services which prevented its ability to purchase 3Leaf’s assets in the USA (Reuters, 2011). How emerging markets multinationals manage political risk will determine their ability to compete globally. Given their limited international experience, developing countries’ firms maybe disadvantaged by both an administrative heritage and lack of capabilities and management know-how.   
Among emerging markets, China has grown to be the third largest investor in the world within a very short period of time[endnoteRef:1]. The growing presence of Chinese firms abroad has exposed these companies to a variety of new sources of political risk. In 2011, for example, Chinese oil firms endured great financial losses due to NATO’s Libya campaign, because their pre-conflict contracts were not admitted by the rebel forces (Engdahl, 2011). In 2012, 29 Chinese workers from a subsidiary of Sinohydro were kidnapped by rebel forces in Sudan (Jacobs and Gettleman, 2012). In 2013, following the U.S. lead, Australia banned Huawei from bidding for commercial contracts related to national infrastructure (Reuters, 2013). The argument was that Huawei may introduce a “back door” or a “Trojan horse” for Chinese military to monitor the data in the country. Political risk faced by firms can be defined as “the risk of a strategic, financial, or personnel loss for a firm because of such nonmarket factors as macroeconomic and social policies (fiscal, monetary, trade, investment, industrial, income, labour, and developmental), or events related to political instability (terrorism, riots, coups, civil war, and insurrection).” (Kennedy, 1988, p. 27). Furthermore, political risk is considered to be a critical factor that determines OFDI (Alon, 1996). [1:  Outward FDI from China accounted for less than 0.44% of total global outward FDI in 2003. But the number increased to 2.33% in 2013. The data is calculated based on world investment report 2004 and 2014 (UNCTAD, 2004; UNCTAD, 2014).] 

With a communist heritage, the Chinese economy is one that is still based on command and control government mechanisms. OFDI in China is partly orchestrated by policy to promote resource-seeking industries. In fact, much of China’s OFDI is done directly by Chinese state-owned enterprises. Firms with more than 10% of state ownership (state-owned enterprises or SOEs) represent 50% of the total market capitalization in China (Inoue et al. 2013) and account for 80%-90% of the country’s outward FDI (Cheng and Ma, 2007). Much of the OFDI is also to what is considered politically risky regions, such as West Asia, Arab World and Sub-Saharan Africa (Table 1). The dramatic increase in political risk exposure raises the question of how Chinese firms institutionalize political risk. IPRA can be described as “the process of analysing and evaluating political risk within a firm” (Al Khattab et al. 2008, p. 689).
                             Insert table 1 here
The internationalization of Chinese firms challenges traditional theories of the firm (Alon and McIntyre, 2008; Buckley et al. 2007; Mathews, 2002). Buckley et al. (2007), for example, found that Chinese OFDI is positively related to political risk, an assessment that seems paradoxical. Quer et al. (2012) also confirmed that political risk does not deter Chinese investment. Are the Chinese oblivious to political risk? Are they naïve? Or, do they institutionalize political risk in a different way? 
The purpose of this article is therefore to examine how a firm’s resources affect the institutionalization of political risk by Chinese companies, with a specific focus on ownership structure, firm’s scale and degree of internationalization. Using two streams of literature, the resource dependence theory and the non-market strategy literature, we develop 3 main hypotheses in the next section. Since, unlike most Western firms, many of the Chinese companies are State-owned, we are interested in the unique impact of State-ownership on Chinese political risk institutionalization. While we expect to see institutionalization to be positively related to scale and internationalization, the ex-ante impact of State-ownership is more ambiguous. Interestingly, the review of literature suggests two contradictory propositions. One set of articles (Arocena and Oliveros, 2012; Holburn and Van den Bergh, 2008; Jiménez et al. 2014) argues that SOEs should have higher level of IPRA while the other set (Gao, 2011; Knutsen et al. 2011; Ren and Jack, 2014) suggests the opposite view, that is, that SOEs should have lower level of IPRA. Our results confirm the former and show that state-owned firms have indeed higher levels of IPRA compared to their private counterparts. Similarly, we find a positive impact of firm's scale and scope of internationalization. Surprisingly, however, the depth of internationalization is not significant. In sections 3 and 4 we review the methodology and results, respectively, and we conclude with discussions of the implications of our research.
2. HYPOTHESES DEVELOPMENT
Political risk can be defined as the probability that a government, taking advantage of its monopoly over legal coercion, refrains from fulfilling existing agreements with an multinational enterprise (MNE) to redistribute rents between the public and private sector (Holburn, 2001). This potential opportunistic behaviour has been traditionally considered as a threat to the firm (Henisz, 1998; Zelner, 1999), especially when the bargaining power of the firm decreases after the investment deployment (Vernon, 1971).
Literature, however, has long shown that political leaders often grant favours to state-owned and other politically-connected firms (Fisman, 2001; Sapienza, 2004; Faccio et al. 2006). Amsden (1989) argues that governments can facilitate the access of these firms to technology, provide financial assistance and grant administrative privileges. Similarly, Zhu and Chung (2014) highlight that MNEs tied with governments likely have preferential access to subsidized credit and other financial resources and easier access to licenses or permits. They may also obtain preferential tax treatment, government contracts and higher scrutiny over competitors (Faccio, 2006). Although abundant capital increases the likelihood of misallocation in state-owned firms (the so-called soft budget constraints Kornai, 1979) it also alleviates capital shortages that can constitute a fundamental barrier to internationalization when institutional voids exist in the home country institutional markets (Musacchio et al. in press). 
It has been shown that state-owned firms tend to adopt more inward-looking strategies to favour domestic investment over international expansion (Vernon, 1979). However, we argue that once the decision to invest abroad has been made, political support from their home-country government makes these firms less likely than private firms to be deterred by a higher level of political risk and, consequently, the institutionalization of its assessment will be lower.
As Boubraki et al. (2013) underline, when a firm is politically connected, investment choices can be less conservative and it can take a less risk-averse approach in their international expansion. State capital can help support riskier projects that would otherwise not be undertaken (Musacchio et al. in press). Furthermore, state-owned firms may be forced to invest in locations regardless of the high levels of risk to achieve the political goals of the government such as securing access to energy, raw materials and/or technology, increasing geopolitical influence, etc (Cuervo-Cazurra et al. 2014; Duanmu, 2014).
The fact that a state is involved in the ownership structure of the MNE may also make managers more confident that they will get some support or even bailed out in case of facing political troubles in the host country. As Knutsen et al. (2011) argue, states have strong incentives to build a reputation as a retaliatory country in case of expropriations (especially of state-owned companies) to discourage other governments from taking similar actions against their state-owned companies. Support and patronage are usually provided to state-owned firms by the government (Gao, 2011) and this institutional support can help MNEs to be more “risk-tolerating” and enjoy a greater capability to invest in broader geographic locations including less stable markets where private firms would not dare to enter (Ren & Jack, 2014)[endnoteRef:2]. Government, as owners, can tolerate higher risk in cross-border transactions because they have a different risk tolerance than private owners (Cuervo-Cazurra et al. 2014). [2:  A manager in charge of the international operations of a Chinese state-owned firm affirmed “We are SOEs (state-owned enterprises). We can afford huge losses or failures; therefore we can be more “risk-tolerating”. We dare to invest in Africa or Central Asia because if anything (bad) happens, we will survive, but for a NSOE (non-state-owned enterprise), it can be a fatal blow). Ren and Jack (2014, pp. 341).] 

Given the privileges that state-owned firms are able to obtain and the special interest of governments in building a reputation to keep using them to pursue their political goals, we expect state-owned firms to institutionalize the assessment of political risk in a lower extent, as the threat they face is comparably lower than in the case of private companies. 
We therefore formulate the following hypothesis: H1a: “State-owned Chinese firms have a lower degree of institutionalization of political risk assessment compared to private counterparts”.
On the other hand, drawing on the resource dependence theory (Pfeffer & Salancik, 1978; Hillman et al. 2009) and the 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), it is also possible to hypothesized the opposite effect and expect that state-owned firms institutionalized more rather than less political risk compared to private firms. 
Firms are constrained and affected by their environments (Pfeffer & Salancik, 1978), including the political one. By trying to influence and shape the regulations and policies, firms can actively manoeuvre to achieve a more favourable environment (Hillman et al. 2009). As Pfeffer and Salancik (1978, p. 189) note, “the organization, through political mechanisms, attempts to create for itself an environment that is better for its interest”. Since that the salience of a political issue is the fundamental factor to get involved in corporate political action (Vogel, 1996; Hillman et al. 2004; Bonardi & Keim, 2005), this is more likely to happen when the firm is heavily dependent on the government (Birnbaum, 1985; Meznar & Nigh, 1995). Indeed, firms have been shown to increase their interactions with regulators when salient policy issues such as pricing, required investments and the entry of new competitors are subject to administrative consideration (Buchholz, 1990). This is the case, for example, of regulated industries where the higher exposure to threats arising from the political environment incentivizes firms to establish close relationships with political actors (Sun et al. 2012) and adopt a proactive approach towards the management of political risk (Holburn & Van den Bergh, 2008; Jiménez et al. 2014). While host government intervention has traditionally been immediately associated with negative consequences for the firm, recent studies have shown that the nonmarket environment may provide interesting opportunities and value-added through cooperative government-MNE relationships (Luo, 2001; Oliver & Holzinger, 2008; Jiang et al. 2015). This is particularly notable in volatile emerging economies and during institutional transitions (Li et al. 2013; White et al. 2014).
As a consequence of the dependence on political institutions and the higher unpredictability of the policy context, companies need to interact with the governments of both home and host countries very frequently (Doh & Pearce, 2004; Lawton et al. 2013). Frequency is actually one of the most important factors with a positive influence on the effectiveness of the capability-building mechanism based on experience accumulation (Zollo & Winter, 2002). The experience dealing with political risk and interacting with authorities becomes very valuable to develop political capabilities that allow firms to obtain competitive advantages through engaging in political activities (Holburn, 2001; Wan, 2005; García-Canal & Guillén, 2008; Jiménez, 2010; Jiménez & Delgado, 2012). By doing so, they can inform pivotal decision-makers about the firm´s strategies and views, establish a reputation and influence, to a certain extent, public policies (Luo, 2001; Ozer, 2010; Nell et al. 2015). For instance firms can leverage this experience to achieve more accuracy when assessing the level of political risk in a given location, enhance their negotiation, litigation and lobbying skills, obtain information from coalitions and political networks, etc (Lawton et al. 2013; Jiménez et al. 2014). As Poisson-de Haro and Bitektine (2015) underline, differences in firm´s structures and non-market capabilities (including political ones), lead to heterogeneous corporate strategies to respond to institutional pressures. 
Precisely, given their privileged access to or ties with key political powers, state-owned companies are able in an advantageous position to develop political capabilities that may allow them to identify and mitigate risk both ex-ante and ex-post (Delios & Henisz, 2003; Holburn & Zelner, 2010). The perspective of creating these political capabilities can be a very persuasive factor that makes state-owned companies more likely to institutionalize the assessment of political risk not only to protect themselves from political risk but even to take advantage of it. State-owned firms may enjoy critical political capabilities not so easily attainable to private companies such as inside information, direct access to decision-makers, diplomatic pressure, etc (Duanmu, 2014). In order to benefit from them, they cannot treat political risk as exogenous but need to incorporate it as a crucial issue in their strategic planning process. While some authors argue that state-owned firms may be more inefficient and generally inferior to other competitors in their market-related capabilities (Megginson & Neter, 2001; Arocena & Oliveros, 2012), their superior experience interacting with authorities makes them well-prepared to fight at the non-market strategy level, leading to the establishment of sophisticated techniques to identify the relevant political actors in the host country.
We therefore formulate the following hypothesis:  H1b: “State-owned Chinese firms have a higher degree of institutionalization of political risk assessment compared to private counterparts”.
We also argue that two other organizational attributes, namely size and degree of internationalization, play a critical role in the institutionalization of political risk assessment of MNEs.
We expect larger firms, both in terms of assets and employees, to pay closer attention to political risk in their overseas operations. As Kobrin (1982) points out, smaller firms tend to rely on ad-hoc assessment of political risk whereas larger firms can engage in more sophisticated techniques. Managing the complex interrelations with all the relevant agents in the host environment including the great variety of state agencies, regional governments, and federal entities is a crucial factor to succeed in the international arena (Lyles & Steensma, 1996), but it is also quite consuming in terms of money and time. Bigger companies have access to a broader amount and variety of resources (financial, manpower, technology, etc) that they can devote to and recombine in the assessment of political risk. They can also implement political actions such as lobbying, hiring former politicians (interlocks), campaign contributions, or mobilizing networks of relations to support the firm´s interests more easily than smaller companies (Holburn, 2001; Wan, 2005; Oliver & Holzinger, 2008). However, firms seeking to influence and shape policies need an effective and active management and control of the political risk assessment process, which leads to a more institutionalized and structured assessment techniques (Al Khattab et al. 2008).
The institutionalization of political risk is also likely to depend on the slack available in the company (Penrose, 1959; Teece, 1982; Mahoney & Pandian, 1992). Since the amount of slack is not infinite, there is a limit on the amount of knowledge that firms can absorb about the host country (Kumar, 2009). However, larger firms are also prone to have more organizational slack and therefore financial discretion (Tan & Peng, 2003; Stan et al. 2014) which, in turn, makes them more able to address available resources to the assessment of political risk. Finally, larger firms have also more incentives to closely monitor political risk in their foreign investments. The larger the firm, the larger the potential loss derived from potential actions from the government contrary to the interest of the MNE such as expropriations, nationalizations or unilateral modifications of the agreed conditions (Jiménez et al. 2014). Further, larger firms are more exposed to risk because they are more likely to attract the attention of authorities (Henisz, 2000).
Bearing these arguments in mind we proposed the following hypothesis: H2: “Larger Chinese MNEs have a higher degree of institutionalization of political risk”.
Further, we expect the assessment of political risk to be more institutionalized in those companies with a broader degree of internationalization. Firms with greater exposure to political risk have more interest in political risk assessment (Iankova & Katz (2003) and MNEs with a broader degree of internationalization are subject to a greater risk against potential negative consequences of political decisions than other companies with a lower international exposition (Al Khattab et al, 2008). Indeed Pahud de Mortanges and Allers (1996) demonstrate that the potential exposure to political risk constitutes a key determinant of the institutionalization of its assessment. Similarly, Hashmi and Guvenil (1992) analyzed a sample of US firms and showed that companies with higher international sales were more likely to institutionalize political risk assessment than the others. These authors also highlight that those companies operating in a larger number of countries take political risk more seriously as they tend to find constraints due to political variables more often.
The degree of internationalization, measured by the number of years in international business is also related to international experience (Al Khattab et al. 2008). Firms with low international experience may underscore the potential negative consequences of the risk stemming from the political environment and therefore pay little attention to it. By contrast, firms with plenty of experience are more likely to be well-aware of the risks (maybe even suffered them already) and, as a consequence, establish a more structured and institutionalized assessment.
Moreover, companies with investments spread across a many different countries have a great incentive to be particularly alert to political risk troubles as they are exposed to a “contagion” effect. If the company is expropriated in a country, a signal of weakness and/or illegitimacy is sent to other governments which may be tempted to act opportunistically as well. This threat encourages firms with a broad degree of internationalization to institutionalize political risk in order to implement a proactive role in the political arena (Jiménez, 2010) both to prevent host governments from taking actions contrary to the interests of the firm and, if that happens, to discourage governments from other countries from taking similar actions. In addition, companies with subsidiaries in a higher number of countries can take advantage of their contact with diverse types of environments to collect and accumulate experience that can be useful in other locations where the firm is planning to invest (Jiménez et al. 2014).
Accordingly, we formulate the following hypothesis: H3: “Chinese MNEs with broader degree of internationalization have a higher degree of institutionalization of political risk”.
3. RESEARCH METHODOLOGY
3.1 Sample
The sample frame used in this study is the top 100 Chinese multinational firms listed by China enterprise confederation (CEC) for 2013. Self-report questionnaires were delivered by hand to the general manager of Chinese multinational enterprises[endnoteRef:3]. 76 copies were returned, of which 29 were unusable due to incomplete or implicit filled out. Eventually 47 copies were qualified for analysis, 54.4% of which coming from SOEs. The respondents are categorized into nice sectors according to Yahoo! Finance: Sector List. The test was used to test for bias in the sample. The result suggested that there was no significant difference between respondents and sample list with respect to industry category (Pearson, ). Hence, the respondents are representatives of the entire sample and the findings can be generalised. [3:  The top 100 Chinese multinational firms are reported by CEC every year. In our study, we use list reported in 2013. Available at (http://www.cec1979.org.cn/china-500/chinese/content.php?id=146&t_id=1). Questionnaires were delivered through two sources according to the sample list: (1) the members of Internationalization Forum of Chinese enterprises, delivered in August, 2013; (2) Participants of the training course for managers of central government SOEs delivered in November, 2013.] 

4. MEASURES
In this study we adopt the taxonomy developed by Al Khattab et al. (2008), proposing a three-step process to better understand firms’ institutionalization of political risk assessment. On the basis, a framework was conducted to examine the resource-related determinants of their various levels of IPRAs by pulling up several additional firm-level variables together: governmental connection (Pfeffer & Salancik, 1978; Hillman et al. 2004; Bonardi et al. 2006; Cuervo-Cazurra et al., 2014), firm scale (Kearns, 1997; Kettis, 2004; Albright, 2004) and the degree of internationalization (Wyper, 1995; Oetzel, 2005; Keillor et al., 2005).
4.1 Resource-related determinants
SOEs. Firms are divided into SOEs and non-SOEs according to the ownership. Following previous literature we use a dummy variable to figure out whether firms are SOEs or not (Musaccio & Lazzarini, 2012; Inoue et al. 2013; Sun et al. 2015) and rely on two resources: one is the SOEs list published by China’s State-owned Assets Supervision and Administration Commission of the State Council (SASAC) (http://www.sasac.gov.cn/n1180/n1226/n2425/), the other is the firm’s annual report in which firms have declared their ownership. Further, for the unclear cases (7), we examined through the firm’s home page. Eventually, 31 out of 47 firms are found to be SOEs.
Scale. Two variables, the total sales in US $ (SALES) and number of employees (EMPLOYEES), were employed to measure the relative scale of the organization. Data were collected from the answers of the questionnaires on the basis of primary data. In order to categorize the samples, China’s national standard, which is “The classification standard of small, medium and large size enterprises” (Ministry of Industry and Information Technology of the People’s Republic of China [2011] No. 300), was referred[endnoteRef:4].  [4:  Due to parsimony reasons we do not list the standard category for all industries. It is available on the following link (http://www.stats.gov.cn/statsinfo/auto2073/201310/t20131031_450691.html)

Table 1. China’s investment and contracts in West Asia, Arab World and Sub-Saharan Africa 
Source: Heritage Foundation dataset, China’s Outward Investment from 2005 to 2014, available upon request from The Heritage Foundation ( Million USD).
Table 2. Results of one-way ANOVA for factors

Fig. 1 Firm-specific resource-based factors and IPRA framework
] 

The degree of internationalization. In present study, three indicators were adopted to evaluate the degree of internationalization, which are the number of years engaged in international business (YEARS), the amount of revenue gained from international operation (REVENUE) and the number of foreign countries involved with (COUNTRIES). Specifically, in line with the strategy adopted by Pahud de Mortanges and Allers (1996), firms were classified into three groups. High-internationalized firms are those managing international business for a period over 26 years, while low-internationalized firms have no more than 10 years’ experience. For the international revenue, following Al Khattab et al. (2008), High-internationalized firms refer to those earning more than 26% of its revenue from international business, whereas low-internationalized firms account on less than 10% revenue generated abroad. For the number of countries that firms deal with, as Korin (1982) suggested, high-internationalized firms manage more than 26 different countries, while low-internationalized firms handle less than 5 countries. 
4.2 Institutionalization of political risk assessment (IPRA)
The quantization of IPRA is following the concept that initially adopted by Al Khattab et al. (2008). It establishes a rank order of firms on the basis of a three-stage process: (a) responsibility assignment; (b) frequency of conducting the assessment; and (c) risk assessment techniques. By each stage, an indicator is generated to distinguish the difference, ranged from “non-institutionalized” to “more institutionalized”.
5. RESULTS
In order to use parametric statistics, data has to be qualified for two basic assumptions, normality and homogeneity (Field, 2000). Normal Quintiles-Quintiles chart reveals that all variables were normally distributed. Under the assumption of samples’ normality, we tested for homogeneity adopting the Bartlett test, as it is the uniformly most powerful test (Snedecor & Cochran, 1989). The output indicates that the homogeneity of variables assumptions is reasonably met for parametric statistics. 
Insert table 2 here
The result of a one-way ANOVA suggested a statistically significant difference in the level of institutionalization between SOEs and non-SOEs (P<0.01). Moreover, in order to compare the means, a single-step multiple comparison procedure and statistical test, known as Tukey’s HSD test was adopted. The result indicates that SOEs have a higher degree of institutionalization of political risk assessment compare to non-SOEs, verifying Hypothesis 1.
With regard to the second measurement, scales, both SALES and EMPLOYEES are significantly related with the level of institutionalization, according to the result of one-way ANOVA. The levels of institutionalization are significantly different across the three categories of a firm’s total sales (P<0.01) and the number of employees (P<0.001). Further analysis of Tukey’s HSD test reveals that the mean of large-size firm is significantly greater than the mean of small-size firm. Although the difference is not significant, the mean of medium-size firm (21.57 for SALES, 25.64 for EMPLOYEES) is less than the mean of large-size firm (29.05 for SALES, 29.74 for EMPLOYEES) and greater than the mean of small-size firm (15.58 for SALES, 14.82 for EMPLOYEES). Thus, it can be concluded that resources or scale is positively related with the level of institutionalization, hypothesis H2 is accepted.
As regards the degree of internationalization, inconsistent conclusion is reached by three different variables. The output of one-way ANOVA indicates that there is no statistically significant difference in the level of institutionalization across the three groups of a firm’s number of years in international business activities, YEARS (P> 0.05), or firm’s international revenue, REVENUE (P > 0.05). However, by contrast, the number of countries does have a significant influence on the level of institutionalization: COUNTRIES (P< 0.01). In addition, the result of Tukey’s HSD test suggests that high-internationalized firm have a higher degree of institutionalization of political risk assessment compare to low-internationalized firm.
6. FINDINGS AND IMPLICATIONS
The trend of increasing global economic integration requests multinational firms to maintain a more institutionalized approach in factoring political risk assessment into their international expansion and economic activities (Hillman & wan, 2005; Rizopoulos & Sergakis, 2010; De Villa et al., 2015). This can be done relying on various types and distinct level of resources drawn from firm-specific factors. 
The findings of this study suggest that state-ownership is one of the key resources in relation to multinational firms and its IPRA. The link with government grants SOEs the accessibility to and feasibility of resources, such as political powers, inside information (Amsden, 1989; Zhu & Chung, 2014). Drawing on this advantage, SOEs could identify and evaluate political risk in the host country, avoiding harmful consequences or even obtaining crucial advantages that reduce potential competition from private counterparts (Knutsen et al., 2011; Duanmu, 2014). The classified or inside information from the firm-government relation enable SOEs but not competitors, to make informed judgments about where, when and whether to go at all. To make optimum use of the firm-government resources, firms should cultivate their institutional abilities by which they can better associate with relevant political actors. The resulting benefits to the firm are the superior experience in identifying, evaluating and assessing underlying political risk in host country, constituting the underpinnings of SOEs’ higher degree of institutionalization. 
The results further reveal that firm scale is positively related with firm’s IPRA. Larger firms, have access to a broader amount and variety of resources that can be used to accomplish the firm’s overall objective of political risk control, one of which is political risk assessment (Barney, 1991; Alvarez & Busenitz, 2001). For example, they can buy market report from research organizations or even pay for a specialized investigation and subscribe to service of statistical analysis. However, the resources associated with large firms can become scarce and costly to acquire for small counterparts. The power of large firms also rests in the creation and development of large collaborative networks, underpinned by integrating a widespread set of information sources while small firm have limited resources which constrain itself from managing the complex system (Holburn, 2001; Oliver & Holzinger, 2008). Through superior access to resources, large firms can exhibit a higher level of performance when identifying and assessing political risk, which in turn leads to a higher degree of institutionalization.
Generally speaking, venturing into overseas markets is a risky activity since the journey is often companied with all kinds of risks, such as political, labor, and environmental risk due to lack the knowledge necessary to exploit international opportunities (Simon, 1984; Miller, 1992). Learning and accumulated experience usually play a critical role when firms step into the global arena (Delios & Henisz, 2003). Our finding suggests that the number of countries in which the firm runs operations significantly affects IPRA. By contrast, however, the results indicate that there is no significant connection between the number of years and the proportion of revenue generated abroad. 
It is therefore compulsory to make finer-grained distinction when analyzing the degree of internationalization of a firm, by distinguishing between the depth (measured by the number of years that internationally operated and proportion of oversea sales) and the scope (measured by the countries in which the firm runs business) of international operations. The depth of internationalization denotes the extent of international operation. The scope of internationalization denotes the quantity of international operation. For example, a firm operates in one country for twenty years (the depth) is totally different from a firm operates in twenty countries for one year (the scope). On the basis, we conclude form the results that the depth of internationalization is not significant related with IPRA while the scope is. This, accordingly, indicates that the quantity of international operations is a critical factor for firms to develop institutionalized abilities.
Drawing on the resource dependence theory (Pfeffer & Salancik, 1978; Hillman et al. 2009) and the 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), this study has focused on the impact of state-ownership, firm scale and the degree of internationalization as resource-based factors and points out how these factors shape the firms’ relative behaviors leading to different level of IPRA. The following framework, hence, is developed (Fig. 1).  
Insert Fig. 1 here
In order to succeed abroad, firms must carefully evaluate the risks and obstacles that they are facing in foreign market, since their experience and strategy are geared to serving familiar market. In this article, we propose a framework of determinants that affect firm’s relative abilities and behaviours. We argue that state-ownership, firm scale and firm’s scope of internationalization have positive and significant impact on IPRA, counting upon the relevant resources that drawn from firm-specific determinants. Our framework highlights firm-specific resources as drivers of institutional change in response to the political risk of host country. Firms facing political risk will seek to be more institutionalised in ways that allow them to use firm-specific resources. Resource availability plays therefore a pivotal role in determining a firm’s IPRA.
The contribution of our study to the literature is three-fold. First, it offers distinct insight to interpret the development of firms’ IPRA building on the resource-based theory. The review of previous literature suggests that IPRA studies continue struggling to explain why and how firm-specific factors affect political risk assessment. Unfortunately, these questions have not been accurately addressed so far in the existing literature. This study makes the initial attempt to interpret the underlying effect of firm-specific factors on political risk assessment, building on a resource-based perspective. We believe that firm obtains it distinct level of IPRA from the resource usage which drives institutional change in response to political risk. State-ownership, firm scale and the scope of internationalization are determinants of IPRA as well as the sources of firm-specific resources. By examining the interrelationship among firm-specific factors, resources and the level of IPRA, this study enhances the understanding of firms’ institutionalization that explains the critical role of resource-based drivers as underpinning factors for the development of political risk assessment.
Second, a critical and significant determinant of IPRA, state-ownership, is introduced into the framework. Close firm-government relationship sets up the advantage of SOEs. A privilege to access firm-government resources motivates SOEs to develop more institutionalized ability on political risk assessment so as to take the advantage. We believe that state-ownership is another vital firm-specific factor that affects firms’ IPRA. Strong government connection enhances SOEs’ IPRA through the use of firm-government resources. Although previous studies have extensively examined the determinants of firm’s IPRA, a clear gap was identified as state-ownership as a central determinant was overlooked. This study, however, provides an illuminating insight into better understanding the role of stated-owned relationship in determining firm’s IPRA. The results support the hypothesis that governmental ownership is a significant determinant in firm’s practice of political risk assessment. Consequently state-owned firms have higher degree of institutionalization of political risk assessment compare to private counterparts.
Third, we clarify the function of scale and internationalization in firm’s IPRA taking a resource-based view. Large-scale firms have greater possibility to obtain resources and gain institutional forces, influencing the strategies firms used to engage and manage their environment. Thus, the level of IPRA varies widely due to the availability of resources, which play a determinant role in firm’s capability to identify and assess risk. The present study draws on a resource-based view to explore the implications of the connection between firm scale and IPRA by interpreting the reason why firms with larger scale have a higher level of IPRA. Although firm scale has long been examined as an important factor that influence firm’s level of institutionalization, the mechanism how larger-scale firms develop a higher degree of institutionalization remains ambiguous, overlooked or not strongly interpreted. In this study, clear evidence and strong proof has been found to support the statement that resources through scale drive institutionalization. Our examination of scale, both in terms of total sales and the number of employees, confirms that large-scale firms are more likely to institutionalize their political risk assessment.
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