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MNE-HOST GOVERNMENT RELATIONSHIPS: THE CASE OF BRAZIL



ABSTRACT

[bookmark: _GoBack]Managing relationships with governments in emerging market is an important strategy to overcome institutional voids. Focusing on MNE-host government relationships and employing a network view, the aim is to contribute new knowledge to international business studies by examining MNEs when doing business with political actors. A case study illustrating the development of a solution for public transportation in the Brazilian city Curitiba is presented. The network relationships include the elements of legitimacy, commitment and knowledge. The study reveals the complexity in the interactions between the actors. Further, institutional voids matter in a country such as Brazil and the presence of knowledge, commitment and legitimacy in the business-political relationships are vital to turn challenges into opportunities.  



MNE-HOST GOVERNMENT RELATIONSHIPS: THE CASE OF BRAZIL
Emerging economies are still growing in importance in the world economy, and MNEs invest heavily in these new markets. Previous research underlines that MNEs’ ability to form and develop proper exchange relationships is vital for their competitiveness in such emerging markets (Johnston et al., 1999). In this paper we emphasize that developing cross-sector relationships among different actors is important to overcome the barriers caused by a lack of strong political institutions (Le Ber & Branzei, 2010). 
Managing relationships - and not only with other business actors - may have a huge impact on the business activities since it has also been emphasized that gaining access to emerging market governments constitutes an important strategy to overcome institutional voids (Le Ber & Branzei, 2010; Johnston et al., 1999). In emerging economies, the market is: (i) highly complex in terms of socio-political system (Hadjikhani et al., 2012), (ii) unpredictable mainly because the rules are unclear and the mechanism for securing property rights are uncertain (Ahlstrom & Bruton, 2006), (iii) volatile (Meyer, 2001) and (iv) heterogeneous with large socio, cultural and political differences among countries (Sheth, 2011; Peng, 2000). These institutional voids pose challenges for MNEs acting on these markets. Another common characteristic among these markets is the extensive State intervention in the market. Further, bureaucracy is often still high despite government efforts to make the regulatory environment friendlier for starting enterprises and trading across borders. This indicates that doing business is relatively complex and bureaucratic in such countries. 
The aim of this paper is to examine how MNEs develop and nurture relationships with the government in an emerging economy, in this case Brazil. The objective is twofold: (1) To understand the main challenges and opportunities perceived by firms when doing business with different government entities and (2) To identify how firms increase their visibility and accessibility to the political actors. In order to examine MNEs’ strategies to build relationships with political actors, we take into consideration the behavioural aspects used in business relationships. In doing so, we will bring in the central concepts of knowledge, commitment and legitimacy from the business network approach (Hadjikhani et al., 2008) and link them to the MNE-political relationship literature. A case study of the development of a technology for urban mobility in Curitiba, a city in the south of Brazil, is presented and analyzed. 
 
THEORETICAL FRAMEWORK
Recent studies have shown that firms establishing close relationships with political actors may have advantages when it comes to exchange of resources, they can obtain preferential treatment, get access to insider information, etc. (Li et al., 2008; Li & Zhang, 2007). Further, firms can also influence public policy in their favor (Pecorino, 2001). But it has as well been pointed out that political actors are dependent on firms. So if from one side firms need political support, governments rely on firms for, for instance, job creation, growth and knowledge that these firms may provide. This implies an interdependent relationship between the State and MNEs.  
Researchers applying a business network perspective often stress the two conceptual elements of commitment and knowledge as vital for understanding the business relationship and also the relationship between business and political units. However, technological or knowledge interdependency, which construct the fundamental bonds in business markets, have not the same function in socio-political relationships. Consequently, the central relationship elements needs to be further studied when applied to business-political relationships. 
Commitment actions can be explained in terms of the size of investment and actions towards the counterpart alone or towards the connected actors (Denekamp, 1995). Knowledge is perceived as the accumulated information and experience of the parties about each other and also the needs of society. In addition to knowledge and commitment, a third central element is legitimacy which can be defined as the perception that the actions of an entity are appropriate within a socially constructed system of beliefs. It discloses the position recognised by the surrounding actors in a network of relationships. Legitimacy is constructed on the type and strength of values developed by interrelated surrounding actors towards an actor. The higher the nature of appropriate business and political commitment, the stronger will be the legitimate position. While business legitimacy is primarily composed of evaluation by connected suppliers and customers, political legitimacy relies on how business and social actors perceive the act of political actors. An interesting issue is when one of the MNEs partner is a firm with political identity, as in the case presented below where a state-owned enterprise is one of the actors. While preserving the business legitimacy this actor also stand on its political nature.
Gains in employment and economic prosperities lead to public trust, which is essential for political actors to keep their political legitimacy. Any action from the two focal actors is modified and reported to others like trade unions, the media and the public. This interdependency determines the types of strategy that political actors undertake towards business firms. 

METHODOLOGY
In order to address the process of developing relationships with the government, a qualitative methodology is employed in this paper, more specifically, a case study. The case is based on the development of ICT (Information Communication Technology) for improvements in the transportation system of Curitiba, a city in the south of Brazil. In this project the local government is the main sponsor and also the core coordinator. In public projects, the number of stakeholders working together is usually large and there is a need to accommodate all interests groups. By interacting with local government, MNEs might learn how to do business with different spheres of the public sector as well as they can observe how other firms deal with the bureaucracies and get support from the public authority. 
The data is a combination of primary and secondary sources. The primary data is a result of 30 interviews conducted face-to-face in Brazil between September and December 2013 with five participating organizations including business and non-business actors. The interviews lasted on average 1-1.5 hours. All the interviews were performed in Portuguese. The researcher who collected the data is both English and Portuguese speaker and quite familiarized with Brazilian culture and politics. Table 1 shows the distribution of interviewed participants and the function of each employee respectively.
---- Table 1 about here -----
The questions aimed to grasp the main impressions of directly or indirectly involved actors as well as to examine the degree of accessibility that such firms have into different spheres of the government during and after the project. In addition to interviews, secondary data, such as, companies’ annual reports, CSR reports, local and international news related to the project was used to reconstruct past events and also as a complement to the interviews. The data collected covered company history and technological background as well as activities developed in the local market.
Initially, the main objective was to understand the project itself and how actors have developed relationship during and after the project. However, during the interviews new and interesting data emerged which was related to firms impression when working with different partners and also their overall impression when dealing with different spheres of the government. The project involved interactions with different partners and firms highlighted perceptions about the political agenda in the country and even interaction with bureaucrats linked to the local and national government. 

MNE RELATIONSHIPS WITH POLITICAL ACTORS
The Empirical Setting 
With 201 million citizens, Brazil is the fifth most populous country in the world (ECLAC, 2013) and with a gross domestic product (GDP) of $2.2 trillion the country is the world seventh-largest economy. After some years of recession, growth is expected to recover in 2015 and subsequent years due to the heavy investment in energy, roads, airports and ports by the government (IMF, 2014). 
Despite great business opportunities, there are pronounced challenges for MNEs acting there, mainly related to the process of acquiring an understanding of the business, social and political environment. Brazil is a tough place for business according to the ease of doing business index created by the World Bank. According to this index, the country ranked 130 out of 185 economies. For firms competing in such a market the value of political networks may be even more important in comparison with the developed economies mainly because the government still control a wide range of critical resources and opportunities that shape the competitive environment. In Brazil mobility has become an important theme in the political campaigns. Below, we will relate to a project named “The Buses of Brazil: Connectivity - Transport Solution” to illustrate the relationships between business firms and political actors. 

The Buses of Brazil: Connectivity - Transport Solution
The project was developed in Curitiba, the capital of the southern state of Paraná. The city is well-known by its innovative BRT system (Bus Rapid Transit) lanes. The system involves bus-only lanes that allow buses to travel efficiently along their routes without having to compete with other mode of transportation. The management of public transportation is done by URBS, a state-owned enterprise (SOE) responsible for the operation, supervision and transit system of the city. In this specific project URBS together with ICI, a non-profit organization responsible for the supply of IT solutions to URBS - identified that a wireless communication could be a route to improve the transportation system. By shifting from radio to 3G technology it would be possible to track the geographical position of each bus and thus enable URBS to better manage bus routes, time spent at bus stops, speed, distance traveled, times for arrival and departure. This would in turn enable the users to predict the time spent in the journey and even saving their time. 
To develop the project the two MNEs Ericsson and Vivo were involved as well as the Brazilian firm Dataprom. Ericsson, headquarted in Sweden but with long experience from Brazil, is known for its mobile and fixed network, multimedia solutions and telecom services. One of its main clients is Vivo, a subsidiary of the Spanish company Telefonica. As a leader in the local market, Vivo provides mobile telecommunication services, cellular phone data transmission and mobile internet services throughout the country. The third important business partner, Dataprom is a Brazilian MNE headquartered in Curitiba with several offices in Latin America. The company conducts research, development and production of hardware and software for electronic ticketing, fleet management and other solutions for urban mobility. The company’s main clients are found in the public sector.
The project was successfully implemented in 2012, benefiting 3.2 million citizens of Curitiba. The solution solved several communication problems, it involved a better control of the electronic ticketing and increased the security. With improvements in the broadband coverage implemented by Vivo, public places have now also free wireless connections. A result of the project is that the level of passenger satisfaction has increased substantially. Further, in addition to national recognition and success, the UNFCCC (United Nation Framework Convention on Climate Change) also recognized this initiative as an innovative solution giving international visibility for the firms. The project has been also copied in other Brazilian cities. Figure 1 depicts a network view of how the actors are connected to each other and involved in different phases of the project.
---- Figure 1 about here -----

Challenges and Opportunities 
Our first research question related to the main challenges and opportunities when doing business with different political actors in Brazil. Three specific findings emerged from the interviews. The first finding is that the project itself was rather smooth and dealing with the political actors was not a big deal according to all actors involved in the project. Second, when it comes to a general perception about the main opportunities, managers expect to be involved in more public projects of infrastructure mainly because the government has signalizing massive investments in ports, public transportation and roads. Thus, expectations of future business opportunities with the government encourage firms to develop more close relationships with political actors consequently the development of a political strategy becomes a vital focus. Finally in respect to the main challenges, managers were unanimous in the view that many issues were treated in a very bureaucratic way and they commented on the low speed that political actors in general had in respect to taking decisions. 
For the engagement management at Dataprom, the main difficulty is still the bureaucracy and the paperwork required when dealing with the public sector. This makes the service offered to the government more expensive in comparison with other companies. He explained that doing business with the government requires a different strategy. He claimed that “Business with the government requires more negotiation, more preparation and more elasticity since the money takes time for the company to receive”  
Hence, according to him, the bureaucracy is still a problem making the deal sometimes risky to the company who wins the bidding. For the Vivo managers responsible to leverage new business opportunities in the small cities in the Paraná State, the main challenge is to know how to develop and build relationship with the local mayors. For him, the way to approach and do business in the large cities differs from the small cities as well as when someone move within the country from South to the North. He explains that “In the large cities the politicians and the bureaucrats have a better knowledge about technologies, while in the small cities most of times it is necessary to educate them about it mainly in respect to the benefits and the impacts that it might have in the local community. Such lack of knowledge makes our work crucial to explain and inform them in the process of negotiation”  
Strategies to increase Visibility and Communication with the Government 
Our second research question concerned the main strategies used by firms to increase their visibility and accessibility to political actors. In terms of the degree of accessibility within the government before and after the project, most of the interviews at Ericsson stressed that the firm overall had a good relationship with the government before this specific project.  The managers stressed that the Ericsson’s brand seems to be good to open doors. Almost all respondents at Ericsson claimed that the company has good access to the government and, according to them, the company´s opinion is considered even at the national political level. 
In the case of Vivo, managers also claimed that the government gives accessibility – that is, the government allows firms to expose their new technologies, mainly in times when the broadband connection becomes an important issue in the country. With the economic growth in Brazil more and more people are buying products that require connectivity. However, closer relationship with the government might be linked to projects that have impact in the community highlights the analyst of sustainability at Vivo. She affirms that “In some projects the government is engaged to participate and there are others that creates emotion to the local authorities, the Buses of Curitiba is a good example”
The head of marketing and strategic department at Ericsson also highlight the importance to develop projects which can be used to increase their visibility and get attention and legitimacy. He mentioned that “A pilot project is very important to show up. If it is a successful story it generates confidence to the market and to the government eyes”.
In respect to the degree of accessibility to the government, all the interviewees explained that what gives a company attention depends on whether the government recognizes the interdependence between the State and the technology that such companies generate. Secondly, the degree of commitment especially from Ericsson’s side is high. That is, the company develops technology in partnership with Brazilians universities and the firm also has a research center in the country. For the Ericsson´s analyst of sustainable issues in Brazil, the government sees the benefits of such commitments. 
She also mentioned that the company knows what the priorities of the government are. For example, the government is signaling interests in e-health, mobility, public security and utilities and this has been communicated to the market. In respect to the support given by the State, the head of Ericsson´s government relations informed that the federal government since 2008 has put effort to reduce taxes and make the production process less costly to the industry as a whole. For him what differentiates business-to-business from business-to-government is the objective. He claims that “In business-to-business the relationship is for the developing of new business opportunities. The objective is more on the short run while for the business-to-government, the aim is to develop markets and therefore the target is more on the medium and long run”. He also stressed that “It is not difficult to get access to people, to bureaucrats. The government gives accessibility in the exposition of services and products commercialized by Ericsson” 
As head of the government relations his position has the task to develop regulatory conditions that could meet Ericsson’s interests. In his work he travels between the Ericsson main office in Sao Paulo and Brasilia, the capital of Brazil, a place where the central power of the public sector is located. Such a close relationship with the central government could not be identified in the Brazilian company Dataprom where most of the interaction reported was with the local mayors in the different cities where the company participates in public procurement. 

DISCUSSION
Our findings suggest that to do business with political actors requires a good understanding of the political and law system as well as an ability to negotiate and to communicate. In a continental county as Brazil, this might be even more crucial since regional differences also might influence the way that MNEs approach the local authorities. Thus, institutional voids matter in country with great regional differences. This is in line with Sheth (2011) and Peng (2000) and their argument that in emerging economies there are large socio, cultural and political differences in comparison with developed economies. Though, it might be even more crucial in countries with large regional differences. Brazil has considerable economic differences among regions. Big cities and small cities differ in the way the firms should communicate with respect to the product or technology they offer. Depending on the region the degree of complexity may increase. 
In contradiction to the heterogeneity among regions, our case indicates that the federal government shows openness and supports multinational enterprises. It appears that the government permits and encourages an open dialogue with the MNEs and this observation is in disagreement with Ahlstrom and Bruton´s (2006) ideas that in emerging economies there is a high level of unpredictability mainly due to unclear rules. However, our case shows that the government communicates with the firms and signals the priorities and where investments will be put forward. 
An explanation to this observation might be that the foreign MNEs studied here have been in the country for decades and their relationship with the government might be different in comparison with a company that recently started operations or aims to enter in the country. Thus, the liability of foreignness might be very low for established firms. In the Brazilian case, it does not appear that the companies have difficulties to talk to the government in its different spheres. However, this might be the case because the companies’ experiential knowledge helps them to get access. 
Commitment helps firms to differentiate from each other. We propose that the degree of commitment from companies is positively related to the level of influence or accessibility into the State. Dataprom certainly has a lower accessibility to influence political decisions in comparison with Ericsson or Vivo given its size and level of investment in the country although the government has different rules and incentives to national firms. 
This study also pinpoints that an effective communication is important to allow companies to get a better access to it and that dealing with the government requires a different approach. It seems that MNEs such as Ericsson and Vivo use pilot projects as one way to communicate with different stakeholders and their communication strategy changes in accordance with the embedded context. 
In terms of support all interviewees indicate that the federal government has given incentives to foster the industry. Another example of support of the public authorities in the URBS specific project is the permission given to Ericsson and Vivo by the mayor in Curitiba as well as the governor. They appeared in a video created by firms. Their image legitimized the project nationally and enhanced firm’s image as the developers of the technology. This is an example not only of strong support given by the politicians, in office during the launching of the project to the companies but also an example that political connection might be a good strategy to enhance corporate legitimacy which is in line with Chen et al (2008). 
The companies successfully engaged political actors to confirm their corporate message that technology is good for society and also to strengthen the firm’s technological know-how. It indicates that the firms have managed the relationships well which is in accordance with the statement by Johnston et al., (1999) that to succeed in emerging economies MNE competitiveness depends upon firm’s ability to form and to develop proper exchange relationships.   
CONCLUSION
Business–political relationship in emerging markets is a timely topic in international business literature. However, previous research has mainly focused on the macro level while few researchers in the field have attempted to understand the phenomenon at the micro level. Our main contribution has been to look at firms relationships with political actors in different spheres and at different levels. To understand the complexity of doing business in emerging markets it is also important to comprehend not only the overall socio-economic and political environment but also to understand the regional differences. Heterogeneity must be managed on different levels and settings.  It is for instance likely that communication strategies used by firms should differ in big cities in comparison with small cities. 
Our findings suggest that business-to-government relationships require a different approach in comparison with business-to-business relationships. A main reason is that relationships with political actors entail more negotiation, preparation and appropriated communication in comparison with relationships among firms. In respect to institutional voids, in a country such as Brazil it matters, mainly in respect to regional differences since the way of dealing with politicians and bureaucrats vary from one region to another. The presence of local knowledge, commitment and legitimacy in the business-political relationships are vital to turn challenges into opportunities.  
This study is still in a preliminary phase and has several limitations. It examines actors’ perceptions when dealing with the public sector in the emerging economy Brazil. The findings are thus limited to a single country and the way that the government responds to the market might be different from what is done in other emerging economies. However, we suggest that studies on business-political relationships certainly deserve more focus and that our study contributes to the understanding of how firms explore different strategies to build relationships with political units at different levels. The way that relationships are developed and cultivated certainly differs among countries. Thus, future studies should expand across other emerging economies. Another major limitation is that the case study, even though it allows rich insights about events and relationships, it does not permit statistical generalization. Further studies, both qualitative and quantitative are encouraged. 
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APPENDIX A

Table 1 below shows the distribution of interviewed participants respectively.
Table 1: The distribution of the interviews
	Company
	Number of interviews
	Function
	Interview per function

	
Ericsson
	
10
	
Manager

Head of Department                  

Analyst                 
	
6

2
2

	
Vivo
	
10
	
Manager

Regional Director

Consultant
	
4

1

3

	
Dataprom
	
8
	
Manager
Sale Representative
	
4
3

	URBS
	6
	Manager
President
	     5
     1

	
ICI
	
3
	Manager
	     3

	
Total 
	
37
	
	


                 * At Dataprom, we have performed two interviews with the same manager

APPENDIX B
In Figure 2 below we provide a network view of how the actors are connected to each other and involved in different phases of the project. Actors from the public sector are represented in green while purple and orange represents the SOE and the NGO while in blue are the MNEs respectively. The two circles are used to differentiate the period that the companies interact for development and implementation of the project (in grey) and the period that political actors participate which it is named as the marketing campaign phase
Development and Implementation Phase
Dataprom
URBS
VIVO
ICI
Marketing Campaign Phase
The city’s Mayor
The Governor
Ericsson

Figure 2: The Network View 






