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FIRMS’ DOMESTIC EXPERIENCE AND INTERNATIONAL INVESTMENT STRATEGY: EVIDENCE FROM THE ELECTRIC UTILITY INDUSTRY

ABSTRACT

We build on the internationalization literature by examining how firms’ domestic experiences shape international investment strategy. We argue that firms’ political and regulatory, as well as cultural, home environments affect their decisions to enter particular host countries. Using panel data on a population of firms from 30 home countries investing in 64 host countries during the 1990s, we find evidence that the type of domestic experience affects the sensitivity of foreign entry decisions to host country political risk: the negative impact of political risk on the probability of entry is significantly smaller for firms that originate from countries themselves exhibiting higher risks of political expropriation, from countries that are more culturally distant and for firms with highly regulated domestic businesses.

How do a firm’s prior experiences shape subsequent international investment strategies? Recent work in the internationalization literature has argued that a firm’s prior international experience – both the amount and type – affects decisions about whether to enter new countries and, if so, the method of entry. Various researchers have documented how firms with greater amounts of international experience are more likely to enter new countries and to take higher equity stakes in foreign subsidiaries (Chang, 1995; Delios and Henisz, 2000); such firms also tend to achieve higher subsidiary survival rates over time (Barkema, Bell and Pennings, 1996; Barkema, Shenkar, Vermuelen and Bell, 1997; Li, 1995); and firms with more extensive international experience of high political risk countries have higher entry rates into other high risk countries (Delios and Henisz, 2003). Prior international experience thus appears to make future expansion abroad more attractive, especially into countries whose profiles such as on political risk match the firm’s experiential history. 

While the nature of prior international investment experience may be influential for firms already active abroad, it naturally does not explain the expansion strategy of firms that have yet to invest outside their home countries. Similarly, for firms that are in the early stages of the internationalization process, international experience may prove to be only a limited guide when assessing potential foreign investment opportunities, depending on the rate at which firms absorb the experiential lessons from initial international activities. 

In this paper we build on a small stream of literature that argues that domestic as well as international experience shapes firms’ international investment strategies (Johanson and Vahlne, 1977; Wan and Hoskisson, 2003; Kogut and Singh, 1988). The theoretical focus of this literature has been on a single dimension of a firm’s domestic experience, specifically its domestic cultural environment; firms decide whether and how to enter new countries based partly on the cultural relatedness to their home country. Although culture can be interpreted as a composite of a variety of variables such as societal values, language and history, it nonetheless represents only a limited view of the broader home country market and non-market environments within which firms operate. Here, we extend the underlying logic to incorporate two other dimensions of a firm’s domestic environment, political and regulatory, which we argue affect the attractiveness of entering particular countries. 

In order to test our hypotheses regarding the impact of domestic experience on international strategy, we use data on the global expansion paths of the population of firms in a single industry, electric power generation, that first began to internationalize during the 1990s. The dependent variable under consideration is the firm’s decision to enter a given country in a particular year. The panel data set includes firms originating from 30 home countries in developed and developing parts of world, investing in over 350 generation projects across more than 60 host countries. The wide degree of heterogeneity in domestic experiences and host country environments provides the basis for robust statistical analysis. 

BACKGROUND

Early research identified the firm’s domestic cultural environment and hence cultural or ‘psychic’ distance between home and host countries as being an important predictor of the choice of which foreign countries to initially enter. Johanson and Vahlne (1977) and Davidson (1980) argued that the embedded experience of a firm’s domestic culture affects expansion strategy since firms tend to enter new countries that are ‘psychically’ or culturally similar to their home environments. As firms gain experience of managing domestic businesses in a particular cultural context, they develop a competitive advantage over less experienced rivals in other countries with similar cultural profiles. Kogut and Singh (1988) also found a significant effect of domestic culture on the choice of entry mode by foreign investors in the U.S. Together, these and other studies imply that the experience-based skills firms acquire in their domestic businesses can have profound effects on the strategic design and performance of subsidiary international operations.

Despite widespread acceptance of the ‘cultural distance’ thesis, there has been little development of the argument to other dimensions of firms’ domestic experience. In one of the few studies to explore aspects of domestic experience other than culture, Wan and Hoskisson (2003) found that firms from more ‘munificent’ home environments were better able to manage internationally diversified businesses. The underlying logic of the cultural distance literature, however, rooted in the Resource Based View (Barney, 2001; Wernerfelt, 1984), is relatively general: firms, having developed unique capabilities through domestic experiential episodes, are better able to leverage such experiences in host environments abroad that demand similar capability profiles. The argument is similar to that made in the product diversification literature whereby firms expand sequentially into new products that have technological similarities to existing product lines (Chatterjee and Wernerfelt, 1991; Hoskisson and Hitt, 1990): firms tend to invest in new products (countries) that ‘match’ extant products (countries). Why has there been relatively so little theoretical and empirical exploration of the relationship between other dimensions or types of domestic experience and international entry strategy? One explanation may lie in the data limitations of existing empirical investigations; the majority of studies of international expansion paths rely on firms from a single home country or sometimes several home countries (commonly the U.S. or Japan). Without sufficient heterogeneity in domestic experience, however, it is not possible to identify statistically the impact on international entry strategy of differing types of domestic experience. Instead, data sets including multiple home and host countries are required. 

In the next section we develop hypotheses that relate the firm’s type of home country experiences to the decision to enter a type of host country. In order to build on the cultural distance thesis we utilize a dimension other than culture that distinguishes between host countries, specifically political risk. Substantial research has demonstrated that, on average, host country political risk significantly reduces the overall amount of foreign direct investment and alters the methods by which multinational corporations make investments (Kobrin, 1979; Delios and Henisz, 2000). While recent studies have suggested that foreign firms differ in their sensitivity to host country risk (Delios and Henisz, 2003), domestic experiential sources of such variation have not been examined. The following hypotheses argue that firms’ domestic experiences of political, regulatory and cultural environments influence the impact of host country political risk on foreign investment decisions.

HYPOTHESES

Impact of Domestic Experience on International Entry Strategy

In the same way that firms learn how to manage their domestic businesses in the context of a particular cultural environment, they also learn how to manage political risks (Ring, Lenway and Govekar, 1990). As competing domestic interest groups, such as labor unions and market-based competitors, pressure home governments for policy reforms that threaten to harm a firm’s domestic profitability, firms learn how to manage political actors in a generic manner. By dealing with political actors at home, firms become more adept at identifying political preferences and behavior patterns in other institutional environments; at accurately assessing the sources and nature of potential expropriation hazards; and at successfully negotiating with or lobbying less familiar political officials. To the extent that firms encounter similar policy challenges in multiple environments – such as countering union opposition to new employment practices, developing cooperative relationships with environmental interest groups or obtaining operating permits from regulatory agencies – firms establish codified and uncodified practices that reflect prior managerial approaches to resolving these issues (Boddewyn and Brewer, 1994). Thus, while firms learn from their interactions with the political environment in each jurisdiction, the experiential benefits spill over into the development of more generic political capabilities. 

Firms from high political risk countries, where domestic political management experience is relatively intense, will tend to build up particularly strong local as well as generic political capabilities. Such firms will be less sensitive to the perceived risks of foreign political expropriation when considering international investments than firms from more politically secure backgrounds. Hence:

H1: The foreign entry decisions of firms from higher political risk home countries will be less negatively affected by host country political risk, all else equal. 


Firms learn how to manage political actors not just within their domestic national environment but also in the context of their domestic industry. Some industries are more susceptible to the risks of political expropriation than others. Industries that are highly regulated, in terms of price, ownership, quality or competitor entry controls, are more liable to political interference than industries where competitive market forces are relatively dominant for several reasons. First, government control of industries such as pharmaceuticals, utilities and agriculture can reflect political objectives, such as the wish to subsidize important constituent groups (e.g. voters or organized interest coalitions), to increase regional employment levels, or otherwise to prevent politically disadvantageous market-determined outcomes from obtaining (Stigler, 1971; Peltzman, 1976). When short-term political pressures increase, governments are more likely to curry favor with constituents by directly or indirectly transferring rents from regulated corporations (Henisz and Zelner, 2004) – for example, by shortening patent durations on prominent drugs in the pharmaceutical industry, or by “frustrating” private supply contracts in the power generation sector (Powers, 1998). Second, in industries that are regulated it is easier for governments to expropriate through indirect rather than direct means, and to limit the costs of public reputation loss. Regulatory institutions and rules provide an opportunity for governments to gain leverage by claiming that firms have not satisfied regulatory requirements. Governments may withhold operating permits, hold up payments to private suppliers or otherwise take advantage of loopholes in regulatory contracts. 


Firms with domestic experience of highly regulated industries will be better able to mitigate the risks of political expropriation in other jurisdictions than firms whose experience is concentrated in competitive industries, making entry into higher risk countries more attractive for these firms. Hence: 
H2: The foreign entry decisions of firms with greater domestic experience in highly regulated industries will be less negatively affected by host country political risk, all else equal. 

The sensitivity of foreign investors to host country political risk may also be moderated by the ‘cultural distance’ between home and host environments. According to Kogut and Singh (1988), one effect of cultural distance is to increase the organizational costs of establishing and managing foreign subsidiaries as the parent learns to adapt domestic routines to new cultural practices. Barkema et al (1996, 1997) also find that survival rates of foreign subsidiaries fall with increasing cultural distance. Increased cultural distance should thus be associated, on average, with lower probabilities of firm entry. Another impact of cultural differences is to create uncertainty for foreign investors about the actual nature of underlying market and non-market environments in a country. Cultural differences can hinder the ability of firms to gather and to interpret tacit and codified knowledge about the nature of local customer idiosyncracies, competitor strengths, political attitudes towards foreign firms and so on. That is, cultural distance ‘masks’ important informational signals about the environment. This implies the presence of an interaction between cultural distance and political risk: given the greater difficulty of assessing true political conditions in culturally distant jurisdictions, firms will place less weight on political risk in formulating entry strategies. Thus, as firms find it harder to discriminate between differing levels of political risk with increasing cultural distance, entry decisions will become less sensitive to changes in the underlying risk of expropriation. Hence:

H3: The foreign entry decisions of firms from more culturally distant home countries will be less negatively affected by host country political risk, all else equal. 

METHODS

Industry Setting and Sample

We test the above hypotheses by examining the international diffusion of foreign investments by firms in the electric power generation industry. This industry setting has several advantages for identifying the interaction between domestic experience and host country political risk in shaping firms’ foreign entry strategies. First, given that governments have adopted deregulation and privatization policies in this sector only since the early 1990s, power generation firms are in the early stages of internationalization. A firm’s experience of its domestic business is thus likely to weigh relatively heavily in assessments of foreign investment opportunities.  Second, the power generation sector, with highly immobile assets and widespread consumption by voter-consumers, is especially susceptible to the political risk of expropriation (Holburn and Spiller, 2002), making investment decisions sensitive both to such risks and to firm abilities to manage them. A substantial proportion of new opportunities exist in developing countries where the risks of political expropriation are relatively high (International Energy Agency, 1998). Power generation firms that wish to expand internationally thus have relatively unconstrained opportunities to invest in high or low political risk jurisdictions. 

Third, industry environments differ discretely in the degree of regulation: in most countries, foreign generators must sell electricity to a monopsony buyer, typically a state-owned electric utility, under terms that are negotiated before entry. In these situations, price, entry and investment decisions are heavily regulated by the government. A number of countries, however, such as Argentina and the U.K., have deregulated their electricity markets so that customers are able to choose between competing generation providers. In these lightly regulated competitive environments, new entry is liberalized and generation firms compete for customers’ business, frequently through prices established on spot market exchanges. Since power firms have a higher level of interaction with governments in monopsony markets as compared to competitive markets, we suggest that experience gained in these countries will be particularly salient for firms learning how to manage their political environments.
 

My sample consists of 188 firms and 64 countries. The set of firms includes the population, referred to here as Independent Power Producers (IPPs), that have made international power generation investments between 1990 and 1999 outside the U.S. and Canada. Information on IPP investments was obtained from the World Bank’s Private Participation in Infrastructure database and from Hagler Bailly, a private consulting firm that tracks international investment activity in the utilities sector. In 1991 there were less than a dozen firms with international generation investments. By 1999, 188 IPPs had invested in foreign power generation projects, accounting for 130 gigawatts of new capacity. The median IPP had investments in two foreign countries by 1999 while the most active were present in more than ten countries. The set of countries consists of those that have implemented deregulation reforms in power generation to enable foreign private investment since 1990. Deregulation of national electricity sectors began in 1990 with the U.K. being the first country to adopt fundamental deregulation and privatization policies. Following the U.K., many other countries have implemented deregulation reforms, most commonly in the generation component of the electricity industry. The median country to do so allowed foreign investment in 1994. The dataset thus covers the birth and early stages of this industry (using 1990 as the initial year in our period of observation therefore avoids left censoring bias). We collected information on power generation deregulation, including dates of legislative acts, executive decrees and administrative rule changes, from a variety of sources, including, APEC (1997), ADB (1999), Gilbert and Kahn (1996), International Private Power Quarterly and OECD (1997). 

Analytical Procedures

We examine the impact of firm and country characteristics on investment decisions by estimating the probability that an IPP will invest in a specific country in a specific year. We assume that the IPP will enter a country if the expected profits net of cost of capital are greater than zero. While the returns to investing in a foreign generation project are a latent unobserved variable, we do observe the dichotomous entry decision. Assuming that the error term is distributed normally, this allows me to present the event history in a discrete-time model as a standard probit (Allison, 1984; Yamaguchi, 1991). The probit model is appropriate here given the relatively short time period that most countries have enabled IPP investment. In this formulation, each year is treated as an independent observation so we include year fixed effects to account for unobserved time-varying factors. The probit model is also particularly advantageous here compared to standard continuous time models such as the Cox proportional hazards model since the latter cannot easily handle “ties” in the dependent variable (Yamaguchi, 1991). If data is gathered at discrete time periods, such as years, then there is a likelihood that several units will appear to experience an event at the same time (creating a tie). In the phenomenon of interest here – IPP investment – there are multiple years when several IPPs entered the same country. Estimation of the Cox model on data sets containing many ties, however, can yield biased parameter estimates whereas discrete-time models such as the probit still produce unbiased estimates. The results are also robust to alternative discrete-time specifications such as the logit where disturbances are assumed to follow a logistic distribution (Greene, 1997). The significance levels and signs of coefficient estimates are highly comparable in both probit and logit models.


We construct a panel data set with 120,320 potential observations, representing every feasible firm-country-year combination of 188 firms, 64 countries and 10 years. Since not all countries liberalized their power generation sectors at the beginning of the period of observation (1990), we control for the first year in which firms were able to enter a country by deleting all country-year observations before that date. Deleting country-year observations before the year in which a country allowed private foreign investment in power generation assets reduces the number of observations to 58,996. After further accounting for missing data points and years before which some firms were established, 54,781 observations are included in the panel.

Measures

Dependent variable. The firm’s decision to invest in a specific country in a specific year is the dependent variable, taking a value of one if the firm invested and zero otherwise. The year in which the firm reached financial closure on a generation project is taken as the year of entry since this is the point at which IPPs make a relatively firm commitment to entering a country. By reaching financial closure, firms bind themselves to providing future funds in the development of a power project, often in conjunction with other partners, and with penalties for subsequent withdrawal. It is also common for construction activities to commence during the period of financial negotiation, further raising the cost of withdrawal after closure. There were 699 foreign equity investments in more than 350 generation projects during the 1990 to 1999 period. 


Independent variables: domestic experience. We measure the political risk of the firm’s home country using an existing index of the risk of political expropriation (Henisz, 2000). The index, ranging in value from zero to one, is based on the number of independent branches of government with veto powers and the alignment of political preferences across branches. While countries with fewer political institutions may present less complex environments for firms to navigate, as has been argued in the analogous context of market environments (Dess and Beard, 1984; Keats and Hitt, 1988), they also present greater risks of expropriation: with fewer veto points it is easier for governments to overturn status quo policies. Countries with unified executive and legislative bodies, implying a higher risk of expropriation, receive higher scores on the political risk index. Countries with bicameral legislatures and independent executives, on the other hand, tend to receive low scores. We use this measure of political risk since, compared to other alternatives that are based on subjective survey responses of MNC managers, it has the advantage of being objectively constructed.


We capture the firm’s domestic experience of highly regulated industries using a dummy variable for the degree of regulation of the firm’s home power generation market. The variable takes a value of one for countries with monopsony power markets (highly regulated), and a value of zero for competitive markets (more lightly regulated).
 While this is an imperfect measure since firms may have experience in other regulated industries, it does capture some of the variation in firms’ experiences, and also in one of the traditionally most regulated sectors of the economy.


Following Kogut and Singh’s (1988) aggregation methodology, we use Hofstede’s (1991) data on national cultural attributes to gauge the firm’s domestic experience in a particular cultural environment. We calculate cultural distance as the absolute value of the difference between the aggregate culture scores of the firm’s home country and each potential host country. For the few countries not included in Hofstede’s data, we calculated cultural distance as the average distance from contiguous countries. 


Hypotheses 1 to 3 consider the impact of the above three variables on the effect of host country political risk on entry probability rather than on the direct, unmoderated effect on entry. We thus create a series of interaction variables that test these hypotheses. For example, the impact of political risk in the firm’s home country is tested by interacting that variable with the political risk of the host country (H1). The index measuring political risk of the host country is the same as that used for the firm’s home country. A similar interaction is constructed between the variable measuring the degree of regulation in the firm’s home generation market (monopsony dummy) and the political risk of the host country (H2). Cultural distance and host political risk are interacted to test H3. 


Independent variables: controls. The central control variable is the level of political risk in the host country, which enters the empirical specification independently as well as part of the above interaction terms. Beyond political conditions, national economic factors will be influential in the firm’s investment calculus. A common finding in the internationalization literature is that larger markets, defined by wealth or population, attract higher levels of investment (Dunning, 1981; Wheeler and Mody, 1992). In the power sector, since assets are long-lived and sales are generally confined to the domestic market rather than neighboring country markets, forecasts of the future domestic market size are also likely to be an important factor in firms’ decisions. Firms will be more inclined to enter countries with smaller extant markets if they expect that rapid future growth will create more investment opportunities. We therefore include the percentage increase in real GDP lagged over five years, as well as GDP, measuring current national wealth in billions of real 1990 U.S. dollars as additional controls for market characteristics. While most IPP entries are greenfield investments, the timing of which depend on IPP as well as host government preferences, the timing of privatization sales of state-owned enterprises is largely determined by host governments alone. Since privatizations create additional discrete entry opportunities for IPPs, we include a dummy variable set equal to one in years when countries undertook privatization programs.

We also incorporate several firm-level control variables. Existing studies argue that larger firms have a greater propensity to invest abroad (Delacroix and Swaminathan, 1991). We use the value of a firm’s net assets in each year, measured in billions of dollars, as a measure of size, obtaining this information from GlobalAccess, an electronic database containing historical financial information for U.S. and non-U.S. firms. Prior experience in the geographic region of the country may provide learning benefits that encourage entry (Greve, 2000): we include one variable that is calculated as the count of the firm’s prior investments in the same region. Another variable is the count of other firms’ investments in the same region, thereby allowing for vicarious learning or imitation effects (Baum et al, 2001). We control too for the geographic distance between a firm’s home country and a potential host country since the cost of establishing and managing a foreign subsidiary increases with distance from a firm’s headquarters, all else equal.

Finally, in order to provide a comparison with the effect of domestic experience, we include measures that proxy for experiential benefits of prior international investments. We create several variables based on the count of power generation projects in which the firm has invested prior to each year. These measures are constructed for each year during the 1990s. The first two variables are the counts of prior investments in high (low) political risk countries where high (low) is defined as those countries with a political risk score more (less) than 0.7 (0.3). The third and fourth variables are, respectively, the counts of prior investments in monopsony and competitive power generation markets. As with the domestic experience variables, we interact each of these international experience variables with host country political risk.

Table 1 presents descriptive statistics for all the variables. 

____________________

Insert Table 1 about here

RESULTS

Table 2 displays the results of the Probit analyses, incrementally adding the theoretical variables of interest in successive models. Two-way interaction variables are centered on their means to aid interpretation of the coefficients. The first model contains the base country-level and control variables, excluding prior firm and other firms’ regional entries. Models 2, 3 and 4 additionally include the variables examining the impact of firm domestic experience, namely the interactions between host country political risk and: home country political risk; home generation industry regulation level; and home country cultural distance. Model 5 builds on model 4 by including the international experience variables and their interactions with political risk, and the two regional controls. Overall, the fit of all the models is fair, with Kullback-Leibler R-squared values ranging from 0.074 to 0.22. Chi-squared statistics demonstrate improving model fit compared with each model’s respective baseline. 

____________________

Insert Table 2 about here

Across all the models, the coefficients on the control variables are statistically significant (p<0.05 or less) with the exception of other firms’ regional experience and the monopsony market dummy. Consistent with the large body of empirical literature on the internationalization process, the positive and statistically significant coefficients on GDP (p<0.001) and GDP GROWTH (p<0.01) demonstrate that firms are more likely to enter wealthier and faster growing countries. The coefficient on HOST POLITICAL RISK is similarly consistently significant (p<0.001). The negative sign in Model 1 demonstrates that, when not accounting for firm domestic and international experience effects, higher risk of expropriation is typically associated with less frequent IPP entry. The estimated coefficients on DISTANCE and CULTURAL DISTANCE are significant everywhere at the 1% level or less and are signed as expected. All else equal, IPPs are more likely to enter countries that are closer to their domestic country of origin and that have a similar cultural environment. Larger firms are also more likely to expand into new countries (p<0.05 or less across all models), though there is no evidence to suggest they tend to choose higher political risk environments (the coefficient on ASSET x HOST POLITICAL RISK was not statistically significant in any specification when this variable was included; inclusion did not affect the significance levels of the other coefficient estimates). A firm’s prior industry investment experience in the same region is highly correlated with an increased entry probability (Model 5) as other studies have found (Chang, 1995; Henisz and Delios, 2001). Interestingly, other firms’ prior industry experience in the same region is not statistically significant, implying that imitation or inter-organizational learning effects are less strong in this setting.

Turn now to the tests of the hypotheses which are identified by the introduction of interaction terms. The inclusion of multiple interaction terms in the empirical specification makes it difficult to interpret the coefficients on single terms individually. Rather, it is the overall or total effect of a unit change in each variable that is of interest (Friedrich, 1982). Consider first the interaction between HOME POLITICAL RISK and HOST POLITICAL RISK. The coefficient estimate is highly significant (p<0.001 in all models), providing strong support for Hypothesis 1. Setting all variables, including home political risk, at their mean values (and dummies equal to zero), increasing the level of host country political risk by one standard deviation from the mean reduces the probability of entry in a given year (as expected) from 0.33% to 0.21%, a reduction of one third.
 Over a ten year period this is equivalent to a reduction in entry likelihood from 3.3% to 2.1%. Increasing the level of home political risk, however, changes entry sensitivity to host political risk substantially. Consider firms that originate from countries whose political risk is two standard deviations above the mean, for example, Argentina and South Korea: raising the level of host country political risk again by one standard deviation from the mean leads to a slight increase – as opposed to a decrease previously – in estimated entry probability, from 0.19% to 0.22% in any given year. Thus, all else equal, firms from particularly high risk countries are more likely to invest in higher risk countries while the reverse relationship holds for firms from low risk countries such as the United States and United Kingdom. For firms from the latter countries, increasing political risk by the same amount halves the estimated entry probability. Figure 1 charts this relationship, demonstrating how successive increases in home political risk are correlated with a less negative slope, and eventually a positive slope, in the relationship between host political risk and entry probability. 

Insert Figure 1 about here

Moderate support is found regarding the effect of the domestic regulatory environment on firms’ sensitivity to host political risk (Hypothesis 2). The coefficient on HOME MONOPSONY MARKET x HOST POLITICAL RISK is significant (p<0.05 or less) in two out of the three models where it is included, though insignificant when the entire set of variables is included in Model 5. Comparing the overall effect of political risk reveals that for IPPs from monopsony (highly regulated) domestic power generation markets, the negative deterrent of increasing political risk is smaller than for firms from competitive (lightly regulated) generation markets. Increasing host political risk by one standard deviation from the mean reduces the annual probability of entry by approximately one-tenth for monopsony-based IPPs, compared to one-third for competitive market-based IPPs. The evidence, though not as consistently strong as for the impact of home political risk, is thus at least suggestive that firms with domestic experience of heavily regulated industries are less sensitive to the risks of political expropriation when expanding abroad. 

The coefficient on CULTURAL DISTANCE x HOST POLITICAL RISK is statistically significant at the 1% confidence level or less in all models. We thus find strong support for Hypothesis 3. For low to moderate levels of political risk, firms are more likely to enter a country if they originate from more similar cultural backgrounds. For example, at the mean level of host political risk, increasing cultural distance from the home country by one standard deviation reduces the annual probability of entry from 0.33% to 0.29%, while decreasing it by one standard deviation raises the probability to 0.38%. The sensitivity of firms to increasing political risk, however, decreases with cultural distance. That is, for a unit increase in political risk, the estimated reduction in the probability of entry is greater for firms from culturally close countries than for firms from culturally distant ones. Firms from culturally related countries thus appear to adjust their entry strategies more in response to the changing risks of expropriation even though, on average, they are more likely to enter. This pattern of behavior is consistent with the explanation that managers are better able to assess pertinent information on the political environment in countries that are culturally familiar. In countries that are more culturally foreign, on the other hand, obtaining the necessary tacit and non-tacit knowledge about political conditions is likely to be more difficult. In this sense, cultural differences have the ability to ‘mask’ fine-grained informational signals about the political environment. 

It is instructive to consider additionally the effects of firms’ international experiences (Model 5). Prior experience in other high political risk countries has a significant moderating impact on the effect of host political risk on entry probability; the coefficient on HIGH POLITICAL RISK COUNTRY EXPERIENCE x HOST POLITICAL RISK is statistically significant at the 0.1% level. This finding is consistent with Delios and Henisz (2003). Interestingly, prior experience in low political risk countries, by contrast, is not estimated to have such a moderating impact (the coefficient on LOW POLITICAL RISK COUNTRY EXPERIENCE x HOST POLITICAL RISK is insignificant. Calculating entry probabilities illustrates the overall impact: with HIGH POLITICAL RISK COUNTRY EXPERIENCE set at one standard deviation above its mean, increasing the level of host political risk by one standard deviation is associated with an increase in the annual likelihood of entry from 0.43% to 0.57%. This compares to a decrease from 0.5% to 0.38% when all variables are set originally at their means.
 

We find moderate evidence of an effect of the type of prior international industry experience on firms’ sensitivity to host country political risk. The coefficient on MONOPSONY MARKET EXPERIENCE x HOST POLITICAL RISK is marginally significant (p<0.1). The direction of the estimated effects are as expected: when MONOPSONY MARKET EXPERIENCE is set at one standard deviation above its mean, increasing host political risk by one standard deviation from the mean leads to a decrease in entry probability from 0.58% to 0.42%, a reduction of slightly more than one quarter. When COMPETITIVE MARKET EXPERIENCE is set at one standard deviation above its mean, however, similarly increasing host political risk results in a proportionately larger decrease in entry probability – from 0.49% to 0.33%, a reduction of approximately one third. Greater monopsony market experience is thus correlated with a lower sensitivity of firm entry strategy to political risk as compared to competitive market experience, consistent with the notion that firms in highly regulated industry settings better learn how to manage political actors. In general, then, even after controlling for a firm’s domestic heritage, the amount and type of international experience significantly shapes foreign expansion strategy.

DISCUSSION

Overall, the empirical results demonstrate a strong path dependence between the types of firms’ domestic experiences and foreign expansion strategy. We find considerable variation between firms in the sensitivity of their foreign investment decisions to host country political risk: while such risk typically reduces the likelihood of entry, we find that entry decisions are significantly less sensitive to political risk when firms originate from countries themselves exhibiting higher risks of political expropriation or from countries that are more culturally distant. Firms from the highest risk countries are actually more likely to enter other high risk countries than low risk ones. The evidence also suggests that domestic experience of highly regulated industries makes entry less sensitive to political risk. A firm’s prior stock of international experience in high political risk countries and in regulated industries is found to have a similar effect. These results thus shed new light on the types of experience that are likely to be valuable for firms as they learn how to manage foreign political environments.

Theoretical Implications

The findings in this paper on domestic environment interactions have implications for research on the sequential process by which firms internationalize (see, for example, Martin, Swaminathan and Mitchell, 1998; Kogut and Chang, 1991). First, we provide some of the first statistical evidence, controlling for a variety of factors, that cultural distance is highly correlated with firms’ decisions about whether or not enter a particular country. Although theoretical work in the internationalization field has emphasized cultural distance as a deterministic force, there is still scant systematic empirical evidence in favor of the proposition. In one of the few statistical studies, Benito and Gripsrud (1992) cast doubt on its validity after finding no tendency for a sample of 93 Norwegian firms to expand into culturally-related countries. Here, using data covering 30 home countries and 64 host countries, we find to the contrary that firms do typically invest initially in culturally similar countries. 

Second, the extent of our results on the role of domestic experience suggests that further research is warranted to determine other dimensions that impact foreign expansion strategy. Here we focus on a firm’s domestic ‘non-market’ environment (Baron, 1995), including political, regulatory and cultural aspects. We broaden the scope of the existing literature from culture as the central characteristic to show that firms from high and low political risk home countries, at least in one particular industry, have a tendency to expand into host countries that have similar political risk profiles. As far as we know, this is the first research to show that the effect of host political risk on foreign investment depends on the political risk of the firm’s home country. Future studies may explore other dimensions, for instance those that shape firms’ competitive market and technological environments. 

In addition to the internationalization literature, a further implication of the findings in this research is for the scope of the Resource Based View (RBV) of the firm (Barney, 2001; Wernerfelt, 1984). Although we do not identify specific mechanisms, the evidence here is consistent with the thesis that firms develop heterogeneous political capabilities, based in experiential learning, in addition to technological and market-related capabilities that have been the focus of much of the RBV literature. The fact that domestic political experience is shown to have an impact on firm’s sensitivity to foreign political risk provides support for the existence of generic as opposed to purely local political management skills which extend beyond a particular jurisdiction. These findings thus broaden our interpretation of the various dimensions by which firms can achieve a competitive advantage over domestic and foreign rivals. The premise that certain capabilities are more valuable in some countries than in others contributes to the development of the RBV and its performance implications. As Miller and Shamsie comment, “… as contingency theory attempts to relate structures and strategies to the contexts in which they are most appropriate, …so too must the resource-based view begin to consider the contexts within which various kinds of resources will have the best influence on performance”, (Miller and Shamsie, 1996: 520). 

Managerial Implications

From a managerial perspective, this paper provides some new indicators on how to formulate successful internationalization strategies, specifically regarding the choice of which countries to enter. While firms may be tempted by the upside prospect of rapidly growing their businesses in untapped foreign markets, the risks of going abroad can be large: without the benefit of prior experience in a country and the associated tacit knowledge of new market and non-market environments, firms face a myriad of uncertainties, including the extent of domestic competition, local customer preferences and national political conditions. 

One way in which firms can manage these risks is by selecting countries that offer a better match between the demands of the local environment and the firm’s mix of market and non-market capabilities. This research shows that the match on non-market dimensions – including cultural and political factors – is an important influence on the entry decision. Firms are likely to perform better in culturally-related countries since it is easier to assess business risks and opportunities, and to tailor entry strategies, in such environments. Significantly, firms need not necessarily regard the risk of political expropriation as a threat if they have sufficiently strong abilities to manage political actors. Political risk can present an opportunity for politically astute firms to gain a competitive advantage over less capable rivals in their entry negotiations and on-going relations with host governments. Firms should thus tend to enter countries whose cultural and political risk profiles better match the firm’s unique capabilities relative to other competitors.

The paper also helps managers identify the types of experience that are salient in the development of political skills: domestic experience in a high political risk country, and also in highly regulated industries such as the utilities sector. Indeed, the pattern of skill development in different types of environments suggests optimal sequential investment strategies: for managers unused to dealing with political hazards but with ambitions of entering China for example – a potentially huge but politically hazardous market (Blackman and Wu, 1999) – the strategic lesson is to take small steps internationally: first enter highly regulated markets (e.g. monopsony power markets, where the exposure to political actors is high) but in low political risk, culturally similar countries, learn from the experience of managing the political environment and then expand into politically more challenging countries. Firms that initially enter less regulated markets, however, are likely to exhibit a different international expansion path: experience in low government-exposure markets (as in competitive power generation markets) gives firms an advantage in other such markets but not in higher political risk environments, leading to a tendency for firms to specialize in low political risk countries. Firms thus develop differential political capabilities through the process of interacting with governments in different types of industry and national environments. Recognizing how prior experience augments particular capabilities then enables firms to design integrated industry and geographic expansion strategies over a period of time.

Generalizability and Limitations

Naturally, there are many limitations to the analysis presented in this study so, although the empirical results are supportive of the hypotheses, caution should be applied in their interpretation. First, the findings pertain to a single industry during the 1990s in the early stages of its international development. It is perhaps not surprising that home country factors are found to have such a significant impact on firms’ initial investments in foreign markets. With greater levels of international experience one might expect the relative effect of domestic experience to decline over time. Also, given the especially politicized nature of the electricity sector, the magnitude of the effect of political risk is likely to be reduced in other industry settings with the possible exception of other utility industries such as gas, water and telecommunications. The ability to draw general strategic implications for firms in other industries is thus somewhat circumscribed. 

A second limitation is that we have not included an analysis of how firms may use the mode of entry to deal with politically hazardous environments, implicitly treating this factor as independent of the entry decision. Firms may use joint ventures, for example, to access others’ capabilities rather than establish wholly owned subsidiaries (Anand and Khanna, 2000). In fact, more than 80% of the power generation projects in the data set were joint ventures between 2 or more players, implying that partner choice could be an important factor in this industry. However, there are well-known organizational and learning costs associated with forming joint ventures. Teaming up with a local partner, for example, exposes the multinational to private contractual hazards and requires additional management effort in coordinating two organizations with differing strategic objectives (Henisz, 2000). Additionally, joint venture partners may expropriate proprietary technology (Teece, 1986; Pisano, 1990), free-ride on the firm’s brand name or reputation (Anderson, 1985; Klein and Leffler, 1981) or otherwise devalue the firm’s returns on its sunk investments. Firms that possess superior political capabilities will thus still have an advantage over other firms who attempt to attain similar levels of competence through other means. This suggests that a firm’s portfolio of internally-developed capabilities will influence the decision to enter a country at least partially independently of the entry mode decision. 

Another entry mode option that firms face in the power generation industry is between the purchase of privatized assets and the construction of greenfield facilities. In order to examine the sensitivity of this choice to host political risk we included an interaction term between PRIVATIZATION and HOST POLITICAL RISK in several specifications. The coefficient was always statistically insignificant suggesting that the risk of expropriation did not affect the firm’s choice of how to enter a country on this particular dimension.

Third, it was not possible to include firm fixed effects in the empirical specification since two-thirds of the firms invested in only one power generation project, in which cases fixed effects would lead to perfect identification. The analysis is thus open to the criticism that idiosyncratic firm factors are driving entry strategy. Further empirical tests using different data to examine the validity of the hypotheses are warranted to address this potential concern. One approach would be to investigate the conditions under which IPPs eventually exited countries as an indication of organizational failure, even though withdrawals have been rare so far relative to the number of entries. This could provide further evidence on the role of prior experience, and implied capability mixes, in broader entry and exit strategy. 

Despite the limitations of the paper, the empirical evidence is still consistent with a novel set of hypotheses regarding the relationship between firms’ domestic experiences and their effect on international expansion strategy. Further research is needed in this area to address the theoretical and empirical concerns discussed above. 

REFERENCES

Allison PD. 1984. Event History Analysis: Regression for Longitudinal Event Data. Beverly Hills, CA: Sage

Anand BN, Khanna T. 2000.  Do firms learn to create value? The case of alliances.  Strategic Management Journal 21(3): 295-315.

Anderson E. 1985. The Salesperson as Outside Agent or Employee: A Transaction Cost Analysis. Marketing Science 4(3): 234-255.
APEC. 1997. Report of Energy Regulators’ Forum. 

Asian Development Bank. 1999. Governance and Regulatory Regimes for Private Sector Infrastructure Development. ADB. Manila, Philippines.

Barkema H, Bell JH, Pennings JM. 1996. Foreign entry, cultural barriers, and learning.  Strategic Management Journal 17: 151-167.
Barkema HG, Shenkar O, Vermuelen F, Bell JH. 1997.  Working abroad, working with others: How firms learn to operate international joint ventures.  Academy of Management Journal 40: 426-442.
Barney JB. 2001. Is the resource-based “view” a useful perspective for strategic management research? Yes. Academy of Management Review 26: 41-57

Baron DP. 1995.  Integrated strategy: market and nonmarket components.  California Management Review 37: 47-65.

Baum JAC, Li SX, Usher JM. 2001. Making the next move: How experiential and vicarious learning shape the locations of chains' acquisitions. Administrative Science Quarterly  45: 766-801.

Benito GRG, Gripsrud G. 1992.  The expansion of foreign direct investments - discrete rational location choices or a cultural learning process.  Journal of International Business Studies, 23(3): 461-476.

Blackman A, Wu X. 1999.  Foreign direct investments in China's power sector: Trends, benefits, and barriers.  Energy Policy 27(12): 695-711.

Boddewyn JJ, Brewer TL. 1994.  International-business political behavior: New theoretical directions.  Academy of Management Review 19(1): 119-144.
Chang SJ. 1995.  International expansion strategy of Japanese firms: Capability building through sequential entry.  Academy of Management Journal 38: 383-407.
Chatterjee S, Wernerfelt B. 1991. The link between resources and type of diversification: theory and evidence. Strategic Management Journal 12: 33-49.
Davidson W. 1980.  The location of foreign direct investment activity: Country characteristics and experience effects.  Journal of International Business Studies 12: 9-22.
Delacroix J, Swaminathan A. 1991. Cosmetic, speculative and adaptive organizational change in the wine industry: a longitudinal study.  Administrative Science Quarterly 36: 631-661.
Dess GG, Beard DW. 1984. Dimensions of organizational task environments. Administrative Science Quarterly 29: 52-73.

Delios A, Henisz WJ. 2000.  Japanese firms' investment strategies in emerging economies.  Academy of Management Journal 43(3): 341-361.
Delios A, Henisz WJ.  2003. Political hazards, experience, and sequential entry strategies: the international expansion of Japanese firms, 1980-1998. Strategic Management Journal 24: 1153-1164.
Finnerty J. 1996.  Project finance: Asset-based financial engineering.  New York: John Wiley and Sons Inc.

Friedrich RJ. 1982.  In defense of multiplicative terms in multiple regression equations.  American Journal of Political Science 26(4): 797-833.
Gilbert RJ, Kahn EP. 1996.  International comparisons of electricity regulation.  Cambridge University Press

Greene WH. 1997. Econometric analysis (3rd ed.). Upper Saddle River, NJ: Prentice Hall.
Greve HR.  2000. Market niche entry decisions:  Competition, learning, and strategy in Tokyo banking, 1894-1936. Academy of Management Journal 43: 816-836.

Henisz WJ. 2000.  The institutional environment for multinational investment.  Journal of Law, Economics and Organization 16(2): 334-364.
Henisz WJ, Delios A. 2001.  Uncertainty, Imitation, and Plant Location: Japanese Multinational Corporations, 1990-1996. Administrative Science Quarterly 46: 443-475.
Henisz WJ, Zelner BA. 2004.  Legitimacy, interest group pressures and change in emergent institutions: The case of foreign investors and host country governments. Academy of Management Review forthcoming.
Holburn GLF, Spiller PT.  2002. Institutional or structural: lessons from international electricity sector reforms. In E. Brousseau and J. Glachant (eds). The Economics of Contracts: Theory and Applications  463-502.  Cambridge, England. Cambridge University Press

Hofstede G. 1991.  Cultures and organizations. Berkshire, UK. Mc-Graw Hill.

Hoskisson R, Hitt M. 1990. Antecedents and Performance Outcomes of Diversification: A Review and critique. Journal of Management 16: 461-509
International Energy Agency 1996.  The role of IEA governments in energy.  OECD, Paris.
International Energy Agency 1997.  Asia electricity study.  OECD, Paris.
International Energy Agency 1998.  World energy outlook.  OECD, Paris.
International Private Power Quarterly 1998.  McGraw-Hill.

Johanson J, Vahlne JE. 1977.  The internationalization process of the firm – A model of knowledge development and increasing foreign commitment.  Journal of International Business Studies 8: 23-32.
Keats BA, Hitt MA. 1988. A causal model of linkages among environmental dimensions, macro organizational characteristics, and performance. Academy of Management Journal 31: 570-598.

Klein B, Leffler, KB. 1981. The role of market forces in assuring contractual performance. Journal of Political Economy 89: 615-642.
Kobrin S. 1979.  Political risk: A review and reconsideration.  Journal of International Business Studies 11: 32-47.
Kogut B, Chang SJ. 1991.  Technological capabilities and Japanese foreign direct investment in the United States.  The Review of Economics and Statistics 73: 401-413.
Kogut B, Singh H. 1988.  The effect of national culture on the choice of entry mode.  Journal of International Business Studies 19: 411-432.
Li  J. 1995. Foreign entry and survival: effects of strategic choices on performance on international markets.  Strategic Management Journal 15(5): 333-352.
Martin X, Swaminathan A, Mitchell W. 1998.  Organizational evolution in the inter-organizational environment: Incentives and constraints on international expansion strategy. Administrative Science Quarterly, 43: 566-601.

Miller D, Shamsie J. 1996. The resource-based view of the firm in two environments: the Hollywood film studios from 1936 to 1965. Academy of Management Journal 39(3): 519-544.
OECD. 1997. Application of Competition Policy to the Electricity Sector. OECD, Paris.

Peltzman S. 1976.  Towards a more general theory of regulation.  Journal of Law and Economics 19: 211-40.

Pisano G. 1990. The R&D boundaries of the firm: an empirical analysis. Administrative Science Quarterly 35: 153-177.
Powers LF. 1998.  New forms of protection for international infrastructure investors. In Managing International Political Risk, edited by T. H. Moran, Blackwell, London.

Ring PS, Lenway SA, Govekar M. 1990. Management of the political imperative in international business.  Strategic Management Journal 11: 141-152.
Stigler GJ. 1971.  The theory of economic regulation.  Bell Journal of Economics  2: 3-19.
Teece DJ. 1986.  Profiting from technological innovation: Implications for integration, collaboration, licensing and public policy.  Research Policy 15: 285-305.

Wan WP, Hoskisson RE. 2003. Home country environments, corporate diversification strategies, and firm performance.  Academy of Management Journal 46: 27.
Wernerfelt B. 1984.  A resource-based view of the firm.  Strategic Management Journal 12: 75-94.

Wheeler D, Mody A. 1992.  International investment location decisions: The case of the U.S. firms.  Journal of International Economics 33: 57-76.
World Bank. 1998.  Power project finance: Experience in developing countries.

Yamaguchi K. 1991.  Event history analysis.  Newbury Park: Sage.
Table 1: Descriptive Statistics and Correlations
	
	Variable
	Mean
	St Dev
	Min
	Max
	1
	2
	3
	4
	5
	6
	7
	8
	9
	10
	11
	12
	13
	14
	15
	16
	17
	18
	19
	20
	21
	22
	23
	24

	1
	ENTRY
	0.0128
	0.112
	0
	1
	1.000
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	2
	GDP
	0.2176
	0.335
	0.007
	1.569
	0.071
	1.000
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	3
	GDP GROWTH
	0.2757
	0.131
	0.010
	0.720
	0.029
	0.380
	1.000
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	4
	HOST POLITICAL RISK
	0.4512
	0.281
	0.110
	1
	-0.007
	0.120
	0.224
	1.000
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	5
	HOME POLITICAL RISK
	0.2103
	0.138
	0.110
	1
	-0.010
	0.000
	-0.002
	0.000
	1.000
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	6
	HOME MONOPSONY MARKET
	0.8486
	0.356
	0
	1
	-0.010
	0.007
	0.000
	-0.002
	-0.080
	1.000
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	7
	DISTANCE
	8.5213
	4.547
	0.01
	19.901
	-0.025
	0.036
	0.166
	0.059
	0.093
	-0.045
	1.000
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	8
	CULTURAL DISTANCE
	2.5072
	1.478
	0
	8.690
	-0.021
	-0.109
	0.079
	0.108
	-0.115
	-0.021
	-0.085
	1.000
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	9
	PRIVATIZATION
	0.2204
	0.414
	0
	1
	0.067
	0.171
	-0.086
	-0.123
	-0.001
	0.001
	0.029
	-0.075
	1.000
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	10
	ASSETS
	15.1362
	29.51
	0.003
	307.44
	0.021
	-0.008
	-0.006
	-0.007
	-0.064
	0.065
	-0.041
	0.015
	0.004
	1.000
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	11
	MONOPSONY MARKET EXPERIENCE
	1.5695
	2.462
	0
	17
	0.093
	-0.049
	-0.045
	-0.043
	0.028
	-0.021
	-0.031
	0.006
	0.027
	0.144
	1.000
	
	
	
	
	
	
	
	
	
	
	
	
	

	12
	COMPETITIVE MARKET EXPERIENCE
	0.9020
	1.577
	0
	9
	0.071
	-0.039
	-0.035
	-0.033
	-0.144
	-0.135
	-0.056
	0.008
	0.025
	0.098
	0.383
	1.000
	
	
	
	
	
	
	
	
	
	
	
	

	13
	HIGH POLITICAL RISK COUNTRY EXPERIENCE
	0.5739
	1.006
	0
	7
	0.060
	-0.042
	-0.040
	-0.037
	0.064
	0.037
	0.012
	-0.060
	0.025
	0.082
	0.698
	0.364
	1.000
	
	
	
	
	
	
	
	
	
	
	

	14
	LOW POLITICAL RISK COUNTRY EXPERIENCE
	1.2808
	2.074
	0
	13
	0.091
	-0.046
	-0.040
	-0.039
	-0.082
	-0.093
	-0.069
	0.030
	0.025
	0.154
	0.730
	0.742
	0.396
	1.000
	
	
	
	
	
	
	
	
	
	

	15
	HOST POLITICAL RISK x MONOPSONY MARKET EXPERIENCE
	0.6786
	1.322
	0
	17
	0.077
	-0.033
	0.023
	0.287
	0.024
	-0.019
	-0.003
	0.035
	-0.006
	0.114
	0.796
	0.304
	0.557
	0.580
	1.000
	
	
	
	
	
	
	
	
	

	16
	HOST POLITICAL RISK x COMPETITIVE MARKET EXPERIENCE
	0.3923
	0.843
	0
	9
	0.041
	-0.024
	0.025
	0.264
	-0.117
	-0.112
	-0.022
	0.052
	-0.007
	0.078
	0.304
	0.805
	0.289
	0.595
	0.436
	1.000
	
	
	
	
	
	
	
	

	17
	HOST POLITICAL RISK x HIGH POLITICAL RISK COUNTRY EXPERIENCE
	0.2485
	0.537
	0
	7
	0.069
	-0.028
	0.021
	0.259
	0.053
	0.030
	0.024
	-0.040
	-0.005
	0.064
	0.559
	0.290
	0.806
	0.315
	0.724
	0.413
	1.000
	
	
	
	
	
	
	

	18
	HOST POLITICAL RISK x LOW POLITICAL RISK COUNTRY EXPERIENCE
	0.5553
	1.113
	0
	13
	0.054
	-0.029
	0.025
	0.281
	-0.066
	-0.078
	-0.031
	0.072
	-0.007
	0.123
	0.580
	0.593
	0.313
	0.799
	0.754
	0.763
	0.445
	1.000
	
	
	
	
	
	

	19
	HOST POLITICAL RISK x HOME POLITICAL RISK
	0.0949
	0.094
	0.015
	1
	-0.003
	0.077
	0.139
	0.628
	0.661
	-0.055
	0.086
	-0.068
	-0.078
	-0.046
	-0.008
	-0.112
	0.018
	-0.076
	0.202
	0.062
	0.210
	0.119
	1.000
	
	
	
	
	

	20
	HOST POLITICAL RISK x HOME MONOPSONY MARKET
	0.3826
	0.305
	0
	1
	-0.008
	0.098
	0.176
	0.780
	-0.043
	0.530
	0.023
	0.070
	-0.097
	0.029
	-0.045
	-0.095
	-0.009
	-0.079
	0.210
	0.126
	0.225
	0.163
	0.451
	1.000
	
	
	
	

	21
	HOST POLITICAL RISK x CULTURAL DISTANCE
	1.1759
	1.068
	0
	6.152
	-0.011
	0.077
	0.181
	0.714
	-0.129
	-0.018
	-0.006
	0.678
	-0.102
	0.009
	-0.029
	-0.007
	-0.078
	0.002
	0.200
	0.214
	0.110
	0.239
	0.297
	0.542
	1.000
	
	
	

	22
	REGIONAL EXPERIENCE
	0.6291
	1.365
	0
	12
	0.174
	0.002
	0.012
	-0.097
	-0.034
	-0.053
	-0.129
	0.011
	0.042
	0.082
	0.550
	0.481
	0.416
	0.540
	0.379
	0.311
	0.300
	0.344
	-0.073
	-0.099
	-0.049
	1.000
	
	

	23
	OTHER FIRMS' REGIONAL EXPERIENCE
	117.742
	96.93
	0
	330
	0.027
	0.012
	0.039
	-0.252
	-0.007
	-0.011
	0.111
	0.049
	0.108
	0.036
	0.259
	0.192
	0.221
	0.230
	0.126
	0.081
	0.104
	0.106
	-0.164
	-0.202
	-0.114
	0.368
	1.000
	

	24
	PUBLIC OWNERSHIP
	0.1136
	0.317
	0
	1
	-0.001
	0.0017
	0.0007
	0.0007
	0.188
	-0.016
	-0.054
	-0.075
	0.00
	0.084
	0.0359
	-0.063
	-0.039
	0.00
	0.029
	-0.05
	-0.03
	0.00
	0.1254
	-0.008
	-0.054
	-0.01
	0.0011
	1.000

	25
	HOST POLITICAL RISK x PUBLIC OWNERSHIP
	0.0513
	0.172
	0
	1
	-0.002
	0.0239
	0.0426
	0.187
	0.157
	-0.014
	-0.031
	-0.053
	-0.023
	0.069
	0.0208
	-0.057
	-0.039
	-0.007
	0.086
	-0.01
	0.01
	0.054
	0.2621
	0.1358
	0.067
	-0.02
	-0.046
	0.834


Table 2: Probit Model of Firm Entry Decision

Dependent Variable is Entry (1=Entry, 0= No Entry) for a Firm-Country-Year unit of analysis

	Variable
	Model 1
	Model 2
	Model 3
	Model 4
	Model 5

	CONSTANT
	-2.75*** (0.125)
	-2.75*** (0.126)
	-2.63*** (0.136)
	-2.62*** (0.135)
	-2.56*** (0.157)

	GDP
	0.400*** (0.042)
	0.400*** (0.042)
	0.400*** (0.042)
	0.368*** (0.044)
	0.328*** (0.050)

	GDP GROWTH
	0.574*** (0.126)
	0.565*** (0.127)
	0.558*** (0.127)
	0.615*** (0.128)
	0.415** (0.147)

	HOST POLITICAL RISK
	-0.23*** (0.061)
	-0.59*** (0.109)
	-0.89*** (0.176)
	-1.36*** (0.237)
	-1.35*** (0.281)

	HOME POLITICAL RISK
	-0.39** (0.145)
	-1.36*** (0.316)
	-1.44*** (0.325)
	-1.55*** (0.329)
	-1.77*** (0.404)

	HOME MONOPSONY MARKET
	-0.13** (0.041)
	-0.14*** (0.041)
	-0.28*** (0.074)
	-0.30*** (0.075)
	-0.12 (0.087)

	DISTANCE
	-0.02*** (0.003)
	-0.02*** (0.003)
	-0.02*** (0.003)
	-0.02*** (0.003)
	-0.01*** (0.004)

	CULTURAL DISTANCE
	-0.03*** (0.011)
	-0.03** (0.011)
	-0.03** (0.011)
	-0.09*** (0.022)
	-0.12*** (0.024)

	PRIVATIZATION
	0.334*** (0.033)
	0.332*** (0.033)
	0.331*** (0.033)
	0.328*** (0.033)
	0.328*** (0.037)

	ASSETS
	0.001*** (0.000)
	0.002*** (0.000)
	0.002*** (0.000)
	0.001*** (0.000)
	0.001* (0.000)

	
	
	
	
	
	

	HOST POLITICAL RISK x HOME POLITICAL RISK (H1)
	
	1.738*** (0.436)
	1.850*** (0.441)
	2.223*** (0.455)
	2.222*** (0.537)

	HOST POLITICAL RISK x HOME MONOPSONY MARKET (H2)
	
	
	0.328* (0.151)
	0.390* (0.153)
	0.176 (0.180)

	HOST POLITICAL RISK x CULTURAL DISTANCE (H3)
	
	
	
	0.141** (0.045)
	0.197*** (0.050)

	
	
	
	
	
	

	HIGH POLITICAL RISK COUNTRY EXPERIENCE
	
	
	
	
	-0.36*** (0.044)

	LOW POLITICAL RISK COUNTRY EXPERIENCE
	
	
	
	
	0.024 (0.028)

	HOST POLITICAL RISK x HIGH POLITICAL RISK COUNTRY EXPERIENCE
	
	
	
	
	0.682*** (0.084)

	HOST POLITICAL RISK x LOW POLITICAL RISK COUNTRY EXPERIENCE
	
	
	
	
	-0.07 (0.061)

	MONOPSONY MARKET EXPERIENCE
	
	
	
	
	0.081*** (0.023)

	COMPETITIVE MARKET EXPERIENCE
	
	
	
	
	0.051† (0.031)

	HOST POLITICAL RISK x MONOPSONY MARKET EXPERIENCE 
	
	
	
	
	-0.07† (0.043)

	HOST POLITICAL RISK x COMPETITIVE MARKET EXPERIENCE
	
	
	
	
	-0.13* (0.069)

	
	
	
	
	
	

	REGIONAL EXPERIENCE
	
	
	
	
	0.233*** (0.013)

	OTHER FIRMS' REGIONAL EXPERIENCE
	
	
	
	
	0.0006 (0.0003)

	
	
	
	
	
	

	Log-likelihood
	-3466.05
	-3457.99
	-3455.56
	-3450.78
	-2918.27

	LR Test relative to prior model 
	
	p<0.001
	p<0.05
	p<0.005
	p<0.001

	
	
	
	
	
	

	N
	54781
	54781
	54781
	54781
	54781

	Positive Observations
	699
	699
	699
	699
	699

	Kullback-Leibler R-squared
	0.074
	0.0762
	0.0768
	0.078
	0.22
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� In monopsony markets, IPPs negotiate long-term contracts with the government governing the rights and obligations of the parties involved during the lifetime of the investment project. These contracts are highly complex, reflecting the myriad of uncertainties and risks associated with large infrastructure projects, and cover agreements on issues such as the term of the contract (often 15 years or more), plant construction and completion dates, the agreed price per kWh at which electricity is to be purchased, maintenance schedules, fixed capacity payments to the IPP, penalties for non-performance, adjustment clauses for changes in input prices such as fuel costs, dispute resolution procedures and so on (Finnerty, 1996; World Bank, 1998). This process, frequently involving multiple investors, lenders and subcontractors, can take several years of negotiation. After entry, IPPs maintain close connections with the government as they supply electricity to state-owned utilities in accordance with the contract, and as disputes are resolved. In competitive generation markets, on the other hand, IPPs have more of an arms length relationship with the government since entry is deregulated and IPPs typically sell output to the private sector. IPPs thus gain more experience in managing political actors, and tend to develop stronger political capabilities, in monopsony than in competitive markets.


� Thirteen countries, including Colombia, the U.K. and Ukraine, implemented competitive wholesale power markets during the 1990s, enabling IPPs to enter on a relatively unrestricted basis and allowing customers to choose between suppliers. The remaining countries in the sample, including Costa Rica, China and Italy, adopted the regulated monopsony market model where IPPs contract directly with the state. Information on electricity market structures was collected from Gilbert and Kahn (1996), the International Energy Agency (1996, 1997), International Private Power Quarterly (1998) and internet-based press databases.


� Probabilities calculated using coefficients estimated in Model 4, setting continuous variables at their means and dummy variables equal to zero. 


� Probabilities calculated using coefficients from Model 5, setting all variables except those specified at their means and setting dummies equal to zero.
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Domestic experience

		

										Variable		ALL		POLRISK		POLRISK		HOMEPOL		HOMEPOL		HOMEPOL		HOMEPOL		HOMEPOL		HOMEPOL		HOMEMNPY		HOMEMNPY		CULTDIST		CULTDIST		CULTDIST		CULTDIST

										Change		Means		+ 1 sd		- 1 sd		+ 1 sd		+ 1 sd		- 1 sd		- 1 sd		+ 2 sd		+ 2 sd		1		1		+ 1 sd		+ 1 sd		- 1 sd		- 1 sd

										Model		1		2		3		4		5		6		7		8		9		10		11		12		13		14		15

										Probit Exponent		(2.72)		(2.87)		(2.56)		(2.86)		(2.73)		(2.88)		(2.40)		(2.85)		(2.89)		(2.89)		(2.85)		(2.85)		(2.66)		(2.89)		(2.46)

										Probability		0.33%		0.21%		0.52%		0.21%		0.32%		0.20%		0.82%		0.22%		0.19%		0.19%		0.22%		0.22%		0.39%		0.19%		0.69%

		Parameter		Coeff. Est.		Std. Error		t-statistic		P-value		Value

		C		-1.97332		0.305012		-12.0192		[.000]		-1.97332		-1.97332		-1.97332		-1.97332		-1.97332		-1.97332		-1.97332		-1.97332		-1.97332		-1.97332		-1.97332		-1.97332		-1.97332		-1.97332		-1.97332

		GDP90		0.368803		0.044259		8.33276		[.000]		0.21234		0.21234		0.21234		0.21234		0.21234		0.21234		0.21234		0.21234		0.21234		0.21234		0.21234		0.21234		0.21234		0.21234		0.21234

		GDP8590G		6.16E-01		1.28E-01		4.79413		[.000]		0.27499		0.27499		0.27499		0.27499		0.27499		0.27499		0.27499		0.27499		0.27499		0.27499		0.27499		0.27499		0.27499		0.27499		0.27499

		POLRISK		-1.36984		0.237047		-5.77875		[.000]		0.45246		0.73329		0.17163		0.73329		0.17163		0.73329		0.17163		0.73329		0.17163		0.73329		0.45246		0.73329		0.17163		0.73329		0.17163

		HOMEPOL		-1.55612		0.329408		-4.724		[.000]		0.21051		0.21051		0.21051		0.34883		0.34883		0.07219		0.07219		0.48715		0.48715		0.21051		0.21051		0.21051		0.21051		0.21051		0.21051

		HOMERISK		2.22E+00		4.56E-01		4.88047		[.000]		0.0952473546		0.1543648779		0.0361298313		0.2557935507		0.0598696929		0.05294		0.0123899697		0.35722		0.08361		0.1543648779		0.0952473546		0.1543648779		0.0361298313		0.1543648779		0.0361298313

		CULTDIST		-0.091757		8.91E-03		29.3552		[.000]		2.51726		2.51726		2.51726		2.51726		2.51726		2.51726		2.51726		2.51726		2.51726		2.51726		2.51726		3.99062		3.99062		1.0439		1.0439

		CULTPOL		0.141414		3.45E-04		-0.372321		[.002]		1.1389594596		1.8458815854		0.4320373338		1.8458815854		0.4320373338		1.84588		0.4320373338		1.8458815854		0.43204		1.8458815854		1.1389594596		2.9262817398		0.6849101106		0.765481431		0.179164557

		HOMEMNPY		-0.307092		0.085648		-1.50483		[.000]		0		0		0		0		0		0		0		0		0		1		1		0		0		0		0

		HMNPYPOL		0.390184		0.17418		1.84485		[.011]		0		0		0		0		0		0		0		0		0		0.73329		0.45246		0		0		0		0

		DISTANCE		-0.025077		4.01E-03		-3.31113		[.000]		8.56727		8.56727		8.56727		8.56727		8.56727		8.56727		8.56727		8.56727		8.56727		8.56727		8.56727		8.56727		8.56727		8.56727		8.56727

		ASSETS		1.99E-03		8.80E-04		1.35095		[.000]		14.90406		14.90406		14.90406		14.90406		14.90406		14.90406		14.90406		14.90406		14.90406		14.90406		14.90406		14.90406		14.90406		14.90406		14.90406

		ENTRYPVT		0.328909		0.037437		8.53953		[.000]		0		0		0		0		0		0		0		0		0		0		0		0		0		0		0

				Home Political Risk = 0						Home Political Risk = 0.5		Home Political Risk = 1		Home Political Risk = Mean

		Host Political Risk		0.11						0.5		1		0.21

		0		1.04%						0.18%		0.01%		0.68%

		0.1		0.84%						0.18%		0.02%		0.58%

		0.2		0.68%						0.19%		0.03%		0.50%

		0.3		0.55%						0.19%		0.04%		0.42%

		0.4		0.44%						0.20%		0.07%		0.36%

		0.5		0.35%						0.20%		0.10%		0.31%

		0.6		0.28%						0.21%		0.15%		0.26%

		0.7		0.22%						0.22%		0.22%		0.22%

		0.8		0.17%						0.22%		0.32%		0.18%

		0.9		0.13%						0.23%		0.45%		0.15%

		1		0.10%						0.24%		0.64%		0.13%

				CultDist=						CultDist=		CultDist=

		Host Political Risk		1.05						2.52		3.99

		0		0.98%						0.68%		0.46%

		0.1		0.80%						0.58%		0.42%

		0.2		0.65%						0.50%		0.38%

		0.3		0.52%						0.42%		0.34%

		0.4		0.42%						0.36%		0.31%

		0.5		0.34%						0.31%		0.28%

		0.6		0.27%						0.26%		0.25%

		0.7		0.21%						0.22%		0.23%

		0.8		0.17%						0.18%		0.20%

		0.9		0.13%						0.15%		0.18%

		1		0.10%						0.13%		0.16%

		0.45		0.38%						0.33%		0.29%





Domestic experience

		0						0		0

		0						0		0

		0						0		0

		0						0		0

		0						0		0

		0						0		0

		0						0		0

		0						0		0

		0						0		0

		0						0		0

		0						0		0



Home Political Risk=Min

Home Political Risk=Mean+2s.d.

Home Political Risk=Mean

Host Country Political Risk

Probability of Entry

Impact of Home and Host Country Political Risk on MNC Entry

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0



summary stats

		0						0		0

		0						0		0

		0						0		0

		0						0		0

		0						0		0

		0						0		0

		0						0		0

		0						0		0

		0						0		0

		0						0		0

		0						0		0



Cult Dist=Mean-1sd

Cult Dist=Mean

Cult Dist = Mean+1sd

Host Country Political Risk

Probability of Entry

Impact of Cultural Distance and Host Political Risk on MNC Entry

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0



Intn experience

				Mean		Std Dev		Minimum		Maximum

		GDP90		0.21234		0.32937		0.0067515		1.56893

		GDP8590G		0.27499		0.1301		0.01		0.72

		POLRISK		0.45246		0.28083		0.11		1

		HOMEPOL		0.21051		0.13832		0.11		1

		HOMERISK		0.095083		0.093334		0.0154		1

		CULTDIST		2.51726		1.47336		0		8.69

		CULTPOL		1.18192		1.06571		0		6.1523

		HOMEMNPY		0.84949		0.35758		0		1

		HMNPYPOL		0.3838		0.30485		0		1

		DISTANCE		8.56727		4.54055		9.53674D-08		19.90141

		ASSETS		14.90406		29.06827		0.003		307.44098

		ENTRYPVT		0.21653		0.41189		0		1

		NXPJNCRT		1.4849		2.33898		0		17

		NXPJNSPT		0.86121		1.5318		0		9

		PJNCRTPL		0.64443		1.2596		0		17

		PJNSPTPL		0.38016		0.83031		0		9

		NXPJNPHA		0.54984		0.97296		0		7

		PJNPHAPL		0.23619		0.51389		0		7

		NXPJNPLA		1.21257		1.98493		0		13

		PJNPLAPL		0.53425		1.08255		0		13

		ASSETPOL		6.69961		15.5987		0.00039083		307.44098

		NXPJNRGN		0.55434		1.25593		0		12

		IXPJNRGN		155.13321		133.80386		0		463

		INPJNRGN		115.75412		96.2552		0		330





										Variable		ALL		NXPJNCRT		NXPJNCRT		NXPJNCRT		NXPJNCRT		NXPJNSPT		NXPJNSPT		NXPJNSPT		NXPJNSPT		NXPJNPHA		NXPJNPHA		NXPJNPLA		NXPJNPLA

										Change		Means

										Model		1		2		3		4		5		6		7		8		9		10		11		12		13

								check formula		Probit Exponent		(2.58)		(2.58)		(2.67)		(2.53)		(2.64)		(2.58)		(2.67)		(2.59)		(2.72)		(2.63)		(2.53)		(2.59)		(2.72)

										Probability		0.50%		0.50%		0.38%		0.58%		0.42%		0.50%		0.38%		0.49%		0.33%		0.43%		0.57%		0.48%		0.33%

																24%				28%				24%				32%

		Parameter		Coeff. Est.		Std. Error		t-statistic		P-value		Value

		C		-2.00171		0.188704		-10.6077		[.000]		-2.002		-2.002		-2.002		-2.002		-2.002		-2.002		-2.002		-2.002		-2.002		-2.002		-2.002		-2.002		-2.002

		GDP90		0.328638		0.050758		6.47466		[.000]		0.212		0.212		0.212		0.212		0.212		0.212		0.212		0.212		0.212		0.212		0.212		0.212		0.212

		GDP8590G		0.415294		0.147996		2.80611		[.005]		0.275		0.275		0.275		0.275		0.275		0.275		0.275		0.275		0.275		0.275		0.275		0.275		0.275

		POLRISK		-1.35503		0.281417		-4.81502		[.000]		0.452		0.452		0.733		0.452		0.733		0.452		0.733		0.452		0.733		0.452		0.733		0.452		0.733

		HOMEPOLCON		-1.77686		0.40435		-4.39436		[.000]		0.211		0.211		0.211		0.211		0.211		0.211		0.211		0.211		0.211		0.211		0.211		0.211		0.211

		HOMERISK		2.22249		0.537758		4.13288		[.000]		0.095		0.095		0.154		0.095		0.154		0.095		0.154		0.095		0.154		0.095		0.154		0.095		0.154

		NXPJNRGN		0.233913		0.013337		17.5386		[.000]		0.554		0.554		0.554		0.554		0.554		0.554		0.554		0.554		0.554		0.554		0.554		0.554		0.554

		INPJNRGN		5.90E-04		3.75E-04		1.57404		[.115]		115.754		115.754		115.754		115.754		115.754		115.754		115.754		115.754		115.754		115.754		115.754		115.754		115.754

		HOMEMNPY		-0.120227		0.087094		-1.38042		[.167]		0.000		0.000		0.000		0.000		0.000		0.000		0.000		0.000		0.000		0.000		0.000		0.000		0.000

		HMNPYPOL		0.176839		0.180724		0.978507		[.328]		0.000		0.000		0.000		0.000		0.000		0.000		0.000		0.000		0.000		0.000		0.000		0.000		0.000

		DISTANCE		-0.016488		4.13E-03		-3.9931		[.000]		8.567		8.567		8.567		8.567		8.567		8.567		8.567		8.567		8.567		8.567		8.567		8.567		8.567

		CULTDIST		-0.121183		0.024125		-5.02311		[.000]		2.517		2.517		2.517		2.517		2.517		2.517		2.517		2.517		2.517		2.517		2.517		2.517		2.517

		CULTPOL		0.197627		0.050159		3.94004		[.000]		1.139		1.139		1.846		1.139		1.846		1.139		1.846		1.139		1.846		1.139		1.846		1.139		1.846

		ASSETS		1.10E-03		5.15E-04		2.13912		[.032]		14.904		14.904		14.904		14.904		14.904		14.904		14.904		14.904		14.904		14.904		14.904		14.904		14.904

		ENTRYPVT		0.328314		0.037605		8.73068		[.000]		0.000		0.000		0.000		0.000		0.000		0.000		0.000		0.000		0.000		0.000		0.000		0.000		0.000

		NXPJNCRT		0.081821		0.023087		3.54401		[.000]		1.485		1.485		1.485		2.485		2.485		1.485		1.485		1.485		1.485		1.485		1.485		1.485		1.485

		NXPJNSPT		0.051601		0.031613		1.63226		[.103]		0.861		0.861		0.861		0.861		0.861		0.861		0.861		1.861		1.861		0.861		0.861		0.861		0.861

		PJNCRTPL		-0.073517		0.04395		-1.67275		[.094]		0.672		0.672		1.089		1.124		1.822		0.672		1.089		0.672		1.089		0.672		1.089		0.672		1.089

		PJNSPTPL		-0.137427		0.069055		-1.9901		[.047]		0.390		0.390		0.632		0.390		0.632		0.390		0.632		0.842		1.365		0.390		0.632		0.390		0.632

		NXPJNPHA		-0.36236		0.044568		-8.1305		[.000]		0.550		0.550		0.550		0.550		0.550		0.550		0.550		0.550		0.550		1.523		1.523		0.550		0.550

		NXPJNPLA		0.024606		0.028464		0.864457		[.387]		1.213		1.213		1.213		1.213		1.213		1.213		1.213		1.213		1.213		1.213		1.213		3.198		3.198

		PJNPHAPL		0.682357		0.084455		8.0795		[.000]		0.249		0.249		0.403		0.249		0.403		0.249		0.403		0.249		0.403		0.689		1.117		0.249		0.403

		PJNPLAPL		-0.070539		0.06104		-1.15561		[.248]		0.549		0.549		0.889		0.549		0.889		0.549		0.889		0.549		0.889		0.549		0.889		1.447		2.345






