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The rise of Foreign Direct Investment (FDI) from the emer-
ging markets in recent years is a new feature in the global 

economy (Ramamurti, 2009). The World Investment Report 
(2014) reports that outward FDI from developing countries 
reached USD 454 billion—a record high—and contributed to 
39% to total global FDI outflows in 2013. This rise of Outward 
Foreign Direct Investment (OFDI) from the emerging markets 
raises new questions about how political risk is perceived and 
managed (Casson and DaSilva Lopes, 2013).

In 2016, Chinese OFDI will reach over 200 billion dollars, 
and this figure is an underestimate because it does not take 
into account reinvested income, leverage, or foreign equity par-
ticipation1. Companies from countries that were once seen as 
sources of political risk are now crossing borders and facing their 
own sets of political risks, both in other developing countries, 

1.	 Figure obtained from Director Chen Li, MOFCOM, Beijing, China (Oct, 2016).

as demonstrated by the quote at the beginning of this article, 
and in developed countries, as exemplified by Huawei’s alleged 
links to China’s security services which blocked its purchase of 
3Leaf ’s assets in the United States (Reuters, 2011).

Some researchers have claimed that Chinese investors are 
impervious to political risk, and invest in politically-risky 
countries because their institutional environment favors devel-
oping countries (Buckley et al., 2007). The political risks faced 
by firms can be defined as “the risk of a strategic, financial, or 
personnel loss for a firm because of such non-market factors 
as macroeconomic and social policies (…), or events related 
to political instability (terrorism, riots, coups, civil war, and 
insurrection)” (Kennedy, 1988, p. 27). Furthermore, political 
risk is considered to be a critical factor that determines OFDI 
(Alon, 1996).

ABSTRACT
Some researchers have claimed that Chinese 
firms are impervious to political risk, call-
ing into question the institutionalization of 
political risk by Chinese firms. Building on 
resource dependence theory and the literature 
on non-market strategies, this study finds 
significant impact by ownership structure, 
firm scale, and the degree of internationaliz-
ation on the institutionalization of political 
risk assessments (IPRA) by Chinese firms. 
As such, state-owned firms and larger firms 
cultivate a higher level of IPRA. We find a 
positive impact of a firm’s scale and scope of 
internationalization, but insignificant impact 
of depth of internationalization.
Keywords: Chinese MNEs; Non-market 
Strategy; Political Risk; Political Connections; 
Resource Dependence Theory; State-
ownership. 

RÉSUMÉ
Il est affirmé que les entreprises chinoises 
étaient insensibles au risque politique, remet-
tant en question l’institutionnalisation du 
risque politique par les entreprises chinoises. 
S’appuyant sur la théorie de la dépendance des 
ressources et la littérature sur les stratégies 
non marchandes, cette étude révèle un impact 
significatif de la structure de propriété, la taille 
et le degré d’internationalisation sur l’insti-
tutionnalisation des évaluations du risque 
politique (IPRA). Les entreprises publiques 
et les grandes entreprises cultivent un niveau 
plus élevé d’IPRA. Nous constatons un impact 
positif de la taille et de l’étendue de l’inter-
nationalisation, mais un impact insignifiant 
de la profondeur de l’internationalisation.
Mots-Clés  : Multinationales chinoises; 
Stratégie non marchande; Risque politique; 
Liens politiques; Théorie de la dépendance 
des ressources; Propriété d’Etat.

RESUMEN
Se ha afirmado que las empresas chinas son 
inmunes al riesgo político, cuestionando la 
institucionalización del riesgo político por 
parte de las empresas chinas. Partiendo de 
la teoría de la dependencia de recursos y la 
literatura sobre estrategias no de mercado, 
encontramos que la estructura de propiedad, 
el tamaño y el grado de internacionalización 
influyen en la institucionalización de las eva-
luaciones de riesgo político (IPRA). Así, las 
empresas estatales y las grandes tienen mayor 
nivel de IPRA. Encontramos un impacto 
positivo de la escala y el alcance de la interna-
cionalización, pero un impacto insignificante 
de la profundidad de la internacionalización.
Palabras Clave: Empresas multinacionales 
chinas; Estrategia no de mercado; Riesgo 
político; Conexiones políticas; Teoría de la 
dependencia de recursos; Propiedad estatal.
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Among the emerging markets, China has grown within a 
short period of time to become the world’s third largest investor2. 
The growing presence of Chinese firms abroad has exposed 
them to a variety of new sources of political risk. In 2011, for 
example, Chinese oil firms encountered major financial losses 
after the NATO campaign in Libya because their pre-conflict 
contracts were unaccepTable by the rebel forces (Engdahl, 2011). 
In 2012, twenty-nine Chinese workers from a subsidiary of 
Sinohydro were kidnapped by rebel forces in Sudan (Jacobs and 
Gettleman, 2012). In 2013, following the U.S. lead, Australia 
banned Huawei from bidding for commercial contracts related 
to national infrastructure (Reuters, 2013). It was argued that this 
would allow Huawei to introduce a “back door,” or a “Trojan 
horse,” for the Chinese military to monitor Australian data.

While efforts have been made to privatize the economy in 
China, state-owned enterprises (SOEs) still play a significant 
role in the Chinese economy and particularly in key industries 
(Li et al., 2018). For example, the party-state controls about 56% 
of the GDP (in comparison, the U.S. government controls 32%) 
(IMF, 2019; National Bureau of Statistics of China, 2016, 2018). 
Firms with more than 10% of state ownership (SOEs) represent 
50% of the total market capitalization in China (Inoue et al., 2013). 
SOEs have been structured into large enterprise conglomerates 
bounded together by interlocking directorates, cross subsidiza-
tion, intra-group trade and cross shareholding (Li et al., 2018). 
The communist party often protects monopolies reserved for 
central SOEs or restricts private participation in these sectors to 
a minimal level (Li et al., 2018). State ownership in China enables 
acquisition of crucial R&D and access to resources and, in turn, 
SOEs are expected to fulfill government requirements and follow 
government directives (Zhou et al., 2017). In fact, a significant 
share of China’s OFDI is carried out directly by Chinese state-
owned enterprises and a significant share is targeted towards risky 
regions, raising the question of how Chinese firms institutionalize 
political risk (Alon et al., 2017; Alon et al., 2018).

The internationalization of Chinese firms challenges trad-
itional theories of the firm. Buckley et al. (2007), for example, 
find the paradoxical assessment that Chinese OFDI is positively 
related to political risk. Quer et al. (2012) also confirm that pol-
itical risk does not deter Chinese investment. Are the Chinese 
oblivious to political risk? Are they naïve? Or, do they have their 
own ways to institutionalize political risk? How multinationals 
in the emerging markets manage political risk will determine 
their ability to compete globally. Given their limited international 
experience, firms in developing countries may be disadvantaged 
by both administrative traditions and by a lack of capabilities and 
management know-how. As Poisson-de Haro and Bitektine (2015) 
underscore, differences in a firm ś structures and non-market 
capabilities (including political capabilities) lead to heterogen-
eous corporate strategies to respond to institutional pressures.

Firms become familiar and learn to manage political risk 
through a process of institutionalization of political risk assessment 
(IPRA). Following Al Khattab et al., (2008, p. 689), IPRA can be 
described as “the process of analysing and evaluating political risk 
within a firm” (Al Khattab et al., 2008, p. 689) and it comprises a 

2.	 Outward FDI from China accounted for less than 0.44% of total global outward FDI in 2003. By 2013 it had increased to 2.33%. The data are calculated based 
on the World Investment Report (2004; 2014).
3.	 See the methodology section for a more detailed description of IPRA.

three-stage process based on 1) the responsibility assignment, 2) 
frequency of conducting the assessment, and 3) risk assessment 
techniques3. IPRA can be seen as an adaptive response to the higher 
probability that potentially significant risks will arise from the 
political environment (Kobrin, 1982). As environmental uncer-
tainty increases in turbulent environments, firms require higher 
information acquisition and processing, especially when the firm 
needs to manage multiple geographically dispersed locations, and 
this institutionalization allows firms to implement a more explicit 
and systematic procedure to assess political risk.

The purpose of this article is to examine how resources affect 
Chinese companies’ IPRA in their international expansion, with 
a specific focus on the firms’ ownership structure, the firms’ 
size, and the firms’ degree of internationalization. Resources 
here refer to “all assets, capabilities, organizational processes, 
firm attributes, information, knowledge, etc. controlled by the 
firm that enables the firm to conceive of and implement strat-
egies that improve its efficiency and effectiveness” (Barney, 1991, 
p. 101). As a special type of resource, capabilities refer to the 
organizatioń s capacity to deploy and improve the productivity 
of resources (Makadok, 2001). Resources and capabilities can 
be of a political nature when they “… enable the firm to adapt 
to, anticipate or even shape changes in the corporate political 
environment” (Lawton et al. 2013, p. 230).

The major contribution of this article rests on emphasizing 
the important role of resource availability, i.e. those organiza-
tional characteristics that permit the firm obtain, develop and/
or use more and more diverse tangible and intangible resources 
and capabilities, in determining a firm’s IPRA. Although firm’s 
size (Stapenhurst, 1992; Al Khattab et al., 2008) and the degree 
of internationalization (Hashmi and Guvenli, 1992; Al Khattab 
et al., 2008) had long been examined as important factors that 
determines firm’s IPRA, the mechanism how diverse firms 
develop distinct level of institutionalization remains ambiguous, 
overlooked or not strongly interpreted. This study, however, 
reveals that IPRA varies widely among different firms due to 
their different abilities to obtain resources which, in turn, deter-
mine the firm’s capability to identify and assess political risk.

In the next section, we will describe the literature and develop 
hypotheses to be tested on a Chinese sample of large multination-
als. We develop hypotheses about the impact of firm’s size and 
that of degree of internationalization, distinguishing between 
depth (the extent of international operations measured through 
the number of years the firm has engaged in international busi-
ness and the proportion of revenue gained from international 
operations) and that of scope of internationalization, (the geo-
graphic diversity of international operations measured through 
the total count of countries where the firm operates).

Literature review and hypotheses development
IPRA refers to a process which makes political risk assessment 
’’more explicit and systematic’’. While IPRA can be 
operationalized in multiple ways, ranging from simple to very 
complicate mathematical formulae, at the very least, it requires 
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the specification of responsibilities within the firm (Kobrin, 
1982). Given the differences across firms in terms of history, 
trajectories, managerial structures, etc. the existence of a superior 
IPRA model is not realistic (Howell, 2001). Besides, the myriad 
of potential political risk sources and consequences, as well as 
the various degrees of firms’ exposure to political risk make 
the choice of the most appropriate IPRA procedure complex 
(Iankova and Katz, 2003). However, and while the degree can 
greatly vary, this process should be conducted with the aim of 
obtaining objective and subjective assessment of political risk 
on a continuous basis (Al Khattab et al., 2008).

Since, unlike most Western firms, many Chinese companies 
are SOEs, we are interested in the unique impact of state owner-
ship on Chinese institutionalization of political risks. Literature 
has long shown that political leaders often grant favors to state-
owned and other politically-connected firms (Lai and Warner, 
2015). Amsden (1989) argues that governments can facilitate 
the access of these firms to technology, providing financial 
assistance and granting administrative privileges. Zhu and 
Chung (2014) highlight that MNEs tied to governments likely 
have preferential access to subsidized credits and other financial 
resources. They may also obtain preferential tax treatments, 
and government contracts (Faccio, 2006). Although abundant 
capital increases the likelihood of misallocations in SOEs, it also 
alleviates capital shortages that can constitute a fundamental 
barrier to internationalization and support risky projects that 
otherwise would not be undertaken (Musacchio et al., 2015).

The fact that a state is involved in the ownership structure 
of a MNE may also cause a cognitive bias with a direct impact 
on managerial risk taking by making managers more confident 
that they will receive some support, or even be bailed out, should 
they face political troubles in the host country (Hachana and 
Belanes, 2010). This institutional support can make MNEs more 
“risk-tolerant” and thus enjoy a greater capability to invest in 
broader geographic locations, including less sTable markets 
where private firms would be less likely to invest (Ren and Jack, 
2014)4. Thus, political support from the home-country gov-
ernment could make firms less likely to be deterred by higher 
levels of political risk. Consequently, the need for IPRA can be 
expected to be lower in SOEs than private firms.

 However, drawing on the resource dependence theory 
(Hillman et al., 2009; Pfeffer and Salancik, 1978) and the 
non-market strategy literature (Baron, 1995; Hillman et al., 
2004), it is also possible to hypothesize the opposite effect and 
to expect that SOEs will institutionalize more political risk 
compared to private firms. Firms are constrained and affected 
by their environments, including the political environment. By 
attempting to influence and shape regulations and policies, firms 
can actively manoeuvre to achieve a more favorable environment 
(Hillman et al., 2009). As Pfeffer and Salancik (1978, p. 189) note: 
“The organization, through political mechanisms, attempts to 
create for itself an environment that is better for its interest.” 
Since the salience of a political issue is a fundamental factor 
for becoming involved in corporate political action (Hillman 
et al., 2004), this is more likely to occur when a firm is heavily 
dependent on the government (Meznar and Nigh, 1995).

4.	 A manager in charge of international operations of a Chinese state-owned firm affirmed: “We are SOEs [state-owned enterprises]. We can afford huge losses 
or failures; therefore we can be more “risk-tolerant.” We dare to invest in Africa or Central Asia because if anything [bad] were to happen, we would survive. But 
for a NSOE [non-state-owned enterprise], it can be a fatal blow (Ren and Jack, 2014, p. 341).

Indeed, firms have been shown to increase their interactions 
with regulators when salient policy issues such as pricing, required 
investments, and the entry of new competitors, are subject to 
administrative considerations (Buchholz, 1990). This is the case, 
for example, for regulated industries where the higher exposure 
to threats arising from the political environment provides firms 
with incentives to establish close relationships with political 
actors (Sun et al., 2012) and to adopt a proactive approach toward 
the management of political risk (Jiménez et al., 2014; John and 
Lawton, 2017). While traditionally host government intervention 
has been immediately associated with negative consequences for 
the firm, studies have shown that a non-market environment 
may provide interesting opportunities and value-added through 
cooperative government-MNE relationships (Luo, 2001). This is 
particularly noTable in volatile emerging economies and during 
institutional transitions (Li et al., 2013).

When companies have a great dependence on political 
institutions and the policy context is unpredictable, they must 
frequently interact with the governments of both the home 
and host countries (Lawton et al., 2013). Frequency is actually 
one of the most important factors with a positive influence 
on the effectiveness of the capability-building mechanism 
based on experience accumulation (Zollo and Winter, 2002). 
Drawing on the resource- and capability-based view (Pensre, 
1959; Wernerfelt, 1984; Barney, 1991), the non-market strategy 
literature (Baron, 1995; Hillman et al., 2004) has emphasized 
that experience dealing with political risk and interacting 
with authorities becomes very valuable to develop political 
capabilities, which allow firms to obtain competitive advantages 
by engaging in political activities (Hillman and Wan, 2005; 
Jiménez, 2010; Jiménez and Delgado-García, 2012). By doing 
so, they can inform pivotal decision-makers about the firm ś 
strategies and views, establish reputation and influence, and, 
to a certain extent, public policies (Luo, 2001). For instance, 
firms can leverage this experience to achieve more accuracy 
when assessing the level of political risk in a given location, 
enhance their negotiation, litigation and lobbying skills, obtain 
information from coalitions and political networks, and so 
forth (Jiménez et al., 2014; Lawton et al., 2013).

As a result of their higher dependence on political institu-
tions, SOEs frequently interact with the government (Lawton 
et al., 2013). This more extensive experience compared to private 
firms in interacting with authorities makes them well prepared 
to interact at the non-market strategy level. Given their priv-
ileged access to or ties with key political powers, SOEs are in 
an advantageous position to develop political capabilities that 
may allow them to identify and mitigate risks both ex-ante 
and ex-post (Delios and Henisz, 2003a, 2003b; Holburn and 
Zelner, 2010). The creation of these political capabilities can be 
a very persuasive factor that makes SOEs more likely to insti-
tutionalize the assessment of political risk, not only to protect 
themselves from such political risk but even to take advantage 
of it. SOEs may enjoy critical political capabilities to which 
private firms have less access, such as inside information, direct 
access to decision-makers, diplomatic pressures, and so forth 
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(Duanmu, 2014). As a recent example of these diplomatic pres-
sures by the home government in order to protect the interests 
of the Chinese companies, after the arrest of Huawei ś executive 
Meng Wanzhou for alleged violations of US sanctions China 
has not only demanded her release (The Guardian, 2018a) but 
even detained nationals of Canada as retaliation (The Guardian, 
2018b). Further, in the case of China, not only the national 
government can support firms but also regional and local ones 
(Li et al., 2017; Yan and Chang, 2018).

 However, in order to benefit from these political capabilities, 
political risks cannot be treated as exogenous. Rather, political 
risk needs to be incorporated as a crucial issue in the strategic 
planning process. Although some authors argue that SOEs may 
be more inefficient and generally inferior to their competitors in 
terms of market-related capabilities (Megginson and Netter, 2001), 
their most extensive experience in interacting with the authorities 
makes them well prepared to interact at the non-market strategy 
level, leading to a higher institutionalization of political risk in 
order to identify the relevant political actors in the host country.

Furthermore, SOEs are usually under a closer scrutiny 
and need to account for the actions and results in a more for-
malized way. As a consequence of the stronger accountability 
requirements, it is reasonable to think that SOEs implement a 
more explicit and systematic procedure to assess political risk. 
As we expect these arguments in favour of a higher degree of 
IPRA in SOEs compared to private counterparts to offset the 
negative ones, we therefore formulate the following hypothesis: 

H1. State-owned Chinese firms have a higher degree of IPRA 
compared to their private counterparts.

We also argue that two other organizational attributes, namely 
size and the degree of internationalization, play a critical role in 
the institutionalization of the political risk assessments of MNEs.

We expect larger firms, both in terms of assets and employees, 
to pay closer attention than smaller firms to political risk in their 
overseas operations. As Kobrin (1982) points out, smaller firms tend 
to rely on ad-hoc assessments of political risk, whereas larger firms 
tend to be more bureaucratized and engage in more sophisticated 
and systematic techniques. Managing the complex relations with 
all the relevant agents in the host environment, including the great 
variety of state agencies, regional governments, and federal entities, 
is a crucial factor for success in the international arena (Lyles and 
Steensma, 1996), but it is also quite consuming in terms of money 
and time. Bigger companies have access to a larger amount and 
greater variety of resources (financial, manpower, technology, and 
so forth) to devote to their assessments of political risk. They can 
also implement political actions, such as lobbying, hiring former 
politicians (interlocks), campaign contributions, or mobilizing net-
works of relations, to support the interests of the firm more easily 
than their smaller companies (Hillman and Wan, 2005). However, 
firms seeking to influence and shape policies need effective and 
active management and control of the political risk assessment 
process, which leads to more institutionalized and structured 
assessment techniques (Al Khattab et al., 2008).

The institutionalization of political risk is also likely to 
depend on the available organizational slack, i.e. non-commit-
ted resources, in the company (Mahoney and Pandian, 1992). 
Since the amount of slack is not infinite, there is a limit to the 

amount of knowledge that firms can absorb about the host 
country (Kumar, 2009). However, larger firms are able to have 
more organizational slack and therefore more financial discre-
tion (Stan et al., 2014) which, in turn, allows them to be more 
capable of addressing the available resources for the assessment 
of political risk. Finally, larger firms also have more incentives 
to closely monitor political risks in their foreign investments 
in response to being more exposed to risk as they are more 
likely to attract the attention of the authorities (Henisz, 2000).

Thus, we propose the following hypothesis: 

H2. Larger Chinese MNEs have a higher degree of IPRA.

Further, we expect the assessment of political risk to be more 
institutionalized in those companies that have a broader degree of 
internationalization. Firms with greater exposure to political risk 
have more interest in political risk assessments (Iankova and Katz, 
2003) and MNEs with a broader degree of internationalization, 
both in terms of depth and scope, are more likely to be subject to 
potential negative consequences of political decisions than com-
panies with less international exposure (Al Khattab et al., 2008). 
Indeed, Pahud de Mortanges and Allers (1996) demonstrate that 
potential exposure to political risk constitutes a key determinant 
of the institutionalization of political risk assessments.

The degree of internationalization, measured by the number of 
years in international business, is directly related to international 
experience (Al Khattab et al., 2008). Firms with less international 
experience may underscore the potential negative consequences of 
risks stemming from the political environment and therefore will 
pay less attention to it. In contrast, firms with a lot of experience 
are more likely to be well aware of the risks (maybe even already 
having suffered from them) and, as a consequence, they are likely 
to establish a more structured and institutionalized assessment.

The degree of internationalization has also been measured 
through the proportion of revenue coming from abroad. Thus, 
Hashmi and Guvenli (1992), in an analysis of a sample of U.S. 
firms, show that companies with higher international sales are 
more likely than other companies to institutionalize their political 
risk assessments. These authors also highlight that companies 
operating in more countries take political risk more seriously 
than other companies as they tend to more often find constraints 
due to political variables. In fact, companies with investments 
spread across many different countries have a greater incentive to 
be particularly alert to political risks as they may be exposed to a 
“contagion” effect. If a company is subject to detrimental treatment 
by a government (i.e., expropriations, unilateral modifications of 
previously agreed conditions, etc), a signal of weakness and/or 
illegitimacy is sent to other governments, which may then also 
be tempted to act opportunistically. This threat encourages firms 
with a broad degree of internationalization to institutionalize 
political risk in order to play a proactive role in the political arena 
(John and Lawton, 2017), both to prevent host governments from 
taking actions contrary to the interests of the firms and, if that 
were to occur, to discourage governments from other countries 
from taking similar actions. In addition, companies with sub-
sidiaries in many countries can take advantage of their contacts 
with diverse types of environments to collect and accumulate 
experience that can then be useful in other potential locations 
for investments (Jiménez et al., 2014). Accordingly, we formulate 
the following hypothesis: 
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H3. Chinese MNEs with a broader degree of international-
ization have a higher degree of IPRA.

Methodology

Research design
Despite the abundance of measures to study political risk at the 
country level, with multiple indices such as The International 
Country Risk Guide, The World Bank Governance Indicators, 
The Index of Economic Freedom, or The POLCONV index (Alon 
et al., 2017), there are not many established frameworks to analyse 
its institutionalization at the firm level. In this study we adopt the 
taxonomy developed by Al Khattab et al. (2008) that proposes a 
three-step process to analyse firms’ IPRA which comprehensively 
combines previous seminal contributions from Blank et al., (1980); 
Kobrin (1981; 1982) and Pahud de Mortanges and Allers (1996). This 
approach is based on a conceptualization of the institutionalization 
as a bipolar continuum from less to more institutionalized. By 
following this approach, we can conduct a finer-grained analysis 
than in studies using a binary coded variable to reflect whether 
the firm has institutionalized or not (Pahud de Mortanges and 
Allers, 1996). As previously mentioned, the three- stage process 
is based on 1) the responsibility assignment, 2) frequency of 
conducting the assessment, and 3) risk assessment techniques. 
Thus, this approach takes a step further from other analytical 
tools which focus only on risk assessment (Niebling and Shubik, 
1982) or forecast (De la Torre and Neckar, 1988).

Responsibility assignment. The first stage identifies the 
respondents’ attitude on the allocation of responsibility for IPRA, 
as recommended in previous studies (Blank et al., 1980; Kobrin, 
1982). Respondents were invited to give the answer on three 
levels of responsibility assignment: (a) no formal assignment 
of responsibility for an individual for PRA nor any effort made 
by any individual in the firm to do so; (b) no formal respons-
ibility for an individual but related activities are conducted by 
various individuals; (c) the firm assigns formal responsibility 
to an individual(s) to evaluate the potential risks associated 
with the firm’s international business activities. Based on the 
answers, firms were categorized into different groups, ranging 
from “non-institutionalized”, to “less institutionalized” and 
“more institutionalized”, respectively. The score will be “5” if 
a firm chooses “non-institutionalized”, likewise, “10” for “less 
institutionalized” and “15” for “more institutionalized”.

Frequency of conducting the assessment. Respondents not 
included in the group of “non-institutionalized” were further 
suggested to choose the frequency of conducting the assessment 
in the second stage. Five choices, never, occasionally, yearly, 
quarterly and day-to-day, were listed according to the frequency. 
A greater degree of IPRA is assigned to those firms conducting 

5.	 Al Khattab et al. (2008) only distinguish between firms employing both quantitative and qualitative techniques and those employing exclusively qualitative 
techniques. However, among those firms relying only on a qualitative approach, some employ just one technique whereas others employ more than one. We believe 
it is important to account for this fact which shows a higher degree of IPRA. We conducted robustness tests in which we assigned alternative weights other than 
5, 6 and 10 and results were consistent with those of the main models. Similarly, we also tested alternative weights for responsibility assignment and frequency of 
assessment and obtained similar results. We are grateful to an anonymous reviewer for drawing our attention to this issue. 
6.	 The Chinese version of the questionnaire is available from the authors upon request.
7.	 The top 100 Chinese multinational firms are reported by the CEC every year. In our study, we use the list reported in 2013, available at http://www.cec1979.
org.cn/china-500/chinese/content.php?id=146andt_id=1. The questionnaires were delivered by two sources according to the sample list: (1) the members of the 
Internationalization Forum of Chinese Enterprises, delivered in August 2013; (2) participants in the training course for managers of central government SOEs, 
delivered in November, 2013.

political risk assessment more frequently. In this step, a firm will 
get a “5” score if it occasionally conducts the assessment, “0” for 
never, “10” for yearly, “15” for quarterly and “20” for day-to-day.

Risk assessment techniques. In the last stage, several tech-
niques derived from literature, are brought forward. They are 
judgement and intuition of manager, expert opinion, Delphi 
technique, standardized checklist, scenario development and 
quantitative techniques. Respondents were asked to select the 
answer, matching their practice of political risk assessment. 
While virtually all firms in our sample employ a qualitative 
technique, mainly judgement and intuition or expert opinion 
(34 and 31 firms respectively), only around a third of them (15) 
rely on quantitative techniques. A firm would be considered as 
more institutionalized in the case of adopting both qualitative 
and quantitative techniques, compared to those firms which 
use only qualitative technique. Also, the more techniques firms 
adopted the greater degree of IPRA. Firms, again, were ordered 
according to the degree. Score “10” will be assigned if a firm 
uses both qualitative and quantitative techniques. Score “5” 
will be given if a firm only adopts a qualitative technique or a 
quantitative technique. Moreover, a firm will get score “6” if it 
uses two qualitative techniques5.

The IPRA will be the total scores. For example, firm A assigns 
formal responsibility for individuals to evaluate the potential 
risks associated with the firm’s international business activities, 
conduct this assessment quarterly, and use one qualitative 
techniques and two quantitative techniques, it will get a total 
score of “41” which denotes its IPRA.

On this basis, a framework was created to examine the 
resource-related determinants of their various levels of IPRA 
by adding several additional firm-level variables: governmental 
connections (Cuervo-Cazurra et al., 2014; Hillman et al. 2004), 
firm’s size (Albright, 2004), and the degree of internationaliz-
ation (Wyper, 1995). Survey questions were given in the form 
of mutually exclusive and multiple- choice items. A five-point 
Likert scale (with 1 indicating the least important and 5 indi-
cating the most important) was applied. An English version of 
the questionnaire can be found in Annex 16.

The sample frame used in this study is the top 100 Chinese 
multinational firms listed by the China Enterprise Confederation 
(CEC) in 2013. These firms are chosen because of their lead-
ing position both in domestic competition and international 
expansion. Self-reported questionnaires were delivered by 
hand to the general manager (CEO) of the Chinese multi-
national enterprises7, to ensure that all the respondents held a 
high level of responsibility. 76 copies were returned, of which 
29 were unusable due to being incomplete or due to errors in 
completion. Eventually, 47 copies were qualified for analysis, 
66% of which came from SOEs. While a self-reported survey 
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was adopted for data collection, we also aimed to triangulate 
the data in order to minimize any potential respondent bias. 
This procedure was also useful to confirm the veracity of some 
responses to the survey and avoid errors. Specifically, mainstream 
website-based news sources (both Chinese and English media, 
including China Daily, Financial Times, etc.), were employed 
to get additional insights about the political risk assessment by 
Chinese firms. For instance, according to local news, China Three 
Gorges learned to do political risk assessment on international 
projects after the failure in Myanmar in 20118. Huawei set up 
an overseas public relation department to deal with political 
risk since many authorities banned Huawei from bidding local 
projects in 2015. Also, the firmś  websites and annual reports 
were explored as additional sources of data to cross-check the 
firm-level descriptive statistics and verify the validity of the data.

The respondents were categorized into nine sectors according 
to the Yahoo! Finance: Sector List.9 The list of firms is shown in 
Annex 2. A χ2 test was used to test for any bias in the sample. 
The results suggested that there was no significant difference 
between the respondents and the sample list with respect to 
industry category (Pearson χ2 = 10.000, p = 0.530). Hence, the 
respondents are considered to be representative and the find-
ings can be generalized10. 

Measures
SOEs. Firms were divided into SOEs and non-SOEs according 
to their ownership. Following the previous literature, we use 
a dummy variable to determine whether or not the firms are 
SOEs (Inoue et al. 2013; Sun et al., 2015) and rely on two sources: 
one is the list of SOEs published by China’s State-owned Assets 
Supervision and Administration Commission of the State 
Council (SASAC);11 the other is the firm annual reports in 
which their ownership is declared. Further, for unclear cases 
(7), we examined the firms’ home pages. Eventually, 31 out of 
the 47 firms were found to be SOEs.

Size. Two variables, total sales in US$ (SALES) and the 
number of employees (EMPLOYEES) were used to measure 
the relative scale of the organization. In order to categorize the 

8.	 https://www.theguardian.com/environment/2011/oct/04/china-angry-burma-suspend-dam
9.	 In the Yahoo! Finance: Sector List firms are divided into nine sectors, each of which is composed of numerous individual industries, representing a wide 
swath of the economy. It is available at http: //biz.yahoo.com/p/
10.	 We conducted some additional tests to verify that the results are robust to alternative industry classifications. Thus, we conducted a similar test using the 
International Standard Industrial Classification of All Economic Activities (ISIC) from the UN and also the Global Industry Classification Standard (GICS) 
from MSCI and S&P and found no significant differences. We are grateful to an anonymous reviewer for this suggestion.
11.	 The SASAC is a commission of the government People’s Republic of China directly under the State Council. It is responsible for managing SOEs, including 
appointing the top executives and approving any mergers or sales of stocks or assets as well as drafting related laws. The list of SOEs that we use in this article is 
published by this commission and is available at http: //www.sasac.gov.cn/n1180/n1226/n2425/
12.	 For parsimonious reasons we do not list the standard category for all industries. It is available at link http: //www.stats.gov.cn/statsinfo/auto2073/201310/
t20131031_450691.html.

samples, we referred to China’s national standard, which is “The 
classification standard of small, medium, and large sized enter-
prises” (Ministry of Industry and Information Technology of 
the People’s Republic of China [2011] No. 300).12 Table 2 shows 
the results of the classification of the firms into three groups 
by total sales and number of employees.

The degree of internationalization. In order to evaluate the 
degree of internationalization, the number of years engaged 
in international business (YEARS), the proportion of revenue 
obtained from international operations (REVENUE), and the 
number of foreign countries with which the firm has been involved 
(COUNTRIES) were adopted. It is necessary to make a finer-
grained distinction between the depth (YEARS and REVENUE) 
and the scope (COUNTRIES) of international operations. The 
depth of the internationalization denotes the extent of inter-
national operations. The scope of internationalization denotes 
the geographic diversity of international operations (Jiménez, 
2010; Clarke et al. 2013). Following the criteria adopted by Pahud 
de Mortanges and Allers (1996) and Al Khattab et al. (2008), 
firms were classified into three categories (Table 3).

Data analysis
The results of correlation matrices indicate that no serious 
problem of collinearity according to the limit proposed by 
Neter et al. (1985) and Kennedy (1992) (Table 4).

In order to use parametric statistics, normality and homo-
geneity should be fulfilled (Field, 2000). A Normal Quintiles-
Quintiles chart reveals that all the variables were normally dis-
tributed, allowing us to conduct a Bartlett test for homogeneity. 
The output indicates that the assumption of homogeneity was 
reasonably met for the parametric statistics. 

TABLE 2
Number of firms in each category according 

to Chinese standard classifications

Variables

Number of firms

Small Medium Large

Total Sales
<30 Million 

(USD)
30~130 Million 

(USD)
>130 Million 

(USD)

12 14 21

Employees
<19800 19800~39600 >39600

17 11 19

TABLE 1
Sectoral breakdown

Sector Number of firms Sample frame 

Manufacturing 17 33

Industrial goods 12 32

Services and Finance 18 35
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In this case, parametric statistics were employed to exam-
ine the underlying connections among the variables and the 
effects of the factors. 

The results of a one-way ANOVA suggests a statistically sig-
nificant difference in the level of institutionalization between 
SOEs and non-SOEs (P<0.01). Moreover, in order to compare 
the means, a single-step multiple comparison procedure and 
a statistical test known as Tukey’s HSD test were adopted. The 
results indicate that SOEs have a higher degree of institutional-
ization of political risk assessments as compared to non-SOEs 
(Fig. 1),13 thus confirming Hypothesis H1.

Regarding firm’s size, both SALES and EMPLOYEES are 
significantly related to the level of institutionalization according 
to the result of a one-way ANOVA. In other words, the levels 
of institutionalization are significantly different across the 
three categories of a firm’s total sales (P<0.01) and the num-
ber of employees (P<0.001). Further analysis of Tukey’s HSD 

13.	 The characters (a, b) on the top indicate whether there are significant differences in the mean among the groups. For example, in Fig. 1, a non-SOE is indicated 
by ’a’ whereas a SOE is indicated by ’b’, suggesting that there is a significant mean difference between a SOE and a non-SOE.

test reveals that the mean of a large-sized firm is significantly 
greater than the mean of a small-sized firm (Fig. 2). Although 
the difference is not significant, the mean of a medium-sized 
firm (21.57 for SALES, and 25.64 for EMPLOYEES) is less than 
the mean of a large-sized firm (29.05 for SALES, and 29.74 for 
EMPLOYEES) and greater than the mean of a small-sized firm 
(15.58 for SALES, and 14.82 for EMPLOYEES). Thus, it can be 
concluded that larger firms in terms of total sales and number 
of employees, due to the higher amount of available resources 
and their more formalized procedures, are more likely to insti-
tutionalize the assessment of political risk than small firms. 
Consequently, Hypothesis H2 is supported.

Regarding to the degree of internationalization, an inconsis-
tent conclusion is based on three different variables. The output 
of a one-way ANOVA indicates that there is no statistically 
significant difference in the level of institutionalization across 
the three groups of the firms’ number of years in international 

TABLE 3
Measures to categorize internationalization and the number of firms in each category

Variables Measures Low Medium High

YEARS
Number of years ≤10 11~25 ≥26

N 14 17 16

REVENUE
International revenue ≤10% 10%~25% ≥26%

N 17 15 15

COUNTRIES
Number of countries ≤5 6~10 ≥10

N 14 10 23

TABLE 5
Results of the Bartlett test

Determinant Variable Bartlett’s K-squared Df P-value

Ownership SOEs 0.1569 1 0.692

Resources
Sales 0.0603 2 0.9703

Employees 1.808 2 0.4049

Internationalization
Years 0.8164 2 0.6648

Revenue 0.5066 2 0.7762
Countries 0.9771 2 0.6135

TABLE 4
Correlation matrix

1 2 3 4 5 6 7

IPRA 1
Sales 0.257 1
Employee 0.234 0.712** 1
Year 0.031 0.013 0.160 1
Countries 0.240 0.279 0.420** 0.101 1
Revenue -0.276 -0.306* -0.208 0.210 0.249 1
SOE 0.383** 0.057 0.125 0.324* 0.107 -0.046 1

0 ’***’ 0.001 ’**’ 0.01 ’*’ 0.05 
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business, YEARS (P> 0.05), or a firm’s international revenue, 
REVENUE (P > 0.05). However, the number of countries does 
have a significant influence on the level of institutionalization, 
COUNTRIES (P< 0.01). In addition, the result of Tukey’s HSD 
test suggests that a highly internationalized firm has a higher 
degree of institutionalization of political risk assessment com-
pared to a less internationalized firm.

To summarize, our results support the hypothesis that gov-
ernment ownership is a significant determinant of political risk 
assessments. SOEs have a higher degree of institutionalization of 
political risk assessments as compared to their private counter-
parts. Similarly, evidence is found to support the hypothesis 
that a firm’s size has a positive impact on its institutionalization 
of political risk assessments. Accordingly, larger-scale firms 
institutionalize more than small- and medium-sized firms. 
Finally, our results produce some contradictions regarding the 
operationalization of internationalization. On the one hand, the 
findings show that there are no significant connections between 
internationalization and IPRA when the number of years or the 
proportion of revenue generated abroad is considered. On the 
other hand, our findings clearly support the hypothesis that the 
degree of internationalization measured by the number of foreign 
countries in which the firm operates significantly affects its IPRA.

Discussion
The trend of increasing global economic integration requires 
multinational firms to maintain a more institutionalized approach 
to factor political risk assessments into their international expan-
sion and economic activities (Hillman and Wan, 2005). Alon 
et al. (2006) propose that global companies today should consider 
adopting a comprehensive political risk-assessment strategy to 
ensure that they invest in the right places and make the right 
decisions that are necessary to outperform their competitors. 
This can be done by relying on various types and distinct levels 
of resources drawn from firm-specific factors (Fig. 3).

TABLE 6
Results of a one-way ANOVA 

Determinant Variable Df
Sum 
of Sq

Mean 
Sq F-value P-value

Ownership SOEs 1 1278 1277.9 7.736 0.00788**

Resources
Sales 1 1444 1444.5 8.945 0.0045**

Employees 1 1974 1973.6 13.18 0.00072***

Degree of 
internation-
alization

Years 1 46 46.34 0.241 0.626

Revenue 1 347 347.0 1.867 0.179

Countries 1 1417 1416.7 8.74 0.00494**

0 ’***’ 0.001 ’**’ 0.01 ’*’ 0.05 

FIGURE 2
Tukey’s HSD test for scale
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Tukey’s HSD test for ownership
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The findings in this study suggest that state-ownership 
is positively associated with IPRA in Chinese multinational 
firms. As Zhu and Chung (2014) argue, government links grant 
SOEs accessibility to and feasibility of resources, such as pol-
itical power and inside information. Hillman and Wan (2005) 
point out that SOEs are able to freely obtain these resources 
or to obtain them under better conditions. Drawing on this 
advantage, SOEs can identify and evaluate the political risks 
in a host country, avoiding harmful consequences or even 
obtaining crucial advantages that reduce the potential com-
petition from their private counterparts (Duanmu, 2014). The 
classified or inside information from the firm-government 
relationship enables SOEs, but not their competitors, to make 
informed judgments about where, when, and whether to invest. 
Thus, firms are able to cultivate their institutional abilities so 
they can better associate with the relevant political actors. The 
resultant benefits to the firm include superior experience in 
identifying, evaluating, and assessing the underlying political 
risks in the host country, thus constituting the underpinnings 
of the SOEs’ higher degree of institutionalization.

Our results further reveal that firm ś size is positively associ-
ated to a firm’s IPRA, thus supporting Stapenhurst’s argument 
(1992) that large firms tend to make more formal political risk 
assessments. Together with more formalized procedures, lar-
ger firms have access to a broader amount and larger variety 
of resources to accomplish their overall political-risk control 
objectives, one of which is political risk assessments (Alvarez 
and Busenitz, 2001). For example, they can buy market reports 
from research organizations or even pay for specialized investi-
gations and subscribe to statistical analysis services. Or, as Alon 
and Herbert (2009) suggest, they can engage in recruiting and 
training efforts to reduce uncertainty avoidance among current 
and potential local employees. However, the resources associ-
ated with large firms may be scarce and costly to acquire for 
small firms. The power of large firms also rests with the creation 
and development of large collaborative networks, underpinned 

by the integration of a widespread set of information sources 
which, as in the case of experience, also work as a political cap-
ability-building mechanism, whereas small firms have limited 
resources, thus they are constrained from managing complex 
systems. Through superior access to resources, and also more 
formalized procedures, large firms seem more capable of insti-
tutionalizing the assessment of political risk.

In general, venturing into overseas markets is a risky activ-
ity since the journey is often accompanied by numerous risks, 
such as political, labor, and environmental risks due to a lack 
of knowledge necessary to exploit international opportunities 
(Alon and Qi, 2003). However, foreign entrants could use firm-
specific resources to fight against the disadvantages in condi-
tion of knowing how and where to use the resources. Without 
engagement, it is difficult for firms to detect the internal and 
external sources of political risks that are related to societal, 
governmental, and economic factors, as revealed in Alon and 
Martin (1998). Learning and accumulating experience usually 
play a critical role when firms move into the global arena (Delios 
and Henisz, 2003a, 2003b). Our findings suggest that the number 
of countries in which a firm operates is also positively associ-
ated with its IPRA. This is consistent with Al Khattab’s (2008) 
finding. He argues that the greater the number of countries in 
which a firm operates, the greater the complexity of the task 
of political risk assessment. In contrast, the results indicate 
that there is no significant connection between the number of 
years and IPRA, which is similar to the findings by Al Khattab 
(2008) and Wyper (1995). Moreover, unlike the results detected 
by Al Khattab (2008), in our case the proportion of revenue 
generated abroad is not significantly associated to the IPRA. 
On this basis, we conclude from our results that the depth of 
internationalization is not significantly related to IPRA, whereas 
the scope of internationalization is significantly related to IPRA. 
Accordingly, this indicates that the geographic diversity of 
international operations is important for the development of 
institutionalized abilities.

FIGURE 3
Firm-specific resource-based factors and the IPRA framework
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Chinese outward foreign direct investment is fairly new (Alon 
et al., 2011). Chinese firms seem to invest in high-risk countries 
that are high in political risk, with high-risk modes of entry (i.e., 
direct investment, majority owned joint ventures, and mergers and 
acquisitions), and at a higher speed than expected (Ramamurti, 
2012; Lattemann and Alon, 2015). In fact, Buckley et al. (2007) 
found that political risk in a host market actually encourages 
Chinese investment, rather than detract it14. Secondly, one unique 
characteristic of Chinese OFDI is that much of it is done by the 
State. This feature suggests that political motivations might trump 
economic ones as expected in private enterprises (Lattemann and 
Alon, 2015). This raises the question of whether in fact Chinese 
investments behave differently, especially as it relates to political 
risk, and is the motivation for our study.

Our results do show some interesting differences in con-
trast to Al Khattab (2008). They suggest that the diversity of 
environments provides a better understanding of political 
risk. Because many Chinese firms have concentrated their 
internationalization efforts in a few countries only (Alon et al., 
2015), internationalization in terms of number of years or sales 
abroad may not necessarily translate into better political risk 
management. Overseas experience, even if it is in politically 
risky countries, has little value if it comes only from activities 
concentrated in a reduced set of locations. For instance, much of 
the Chinese OFDI, particularly in the oil and energy sector, has 
been to developing countries (Alon et al., 2015). While Chinese 
companies were able to manage the political risk environment 
in difficult places in Africa and the Middle East, where the level 
of economic development is low and authoritarianism is the 
likely political regime, in other countries where a strong rule of 
law is coupled with democracy, such as Western societies, they 
ran into problems. Child and Marinova (2014) suggested that 
the combination of host-home country pair may account for 
such an anomalous result. That is, because Chinese companies 
come from an institutionally-weak environment with strong 
government presence, they might find it easier to work with 
political agents in developing countries than in developed ones.

Compared to their Western counterparts, Chinese firms show 
some common but also divergent features. While studies focusing 
on Western MNEs have overlooked the role of state ownership 
on the political risk, de Pahud de Mortanges and Allers (1996) 
show that IPRA practices by Dutch firms is not very high and that 
this occurs across firms of different industries and sizes. Jiménez 
(2010) shows that previous experience represents a critical factor 
to understand the role of political risk in the internationalization 
strategy of Spanish MNEs. However, and contrary to our results 
for Chinese firms, firm ś size does not appear as a significant 
determinant. A proper study of the differences and the causes 
of the discrepancies in terms of IPRA between Western and 
Chinese MNEs is beyond the scope of this paper and it would 
require specific data and analyses. However, the results from 
these articles seem to indicate that Western companies rely more 
heavily on their previous experience more than on the amount of 
resources or formalized procedures to assess political risk in host 
locations. By contrast, state ownership, size and geographic scope 

14.	 Among the possible reasons for this finding, Buckley et al., (2007) suggest that Chinese FDI might have been promoted by political affiliations and connections 
of China with developing countries where, despite higher levels of risk, the bargaining position of China is strong. Similarly Chinese FDI has also been directed 
to communist countries or ideologically similar countries, where levels of political risk are also higher. Finally, additional reasons might be that Chinese firms 
invest in countries that are avoided by other investors due to ethical reasons or due to insufficient experience and due diligence (p. 510).

seem to be crucial determinants in the case of Chinese MNEs. 
Yet, it is possible that the differences are also due to the fact that 
Western firms tend to avoid risky locations more than Chinese 
companies, or that the assessment of political risk is conducted at 
the subsidiary level rather than at the headquarters’ one.

This article contributes to the existing literature by looking 
at the political risk assessment of Chinese multinational firms. 
The rising presence of Chinese firms as international investors 
raises the concerns about their assessment of political risk. This 
study therefore focuses on it and illustrates that state ownership, 
firm’s size and the scope of internationalization are critical deter-
minants of IPRA for Chinese firms.

The emergence of SOEs in global arena has inserted new 
chapters into the research agenda of political risk assessment. 
The relative concerns include its political threats to foreign 
countries, political risks faced by SOEs and its ability to institu-
tionalize political risk assessment (Vernon and Aharoni, 2014). 
Another contribution of this article rests on the analysis of IPRA 
conducted by SOEs. This study reveals that state ownership is a 
critical source for Chinese enterprises to gain institutional forces.

Our research is subject to some limitations. Thus, our data 
comes from a declarative questionnaire and not from secondary 
sources. Survey data research of Chinese investment is very com-
mon, despite these weaknesses, mainly because of the difficulty in 
obtaining access to restrictive data in secondary sources. In China, 
guanxi – the personal relationship network - is often required to get 
access to restricted information (Chan et al. 2002). Building on our 
guanxi, we were able to reach some of the most important Chinese 
multinational firms listed by the China Enterprise Confederation 
(CEC) to get data that is not easily obtainable via traditional means. 
Besides, when possible, we checked the accuracy of information 
in the firm ś accounts. Unfortunately, however, the majority of 
respondents were not available for an interview, which restrict 
the richness of the data collected and constraints us to employ 
quantitative techniques based on surveys. Thus, our results cannot 
provide empirical evidence of causality, but only of the existence 
of a significant statistical relationship. Also, we acknowledge that 
the number of surveys is relatively low. However, the companies 
surveyed are among the biggest and most important in China and 
it has been shown that these type of companies are the ones doing 
the most of the OFDI (Kolstad and Wiig, 2012; Alon et al. 2014). 
Therefore, while the number is small, the companies included 
in the sample represent a significant part of the Chinese OFDI.

As potential avenues for future research, it would be extremely 
interesting to conduct semi-structured interviews with business 
leaders and/or public officials to better put into perspective the 
quantitative results and to deepen research questions about the 
specifics of the management of political risks by Chinese firms. 
In addition, and given that extrapolations of results to other 
contexts can only be done with caution, scholars could study 
the institutionalization of political risk determinants in firms 
from other emerging economies and, as previously discusses, as 
specific studies comparing the differences between firms from 
developed and developing countries.
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ANNEX 1 
Questionnaire

Descriptive Statistics on Company

1 Name of company

2 Type of industry

3 Last year’s annual revenues

4 International% of total revenues

5 Total number of employees

6 % of Employees working abroad

7 How many years has the firm been involved in international business

8 In how many countries do you operate (rep offices, branches, affiliates, licensing/franchising, joint ventures 

Institutionalization of political risk (Khattab et al., 2008)

9 How important are the following risks to your international operations? (0 not important, 5 very important)
a. �Political and country risks: economic and exchange rate risk, change of government, change of specific laws, change 

of political regime, social unrest (e.g. trade unions), industry regulation, …
b. �Industry-specific risks (environmental pollution, health issues, supply chain disruption, consumer activism, …
c. �Project / partner specific risks (the partner might cheat, …)

10 In the process of analyzing and evaluating the potential risks associated with the firms’ international business activities 
such as importing/exporting/producing overseas, please check the box the best describes your firm
a. �The firm has never assigned formal responsibility for an individual/s to analyze and evaluate the potential risks associated 

with the firm’s international business activities NOR is any effort made by any individual in the firm to do so.
b. �The firm has never assigned formal responsibility for an individual/s to analyze and evaluate the potential risks associated 

with the firm’s international business activities BUT the related activities are conducted by various individuals
c. �The firm assigns formal responsibility for an individual/s to analyze and evaluate the potential risks associated with the 

firm’s international business activities

Respondent answering b or c above should complete the following

11 In the process of assessing political risk, please tick the box below best describing your firm’s behavior
a. �The firm conducts the assessment using its own personnel only
b. �The firm conducts the assessment via specialized institutions
c. �The firm conducts the assessment internally as well as externally

12 How often is political risk assessment conducted?
a. �Never
b. �Sporadically as needed
c. �Monthly
d. �Quarterly
e. �Yearly

13 Please indicate with techniques you use to assess political risk (you can tick more than one) and to what extent the technique 
is useful (1 not very useful to 5 very useful)
a. �Judgment and managerial intuition (e.g. ’old hand’ opinions)
b. �Expert opinion
c. �Delphi technique
d. �Standardized checklist
e. �Scenarios analysis
f. �Quantitative/statistical technics

14 Where in the company is political risk assessed: 
a. �Board of directors
b. �Chief operating officer
c. �General management
d. �Financial management
e. �Sales management
f. �Specialized department
g. �Subsidiary management
h. �Expert management
i. �Area management
j. �Acquisition team
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ANNEX 1 
Questionnaire

15 When is political risk assessed?
a. �Before investment in a certain country
b. �When granting credit to customers
c. �While doing strategic planning
d. �When problem arise (revolution in Egypt, etc.)

16 What is your primary source for getting information on political risk?
a. �Banks
b. �Subsidiary/regional managers
c. �Business periodicals
d. �Journals, TV, radio, internet
e. �Headquarters personnel
f. �Embassies
g. �International organizations
h. Other firms operating in country
i. Experts living in country
j. Chambers of commerce
k. Trade associations
l. Other

17 What is your risk reduction strategy?
a. Follow a good citizen policy abroad
b. Vertical integration (control)
c. Use of global trademarks
d. Do not invest (avoidance)
e. Create joint ventures with locals (cooperation)
f. Public insurance (government)
g. Private insurance (private)
h. Use government to influence host market leaders

ANNEX 2 
List of companies in this study

Company list

Luye Pharmaceutical Group Harbin Electric Group Agricultural Bank of China

Green Groups China Agricultural Development Group China Nuclear Industry Group
Shanghai Li Ming International 
Trade Co., Ltd.

Wuhan Iron and Steel Group China Taiping Insurance Group Ltd

Fosun Group Dongfang Electric Group SINOTRANS & CSC Holdings Co., Ltd
JAC MOTORS State Development & Investment 

Corporation
China Energy Engineering Group Co., Ltd

SANY Group COSCO Container Transportation Co., Ltd. China National Machinery Industry Corporation
Boston Abc International Holdings Ltd China Nuclear Engineering and 

Construction Corporation
China Railway Signal & Communition 
Corporation

Semiconductor Manufacturing 
International Corporation

Huaneng Power International Co., Ltd. China National Pharmaceutical Group

Shanghai Zetian Commerce Dongfeng Motor Corporation China National Arts & Crafts Group
China First Automobile Group 
Corporation

China Three Gorges Corporation Sinosteel Corporation

China Construction Second 
Engineering Bureau Ltd.

Shanghai Zhenhua Heavy Industries Group Sinolight Corporation

China Hi-Tech Group Corporation China National Machinery Industry 
Corporation

China International Travel Service Limited

China National Chemical 
Corporation

China Resources (Holdings) Co.,Ltd Shanghai Electric Group

China Chengtong Holdings Limited Offshore Oil Engineering Corporation Huawei Technologies Co., Ltd.
POTEVIO Company XCMG Group China Minmetals Corporation
COFCO Group SINOHYDRO Corporation Limited


