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BIG Question:

“How do capabilities stemming from firms’ non-market
engagement influence their strategy and performance?
Specifically, how do firm political connections impact international expansion strategy and performance?”

Introduction
Firms and governments are inextricably related. They, consequently, influence each other’s decisions and performance. To
deal with this interdependence and obtain the best possible
policies for their business interests, it is thus natural that firms
engage in politics. The literatures on non-market strategy and
on corporate political activities have extensively analyzed how
activities such as campaign donations and lobbying and more
relational forms of political engagement, such political connections, affect firm performance. However, a consensus on the
direction of such a relationship has not yet been reached. Indeed, some studies find that political engagement affects firm
performance positively, while others find a negative or neutral
effect (Faccio, 2006; Fisman, 2001; Sun, Mellahi, & Wright,
2012). This suggests the need for a better understanding of the
mechanisms through which firm political engagement—political connections in particular—might affect firm performance.
In my dissertation, I investigate how capabilities stemming
from a firm’s political engagement influence that firm’s international strategy and performance. More specifically, I explain
and empirically show how a firm’s political connections—that
is, the relationships it holds with political and government authorities in its country of origin—impact its international expansion strategy and performance.
My main proposition is that investigating how firm political
connections affect strategy choices helps shed light on the ac-
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tual mechanisms through which such connections might lead
to performance heterogeneity. Based on my review of the literature, I identified three main issues that appear to explain
the mixed results in prior work. The first issue is that firms
vary in their capability to use political connections to influence political actors and to mobilize government resources. In
other words, firms are possibly heterogeneous with regards to
their political capabilities and this heterogeneity may generate
distinct performance outcomes (Baron & Hall, 2003; Bonardi,
2011; Bonardi, Holburn, & Bergh, 2006; Lester et al., 2008).
The second issue is that this stream of research still devotes
little attention to the fact that different types of political connections operate through different channels and may influence
firms through distinct mechanisms. The third issue is that a
firm’s political connections may have their most meaningful
effect on that firm’s strategy, and only affect its performance indirectly (Siegel, 2007). Accordingly, I argue that different types
of political connections are the basis of heterogeneous capabilities, which, in turn, influence a firm’s strategic moves, such as
international expansion.
My dissertation addresses all the three issues in the literature
throughout three empirical studies. I put forth that assessing
a firm’s political capabilities, which should be more stable over
time and reflect the firm’s effectiveness in attaining its objectives from the government, is a way to address the first issue.
I further argue that focusing on political connections is an
appropriate approach to assess political capabilities. In comparison to indirect or transactional political relations (Hillman
& Hitt, 1999), which are generated through actions such as
campaign donations and lobbying, relational political connections are more long-lasting and arguably effective in generating
political capabilities (Bonardi, 2011; Faccio, 2006). Nonetheless, studies on the effects of political connections on firm-level
outcomes have primarily emphasized their impact on firm performance (Faccio, 2006; Fisman, 2001), and, thus, produced
limited documentation of their influence on firm strategy.

To address the second issue underlying the lack of consensus
in the literature on the effects of political connections, it is
important to account for the various types of political connections and how they may operate differently. Prior research has
documented the relevance of numerous types of such relational
political connections separately. I put forth that these political
connections operate differently in influencing firm strategy and
thus generate contrasting performance implications.
Finally, to address the third issue, I argue that it is critical to
understand whether and how firms with political connections
make distinct strategic moves relative to firms without political connections, because performance differentials may stem
from this heterogeneity in strategy. In particular, examining
the influence of political connections on highly politically-entrenched decisions, where this influence might be more easily
observable and more meaningful, can contribute immensely to
advancing the literature. International expansion strategy not
only allows me to observe such an effect, as it is indeed a type of
strategy with deep political entrenchment, but also allows me
to analyze whether the benefits (or liabilities) stemming from
political connections are geographically constrained. When investing internationally, firms have to deal with heterogeneous
political contexts and face more uncertainty, including political uncertainty. As a consequence, international expansion
strategy and performance tend to exhibit a deeply entrenched
political nature and, therefore, constitute an ideal research setting to investigate the impact of political connections on firms’
strategies.
The dissertation is composed of three essays, each contributing to address part of the puzzle regarding how political connections affect a firm’s international expansion strategy and
performance. In the first essay, I examine the role of political
connections as a moderator of the relationship between homehost ties and international strategy in a sample of greenfield
investments in manufacturing undertaken by firms from eleven home countries. In the second and third essays, I rely on
an original hand-collected dataset that includes information
on various political connections enjoyed by the largest French
firms. In the second essay, I investigate the role of different
types of political connections on a firm’s international investments amount and risk profile. Finally, in the third essay, I
analyze how political connections influence the speed with
which firms secure funding and complete development of their
project finance-based investments, two highly politically-entrenched performance indicators.
Essay 1: The Influence of Foreign Affairs and Firm Political
Influence on the Location Choice of International Investments
In the first essay, I investigate the role of political capabilities as moderators of the relationship between Bilateral Investment Treaties (BITs), a dimension of home-host ties, and firms’
choice of location of international investments. I hypothesize

that a firm is more likely to invest in a potential host nation
when the firm’s home country has a BIT with that potential
host nation. More importantly, I predict that BITs are more
meaningful for firms without the ability to use alternative
means to protect their investments, particularly firms without
political connections in their home country or firms without
enough political clout. In other words, I predict that politically-connected and politically-savvy firms enjoy a competitive
edge regarding their ability to invest in places where other firms
shy away from investing in. Examining international greenfield
investments in manufacturing carried out by firms from eleven
home countries between 2003 and 2010, I find support for
my predictions. BITs indeed appear to provide a mechanism
that allows governments to credibly commit to foreign investors, as the existence of a ratified BIT between home and host
countries positively affects the likelihood of investment. More
importantly, such a suppranational institutional arrangement
is especially meaningful for investing firms that do not have
strong political connections in their home nation and that do
not have enough political clout. That is, politically-connected
and politically-savvy firms choose the location of their international investments independently of BITs.
Essay 2: The French Connection: The Influence of Political
Connections on International Expansion Strategy
In the second essay, I examine the effects of political connections on international expansion strategy in more detail.
I analyze how three types of political connections—government experience-based, common education-based, and friendship-based political connections—influence both the amount
and the level of exposure to expropriation risk of the firm’s international investments in a given period of time. I propose
three ways through which political connections should positively impact a firm’s international expansion strategy: (i) privileged information and knowledge, (ii) influence and (iii) lower
investment costs. Furthermore, I argue that friendship-based
political connections will be more valuable when the firm’s decision makers have a personal friend or family member that
enjoys more (rather than less) power in the home country’s
government. Accordingly, an increase in the value of those political connections should also intensify their influence on a
firm’s international expansion strategy. Using data on the international investments made by the largest French firms during
the 2003-2012 period, I find empirical support for the main
predictions. Politically-connected firms engage in distinct international expansion strategies relative to non-politically-connected firms. This heterogeneity is contingent on the type
of political connections, with political connections based on
friendship ties and on common educational background being
the most meaningful ones in explaining the amount and the
level of exposure to expropriation risk of a firm’s international investments, respectively. Finally, I find that the election of
Nicolas Sarkozy as the president of France generated significant effects on the strategy of firms connected to him through
friendship ties. Specifically, firms enjoying friendship ties with
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Sarkozy spent significantly more in their international investments after the 2007 election.
Essay 3: The Staying Hand: Political Connections and
Speed of Financing in Investment Projects
In the third essay, I examine the influence of political connections on a highly politically-entrenched type of firm performance: the speed of financing of a firm’s investment projects.
Despite their widespread use in large infrastructure projects
around the world, there is a stark dearth of research on project finance-based (PF) investments (Vaaler, 2008), especially
regarding a firm’s capabilities to undertake successful PF investments. Speed is a notably relevant indicator of project performance, as the time required to obtain funding and then to
complete project development entails substantial costs for both
sponsor firms and other stakeholders. I put forth that political
connections operate as a mechanism to reduce PF investments
risks and should, thus, positively influence PF investments
speed. However, political connections should be relevant only
when in combination with other project, sponsor, and location attributes that together determine the overall riskiness
of a particular project. I further maintain that political connections, depending on other project attributes, might even
slow down the project, thus becoming a liability for project
speed. Finally, I allow distinct types of political connections to
associate with different outcomes. I use fuzzy sets methods to
empirically investigate these propositions on a sample of PF
investments sponsored by the largest firms listed in the Paris
stock exchange, during the 2003–2012 period. These projects
are concentrated in infrastructure industries such as power distribution, transportation, oil and gas, and water treatment and
distribution. My findings provide interesting insights and advances the understanding on the various pathways firms can
follow to speed up or to avoid delays in their PF investments.

Conclusion
With my dissertation I make substantial contributions to the
literature on global and non-market strategy. First, my results
advance knowledge on how firms can benefit from their activities vis-à-vis the government in the home country to develop
political capabilities that become useful in foreign countries,
particularly those characterized by a higher risk of expropriation (Delios & Henisz, 2003; García-Canal & Guillén, 2008;
Holburn & Zelner, 2010). My analysis goes beyond the idea of
firms from a same home country sharing the same level of political capabilities, but proposes and empirically analyzes the effect of heterogeneity in political connections among firms from
a same home country (Fisman, 2001; Faccio, 2006). I also add
to the literature on political connections, by comparing the effects of three types of political connections on firms’ strategy
and by showing that different types of political connections
have distinct effects on international expansion strategy and
performance.
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Furthermore, I make a contribution to the stream of research
on the effects of inter-governmental ties on FDI flows, by
analyzing firm-level data and by focusing on BITs. More importantly, I show that these organizations, and the underlying
credible commitments they allow host countries to make, are
only meaningful antecedents of international strategy for firms
not enjoying strong ties with government authorities in the
home country. In addition, across the three essays, my findings
rely on extremely rich data about various types of political connections and international expansion strategies by firms originating in several countries.
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