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Seeds of corruption? The contingent role of ties to politicians and foreign subsidiary relations with
government sponsored financial institutions

{

Abstract

[

In drawing saction cost economics and social network theories, this study examines the

influence offorr@tion as a determinant of foreign subsidiary formal contracting practices with

¥

governme ong®red financial institutions. We hypothesize that lower corruption distance
(between parenthome and host countries) and higher perceived corruption (in host country) are

positively rglat€d, 8nd mutually reinforcing, when considering a foreign subsidiary’s propensity to

S

formally co ct®With government sponsored financial institutions. We also suggest that these
relationshi then with the intensification of political ties to government officials that can

offer prefe i litical services via contractual agreements, changing the nature of market

U

transactions r of a foreign subsidiary. We found support for our hypotheses using data from a
sample of @uer 350 subsidiaries located in the Philippines and Thailand.

g

Keywords: n distance; perceived corruption; political tie intensity; business-government

d

interac ontracts; financial institutions; emerging market
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@ of corruption? The contingent role of ties to politicians and foreign

B mmmsubsidiary relations with government sponsored financial institutions

< ’ INTRODUCTION
tinati

Mwal enterprise (MNE) foreign subsidiaries operating in emerging markets are often
subject to ty due to environmental pressures, such as abrupt, erratic, and inconsistent
institution hanges (Buckley and Munjal, 2017; Hughes et al., 2017). Such environmental
uncertaintgay not only impact how these foreign subsidiaries are governed, but also place
considerabmaints on the types of transactions and resources available to their operations for
the potential'e cement of competitive advantage (Luo and Peng, 1999; Peng and Heath, 1996).
One potenti rce that can enhance a foreign subsidiary’s development of competitive

advant country are efficiencies associated with access to local financial slack, such as

credit and bank loans (Weller and Scher, 2001; Sawant, 2010). Purda (2008: 1179) has also argued

that “a firm’s close and specialized relationship with its bankers allows for the exchange of non-

With this notion in mind, the use of government sponsored financial institutions is
particul“t in uncertain emerging market environments (hereinafter uncertain
environme@alho, 2014; Liedong and Rajwani, 2018). Contracting with government
sponsored ban d financial agencies can help foreign subsidiaries to “facilitate[] the financing of
project vate banks are unable or unwilling to finance . . ..” (Dinc, 2005: 454). Nonetheless,
government officials and politicians in uncertain environments will often utilize, and exploit,
government sponsored banks and financial agencies (i.e., government sponsored financial

institutions) to advance their own political ambitions (Dinc, 2005; La Porta, Lopez-de-Silinas, and
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Shleifer, 2002). This form of crony capitalism can play a key role in “hampering competitive market

practices” (Mukherjee, 2019: 35) as well as the provisioning of preferential allocation of financial

t

resources Via tractual arrangements (Diwan and Schiffbauer, 2018).

Th al nonmarket strategy literature has generally considered how such misuse
|

and/or abuse of public office for private gain, otherwise referred to as “corruption” (Lee and Oh,

2007; Roy @nd Oliver, 2009), can distort commercial market transactions creating operational costs

SG

for foreign subsjdiaries (Jiménez et al., 2017; Judge, McNatt, and Xu, 2011; Kwok and Tadesse,
2006). Alte vely, research has also suggested that corruption can “grease the wheels” mitigating

uncertainty and fa@ilitate transactions thereby offering operational advantages to foreign

Ul

subsidiarietrtain environments (Adomako et al., 2021a; Cuervo-Cazurra, 2006; Krammer,

2019)." Ho

hen taken-together, these two streams of corruption research have yet to be

% d from an MNE foreign subsidiary (hereinafter foreign subsidiary) government
tive. Further, this same research has failed to account for how the intensification
government actors might reconcile the interface between liabilities of

III

foreignness related to corruption distance and complexities of the “grease-the-wheel” viewpoint
associatedSith managerial perceptions of corruption. This notion is particularly salient in that the

global stra ature has been silent when considering antecedents as to why foreign

subsidiaries everage crony capitalism for the purpose of contracting with government

sponsored!nancial institutions.

TH!e conceptual observations offer the motivation for our study. In drawing from

transaction cost eSnomics and social network theories, our study attempts to explore the effects of

how corru ance and managerial perceptions of corruption influence a foreign subsidiary’s

propensity formal contracts with government sponsored financial institutions in uncertain

environments. Specifically, we ask two key research questions: (1) How will (a) corruption distance

between a foreign subsidiary’s parent and host country, and (b) managerial perceptions concerning

This article is protected by copyright. All rights reserved.



the pervasiveness of corruption, influence a foreign subsidiary’s propensity to utilize formal

contracts with government sponsored financial institutions?, also (2) How will the intensity of ties to

t

key govern officials influence these relationships?

Ou akes several contributions to the corruption and, more broadly, to the global
|

strategy lit&€ature. First, from a theoretical standpoint, we employ transaction cost economics to

better undérstand§how the perceived presence of corruption might influence a foreign subsidiary’s

contractual relationships with financial institutions in order to reduce transaction costs linked to

S

access of h scarce capital, favorable lines of credit, and cheaper financing options. With this

notion in mind, wélextend transaction cost economics by applying the concept of “illegal transaction

U

cost minim =(Cuervo-Cazurra, 2016: 44) when theoretically considering how the interaction

N

between g els of perceived corruption by managers of foreign subsidiaries, with parent

MNEs froniles w ant corruption-oriented environments, will be more likely to utilize strategic

H |”

corrupt . This logic includes the “grease-the-wheel” view of corruption as a bribery

bargaining pr o leverage crony capital in seeking-out prescribed arrangements via contracting

M

with government sponsored financial institutions, thereby offering greater predictability and

enhancing @fficiencies in uncertain operating environments. We also integrate social network theory

[

(e.g., Peng th, 1996; Podolny and Page, 1998) into this logic by considering how the

0O

intensificati olitical ties to key host country government officials will further facilitate foreign

subsidiary fermal contracting behavior with government sponsored financial institutions, reducing

q

transacti the mitigation of related uncertainty surrounding access to local financial slack.

{

U

Second contribute to foreign subsidiary research by linking the potential transaction
costs of lev crony capitalism with government sponsored financial institutions and the

notions of p corruption (e.g., Sartor and Beamish, 2018; Uhlenbruck et al., 2006) and

A

corruption distance (e.g., Godinez and Liu, 2015; Karhunen and Ledyaeva, 2012). This area of

research has almost exclusively focused specifically on MNE foreign direct investment and entry
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mode choice, while the effects of corruption distance on foreign subsidiary operations is largely a

new line of research inquiry.” We therefore extend this body of literature by focusing our

t

investigati the yet explored area of corruption’s impact on foreign subsidiary post-entry
contractin ith government sponsored financial institutions.
I I

Thigd, our study also complements the MNE formal contracting literature. Recent literature
on formal tracting has considered how uncertain host country legal institutions moderate the

transference o titutionalized MNE practices across foreign subsidiaries (e.g., White et al., 2018).

o

However, thiglitegdture has yet to consider how social networks derived from the intensification of

political ties with g@vernment officials may enhance the propensities of foreign subsidiaries to

E

contract wi ponsored financial institutions.

Lastl tudy sheds light on corruption and contracting activities in two unique host

countries igSo st Asia —a region in which existing global strategy research has paid relatively

all

little at . Hence, while MNE operations typically disperse across numerous geographic

M

locatio gn subsidiaries operating in uncertain Southeast Asian emerging market

environments has often been over-looked by global strategy scholars. This is quite surprising as it

[

has been a decades since Hoskisson et al.’s (2000) call for a more diversified research

agenda on 5 markets (other than research on China or regions other than Eastern Europe).

We hope o n Southeast Asian emerging markets helps to fill this contextual research gap.

HYPOTHESIS DEVELOPMENT

{

Corruption distan

Ul

rategy scholars have long researched how institutional distance between a home

A

and host coun y a significant role in shaping foreign subsidiary strategies (Berry, Guillen, and
Zhou, 2010; Eden and Miller, 2004; Reimann, Rauer, and Kaufmann, 2015; Rickley and Karim, 2018;

Zhang et al., 2014). In general, this research has found that greater institutional distance between
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home and host countries can negatively affect an MNE’s adaptability (e.g., Salomon and Wu, 2012)
and performance (e.g., Gaur and Lu, 2007) in host country environments. This is because foreign
subsidiahng in different institutional contexts are subject to the liability of foreignness
(Nguyen, 2 and Karim, 2018; Zaheer, 1995). To mitigate the liability of foreignness,
foreign s-utim may engage in isomorphism to gain legitimacy in the eyes of local constituents

(DiMaggio and Pewell, 1983; Salomon and Wu, 2012). Such strategies often include the adaptation

G

of organiza actices and routines similar to that of norms relevant to the local environment

(Rosenzw hria, 1994; Luo, 2002).

$

CorruptioMdistance is a specific dimension of institutional distance (e.g., Habib and

U

Zurawicki, ich we argue will have a direct effect on a foreign subsidiary’s propensity to

N

utilize con h government sponsored financial institutions in order to more easily access

cheaper fin@nd Aggarwal and Goodell, 2010) and larger loan amounts (Akins, Dou, and Ng, 2017;

a

Zheng However, Barth, Lin, Lin, and Song (2009: 361) have argued that

“[u]lnfortunat nking systems do not always operate efficiently in [emerging market] countries .
.. they are susceptible to corruption, which undermines their primary function of allocating scarce
capital effisntly." Hence, bureaucrats and political actors engaged in bribery are capable of more
easily mainQnd increasing power “through the control of financial resources” (Dinc, 2005:

454) by leve crony capitalism via government sponsored financial institutions (e.g., Diwan and

Schiffbaue!ZOlS).

Trahsaction cost economics (hereinafter TCE) suggests that foreign subsidiaries with parents

originating from e countries with similar corrupt environments will be more accustomed to
managing nstraints as well as more inclined to develop capabilities that will facilitate
efficient ope | advantages via these prescribed arrangements (i.e., through bribery and
corrupt lending practices) (Cuervo-Cazurra, 2006; Cuervo-Cazurra and Genc, 2008; Karhunen and

Ledyaeva, 2012) in order to mitigate transaction costs (Mayer and Salomon, 2006). This logic is
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based on the notion that an MNE’s “adaptation to its home country...institutions ...will lead to
strategic practices being institutionalized and transferred to foreign subsidiaries within the MNE ...

Dieleman, 2016; Chung, Gibbons, and Schoch, 2006; Tan and Chintakananda, 2016).

through piE!f :nd processes ....” (White, Fainshmidt, and Rajwani, 2018: 2; see also Carney,

I I
In @ther words, TCE argues foreign subsidiaries with parents from home countries with

similar Iev@uption will have a greater understanding of these the operating environments
(i.e., less liabilityof foreignness) (Cuervo-Cazurra and Genc, 2008). One example of these types of
nonmarke iti€s are Chinese MNE activities in the Philippines, in the business of undertaking
exploitative minin@practices, whereby they gained access to permits via circumventing local mining

laws and btir way into provincial government agencies in order to gain access to permits for

the mining nickel deposits (Bergonia, 2021). Thus, utilizing strategic corruption practices

(zelikow e

less tra i ts) via contracting with government sponsored financial institutions (Qian and

=)

) by leveraging capital cronyism in order to gain greater efficiencies (and thereby

Sandoval-Her z, 2016).

Alternatively, TCE also suggest that foreign subsidiaries from more distant corruption-
oriented eants will less likely prescribe to these institutional norms and practices (Duanmu,
2011; Godi @ iu, 2015), or perhaps are more susceptible to legal repercussions in their home
country (Cu urra, 2006).2 This is because these foreign subsidiaries will inherently suffer
from thﬁzforeignness, making it much harder for these subsidiaries “to understand if
bribery m the benefits that were promised at the time of bribery exchanges” or “work

favorably” to creat@ greater predictability and enhance efficiencies in uncertain operating

environ{wnd Oh, 2007: 104). Consequently:
Hypothesis 1: Th uncertain environments, the lower the corruption distance

between a home and host country, the higher likelihood a foreign subsidiary

will utilize formal contracts with government sponsored financial institutions.
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Perceived corruption

{

Per, orruption pervasiveness (i.e., perceived corruption) “reflects the number and

frequency ns ... with which ... [a] firm deals over the course of a fixed time period that
|

involve illidif activities” (Doh et al., 2003: 118). This includes the likelihood of a foreign subsidiary

encounterifig some form of corruption during normal interactions with government officials

G

(Adomako et al., 2021b; Rodriguez, Uhlenbruck, and Eden, 2005). The pervasiveness of corruption,

S

as perceiv lor management, in an uncertain environment can cause substantial transaction

costs for foreign s@bsidiaries since it will often be an institutionalized part of commercial activities

Ul

(Uhlenbruc 006). Some scholars have alluded to the fact that this process is analogous with

[

indirectly t in, 2001) and directly creating enhanced production costs for organizations (e.g.,

Luo, 2002)8Fo ple, in Thailand commercial projects can “have bribe costs up to 50 percent of

d

the tot udget through the special procurement practice. Politicians verbally order

officials to ask ers] for under-the-table money, which is a method difficult to investigate”

(Pratruangkra 1 4A).

L

Onhr hand, Lee and Oh (2007) have argued that organizations that perceive

corruptionh may decide to bribe in order to receive favorable treatment. Perceived
corruption efore be viewed positively by some foreign subsidiaries as a mechanism to
create ﬁdvantage and mitigate transaction costs associated with uncertainty by
leveraging €rony capitalism as a proactive strategic tool to facilitate favorable services. These

services may include such activities as approval of licensing agreements or preferential tax
treatment yn and Brewer, 1994; Cuervo-Cazurra, 2006), as well as acting to influence
formal insti or the purpose of beneficial disposition of decisions such as legal determinations
by a court of law (Casarin, 2015; White et al., 2015). In a recent survey of local business executives,

conducted by the Integrity for Investments Initiative funded by the U.S. Agency for International
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Development, found that thirty-nine percent of respondents considered “that most companies in
their line of business give bribes to win public sector contracts” and forty-four percent of firms had
been solicited for a bribe in the last year (Mangahas, 2015). As an example of this corrupt behavior,

Lee and O have discussed how the former president of Indonesia, Suharto, was “well

pt

known a-s ‘Mr. Ten Percent’” in that “paying 10% [to Suharto] . . . would secure the [“deal”] in

[

”

Indonesia.

Scholars have therefore argued that bribes, as part of corrupt acts, can be incentivized to act

SC

“as a ‘helpi agl increasing . . . revenues” (Qian and Sandoval-Hernandez, 2016: 400; Egger and

Winner, 2005). Thills, corruption can create some degree of predictability for organizations that

Ul

operate in nment that is unpredictable (e.g., Doh et al., 2003; Oliver 1991). Hence, some

1

foreign su may actively seek to liaise with corrupt regimes in order to take advantage of

such ‘rulesfof the game’ where corruption has been legitimized and become a norm (Suchman,

cl

1995). sponsored financial institutions provide a substantial amount of external

financing to f subsidiaries (Dinc, 2005). In addition, the fact that governments in these

countries tend to interfere with the allocation of financial resources makes it somewhat necessary

for foreignSbsidiaries to build ties with the government in order to gain favorable treatment when

determininOce allocations (Cull et al., 2015).

rjease—the—wheel” view of corruption (rather than the “sand-the-wheel” view)
suggest in foreign subsidiaries will use bribery as a bargaining process that may help these
organizati*s Be more productive and efficient, thereby minimizing transaction costs, by accessing

greater credit anddarger loan amounts (Chen et al., 2015; Chen, Liu, and Su, 2013). This process may
include bri dding for “credit allocations” in banks and the awarding of contracts via corrupt
bureaucrats iated with or working in government sponsored financial institutions (Chen, Liu, and

Su, 2013: 2536). In these situations the “grease-the-wheel” view of “corruption helps [to] boost (or
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at least maintain) efficiency” (Chen et al., 2015; 124; Iriyama, Kishore, and Talukdar, 2016) through

cheaper financing via these prescribed arrangements (Aggarwal and Goodell, 2010). Therefore:

{

Hy 2: In uncertain environments, the greater perceived corruption
pe , the higher likelihood a foreign subsidiary will utilize formal
I I

cofftracts with government sponsored financial institutions.

C

The comple ry effects of corruption distance and perceived corruption

ir individual effects, we also examine whether corruption distance and

S

Be

managerial perceptions of corruption will add additional complementary effects in influencing the

U

extent tha subsidiary will employ formal contracts with government sponsored financial

I

institutions. , as suggested in hypothesis 1, political actors engaged in bribery are capable of

more easilfim ing and increasing power “through the control of financial resources” via

d

govern red banks and financial agencies (e.g., Dinc, 2005: 454). We therefore suggest

that forei aries with parents originating from home countries with similar corrupt

M

environments will be more accustomed in not only mitigating these potential constraints (Cuervo-

Cazurra an 2008; Karhunen and Ledyaeva, 2012), but managers of these subsidiaries may

]

also be inc evelop practices that will help leverage crony capitalism in order to facilitate

Q

more efficient'Operational advantages via prescribed corrupt lending practices (Aggarwal and

Goodel : jdopoulos, Dieleman, and Hirsch, 2020). Alternatively, the liability of foreignness

h

L

implies subsidiaries from more distant corruption-oriented environments will not as

likely prescribe to these institutional norms and practices (Duanmu, 2011; Godinez and Liu, 2015),

b

will not be as i d to understand how bribery would create greater predictability (Cuervo-

Cazurra, nd thereby less probable in leveraging crony capitalism to enhance operational

A

efficiencies by accessing financial resources via contracting with government sponsored financial

institutions (e.g., Zheng et al., 2013).
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Second, as suggested in hypothesis 2, perceived corruption may be viewed positively in that

it can be used as a proactive strategic practice to leverage crony capitalism in facilitating favorable

_t

P

services and thereby receive favorable treatment (Akinyoade and Uche, 2018; Lee and Oh, 2007),

leading to f predictability in an unpredictable environment (e.g., Doh et al., 2003;

|”

Iriyamaﬂ(i ore, and Talukdar, 2016). This “grease-the-wheel” view of corruption suggests that

foreign subsidiaries that perceive there to be higher levels of corruption pervasiveness may use

CI3

bribery as ing tool with key government officials that facilitate advantages associated with

access to morgladvantageous lines of credit and larger loan amounts (Chen, Liu, and Su, 2013), as

$

was the ca oldman Sachs in Malaysia (BBC, 2020).

U

He rgue that when taken together, and going beyond individual effects, low

N

corruption between a foreign subsidiary’s home and host country coupled with managerial

perception§ o ption pervasiveness will have mutually reinforcing effects. When present at the

a

same ti uption distance and high perceived corruption pervasiveness will complement

one anotheri er enhancing a foreign subsidiary’s propensity to minimize transaction costs

associate access to financial capital via utilization of formal contracting with government

sponsored iinancial institutions. In other words, drawing on TCE, we suggest that with less liability of

[

foreignnes ted with lower corruption distance, foreign subsidiaries from similar corruption-

O

oriented en ents that perceive corruption pervasiveness to be high will be particularly

motivated o employ bribery to access credit and loan allocations through corrupt bureaucrats

q

affiliate nment sponsored financial institutions (e.g., Chen, Liu, and Su, 2013).

{

Considering this akggument, and our theory leading to the two main effects hypotheses (Hypothesis 1

U

and 2), we suggesigthat the concurrent presence of low corruption distance and high perceived

corrupt siveness will have a multiplicative influence in further increasing foreign

A

subsidiaries’ propensity of formal contract utilization with government sponsored financial

institutions when operating in an uncertain environment. Hence:
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Hypothesis 3: In uncertain environments, the negative relationship between low

corruption distance and a foreign subsidiary’s propensity to utilize formal contracts

|

with gdvernment sponsored financial institutions will be greater as perceived

corrup w asiveness increases.

P

Il

Political ti y as a moderator

C

So ork research emphasizes that organizations are characterized by frequent

transactio wéden semi-autonomous entities that depend on embedded social ties in order to

S

gain legiti thereby mitigate uncertainty within a market (Liedong, Rajwani, and Mellahi,

J

2017; Rodgers et al, 2019). Specifically, these social ties allow for economic actions that are linked

to the non*&conomic actions of institutions such as privilege, objectives, or processes (Gulati, 1998).

1

This line of; also suggests that foreign subsidiaries may achieve competitive advantages

d

when they pursU€ their economic goals through non-economic practices (Granovetter, 2005),

particularly u ncertain market conditions (Boisot and Child, 1996; Ouchi, 1980; Uzzi, 1997).

\Y

With this in mind, nonmarket strategy research has empirically examined how the

cultivation olitical ties will be positively associated with the development of firm competitive

]

advantage tain environments (Acquaah, 2007; Frynas, Child, and Tarba, 2017; Li and Zhang,

Q

2007; Liedon Rajwani, 2018). Yet, not all foreign subsidiaries will cultivate, much less intensify,

political tieS However, those that do decide to intensity their political ties will have stronger

h

relation dness that offer the ability to understand and better implement strategy in

[

unique environmeftal settings (Shirodkar and Mohr, 2015; White Boddewyn and Galang, 2015).

Ul

Hence, foreign idiaries that intensify political ties will therefore consider the potential strategic

advanta these relationships will afford their competencies in enhancing their competitive

A

position by minimizing potential transaction costs through affiliation and alignment with key

government officials (Blumentritt, 2003; White et al., 2014).
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We argue that the proactive intensification of these political ties can act as social capital
(Cao, Ding, and Zhang, 2016) that will strategically accumulate and can be leveraged with corrupt
bureaucMcess to government sponsored financial institutions offering preferential
treatment o critical resources such as government bank loans and contracts (Boddewyn
and Bre’vemml et al., 2015; Wang and Qian, 2011; White et al., 2018; Zheng et al., 2013).
Consequently, the leveraging of these ties can provide much needed competitive advantages to
foreign subSidiasi#s (Hoang, 2018; Lawton et al., 2012; Siegel, 2007). One illustrative example of this
phenomen@n j§when “). P. Morgan’s foreign subsidiary operations in China hired unqualified
children of rnment officials as investment bankers for the purpose of gaining political favor
[so that th

d either obtain or retain lucrative government contracts ....” (White et al., 2018:

4).*

Ny

ce line of reasoning suggests that the intensification of political ties will enhance

a

embed key government officials further enhancing efficiencies consistent with foreign

subsidiaries al equipped to cope with corruption do to their originating from similar home

\

country environments (Cuervo-Cazurra, 2006; Cuervo-Cazurra and Genc, 2008; Karhunen and

Ledyaeva, RD12). Further, based on our previous logic, we argue that foreign subsidiaries engaged in

[

cultivating ties would therefore intensify those ties, as they perceive corruption

O

pervasivene crease. This logic is based on the notion that bureaucrats have the power to

induce gov@rnment sponsored financial institutions to divert the flow of credit and other financial

M

instrum ically connected foreign subsidiaries (see generally Beck, Demirguc-Kunt, and

{

Levine, 2006). Thisy'discretionary power”, associated with crony capitalism, can be leveraged to

U

render such prefegential political services via contractual agreements with financial institutions in

exchan kbacks (such as bribes) that will change the nature of market transactions in favor of

A

the foreign subsidiary (Aggarwal and Goodell, 2010; Lee and Oh, 2007). Furthermore, we predict

that:
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Hypotheses 4a: In uncertain environments, the negative relationship between lower corruption
distance and a foreign subsidiary’s propensity to utilize formal contracts

witWt sponsored financial institutions will be greater as political tie intensity

increase:

Hyﬂt . In uncertain environments, the positive relationship between greater perceived
corrup asiveness and a foreign subsidiary’s propensity to utilize

formalf€ontradls with government sponsored financial institutions will be stronger as

politicaltie dagensity increases.

[Insert Figure 1 about here]

S [Insert Figure 2 about here]

METHODS

Resear
or several variables in our study was derived from the administration of a survey

guestionnaire in the Philippines and Thailand during 2018. Using these two contexts as a source of

data for ohas appropriate because they are both emerging markets (MSCl, 2020) that are

primary d for foreign direct investment by MNEs in Southeast Asia (Philippine Statistical
Yearbook, tistical Yearbook Thailand, 2018). Each of these emerging markets have uniquely
differergvironments. The Economist Intelligence Unit (2019) categorized the Philippine’s
politicalsyfmasa “flawed democracy” (i.e., a faulty and underdeveloped democracy) and the

political syahailand as a “hybrid regime” (i.e., an authoritarian regime that has largely stalled

in transiti ifferent form of governance) (see also White et al., 2020).

Additionally, while past reports have shown investor perceptions of ease of doing business
in these environments to be improving (see generally Asian Development Bank Country Diagnostic

Studies, 2021), the Philippines and Thailand are considered to be relatively uncertain operating
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environments. For example, both countries rank in the bottom half of Transparency International’s
corruption rankings (2020)° with investors considering graft, bribery, and a lack of transparency
concernmmns with government sponsored agencies (such as winning bids for public sector
contracts) ncern in certain business sectors (Bangprapa, 2021; Mangahas, 2015).° Very
importaHtIWocountries have highly concentrated banking and financial sectors consisting of

several prominegat government sponsored banks (see Appendix A).

e sample for our study were MNE wholly owned subsidiaries

joint ventum in Philippines and Thailand. We obtained our sample of foreign subsidiaries from

Sampling

Th (WOSs) and international
the Multin@ompanies in the Philippines Database and Multinational Companies in Thailand
Database by r ly selecting 1500 foreign subsidiaries (750 in Philippines and 750 in Thailand)
that have eration for three years or more. We then administered our survey to senior
executi e selected foreign subsidiaries, which included vice presidents, managing directors,
senior s, and country managers, among others. These senior executives in leadership
positions (i.e., general managers/country managers/ managing directors/other chief officer or a

senior VP/Ldirectly reporting to the head of the foreign subsidiary), had all been operating in

the perspe @ t country for at least three years. Furthermore, very importantly, these senior

executives cted as informants since they had the authority to make strategic decisions for

the forei iary and were familiar with the host country institutional environment (Luo, 2007).

o

as created based on previously validated measures, and was developed in

English as ior executives of foreign subsidiaries in Philippines and Thailand use English as
their m@in business dealings (Hinkelman, 1996; North and Toews, 2014). Prior to
administering the Survey, we tested the survey with our research colleagues and experts in order to

confirm that our survey questions accurately represented the constructs of interest (Fowler, 1995).
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We then revised our survey based on the feedback received and pretests with senior executives of

foreign subsidiaries in Philippines and Thailand.
On rvey was fine-tuned and complete, we administered our survey by following
Dillman (2 to enhance our response rate through the following procedures. First, in
I I
order to est@blish credibility with the informant, we included an introduction letter. The letter
included th@ objettives of the research as well as the research and managerial contributions
(Hillman and AZOOS). The informants were also notified that the information offered was for
research purposes only, in which their individual responses will be kept strictly confidential, and that

I
their participation will not be revealed. Such assurances are very important, given the sensitive

nature of tﬁ questions (Podsakoff et al., 2003). Second, prior to administering the survey, we

sent direct d/or called our targeted informants to inform them of our survey and to solicit

their coopmmrd, we administered our survey by visiting the informants on-site and providing

y in-person. Such procedure of visiting on-site and providing the survey in-

person, rather sending potential informants the survey my mail or through a web-based survey,
allowed us to establish a friendly relationship and enhance our response rate (Lee and Miller, 1999).

It also aIIO\Sd us to provide clarifications to the survey questions when needed. Alternatively,

responden@eturn survey instruments via regular mail, email, or fax.
rple consisted of 352 foreign subsidiaries in total, of which 215 were in
Philippi 143, Vs = 72) and 137 were in Thailand (WOSs = 54, 1JVs = 83). This is

equivalentlo an average response rate of 24% (29% for Philippines and 18% for Thailand). Such

response rate is in a range that is comparable to other research studies conducted in emerging
markets (e et al., 2018, 31%; Meyer and Estrin, 2014, 13%). The respondent population
were 55% lo ilinino/Thai) and 45% expatriate origin. In sum, the 352 foreign subsidiaries

originated from 29 home countries across 23 different industries (see Tables 1 and 2).

[Insert Table 1 about here]
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[Insert Table 2 about here]

Wiemﬁlo'ed the Multinational Companies in the Philippines Database and Multinational

Companies, nd Database to confirm that non-response bias was not a serious problem. We
therefore f unpaired t-tests in comparing foreign subsidiary size (number of
I I

employeesypforeign subsidiary experience (number of years operating in host country), and top
managemefit teamMisize between responding and non-responding foreign subsidiaries. The results for
these tests proved insignificant, suggesting no major differences between responding and non-
respondin igfsubsidiaries. We ran these same tests on early and late responders as well,
finding no mgnﬁt differences between the two groups. In sum, both sets of tests were found to
be insignifiﬁwe p > 0.05 level, establishing that response bias is not a serious concern in our

study.’

Variables murement

Foro inary variables, we followed Luo (2006) and White et al. (2015) in adapting several
previou reflective measures with a three year time frame (as a point of reference) and
employed seven-point Likert scales. Respondents were therefore instructed to rate items in
III

reference to ast three years (1 = “strongly disagree” to 7 = “strongly agree”, or 1 = “not at al

to 7 = “ver

Deg;dent variable. Formal contract utilization with government sponsored banks and

financialH the degree that the foreign subsidiary utilized formal contracts with government

sponsored banks gd financial agencies in the host country. We adapted our measure from Park and
Luo (2001) in whiell respondents were given instructions to rate the degree of their usage of formal
contrac overnment sponsored (state) banks and financial agencies.

Predictor variables. Perceived corruption (PC) is the perception of how likely a foreign

subsidiary feels pressured to make unofficial payments to government officials. We adapted our
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measure from Luo (2006), and created a multi-item construct, in which respondents were given

instructions to rate a series of questions concerning the likelihood of corruption and bribery

(Cronbach’s a =.87; communality loadings = .87 — .64). Corruption distance (CD) is a continuous

Q
|

variable m sing the “control of corruption” dimension taken from the World Bank’s

World (EN nance Indicators (WGI) database (2015-2018). We followed Duanmu (2011) and

£

Karhunen and Ledyaeva (2012) in computing the absolute difference in control of corruption

between t subsidiary’s home and host country.

S5C

Co variable. Intensity of ties to politicians (ITP) is the level of interaction between

the foreign subsidi@ry and government officials. We adapted our measure from White, Boddewyn,

Ul

and Galang nd created a multi-item construct, in which respondents were given instructions

n

to rate the nformal personal ties with: (1) political officials, (2) regulatory authorities, (3)

state entenpri h inistration bureaus, as well as (4) the amount of time spent with government

3

official

M

variables. Informant nationality was controlled for because respondents of different

nationalities may perceive corruption and political ties differently (White, Fainshmidt, and Rajwani,

I

2018). Ad iable was used for informant nationality (coded 1 = Filipino or Thai, 0 =

otherwise) nt host country experience was controlled for because the level of experience in

the host co the respondent may influence the respondent’s perception of corruption and

n

politica 02). Informant host country experience was measured by using the number of

{

years since®enior executive worked in Philippines and/or Thailand. Top management team size was

controlled for becalise the number of top management can influence the WOSs’ strategic behavior

3

and degree ical network. Top management team size was measured by using the number of

A

top manage ed in the Multinational Companies in the Philippines Database 2018 and the
Multinational Companies in the Thailand Database 2018. Foreign subsidiary experience was

controlled for because the number of years establishment in may influence the ability to learn from
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the host country environment and adapt it strategic positioning accordingly (Li and Zhang, 2007; Luo,
1999). Foreign subsidiary experience (obtained from the Multinational Companies in the
Phi/ippineshH:l Database 2018) was measured as the number of years a foreign subsidiary
operated i ippines or Thailand. Foreign subsidiary size (obtained from the Multinational
Compar’esﬁ![.)e ilippines/Thailand Database 2018) was controlled for because larger WOSs may

have resource advantages that can be leveraged in the local institutional environment.

export-ori cause variations in levels of market orientation may influence their propensity to

A dummyvariable was employed for market orientation (1= local-market-focused; 0 =
d))

adapt their operatins to the local environment (Luo, 2007). Industry growth rate, taken from the

Philippine S | Yearbook (2018) or the Statistical Yearbook Thailand (2018), was also controlled

for by usin pound growth rate of the foreign subsidiary’s respective industry’s sales (2016-

2018). CuI@nce (Ahammad et al., 2016) and economic distance (Dinner et al., 2019;

Ragozzi r, 2011) was controlled for because the distance between the MNE home
country and f subsidiary host country may influence institutional and transaction costs.
Cultural was calculated following Kogut and Singh’s (1988) measurement of cultural distance.

GeographiSistance was calculated as the difference between the physical distance in kilometers

between t country of the MNE and the host country of the foreign subsidiary.

We trolled for parent home country development because this could influence
variatioﬁent perceptions concerning the level of corruption, consideration of MNE home
countryMwey relate to political activities, and variation of MNE ability to access capital in its
home countr;. ThSeveI of development in the parent home country was obtained from the United
Nations W nomic Situation and Prospects Report (2019), and coded as a dummy variable
(coded 1= d, 0 = otherwise). Lastly, we employed a dummy variable to control for entry

mode choice (coded 1 = wholly owned, 0 = joint venture) to account for possible differences

affiliated with how different modes of entry will formally contract with government sponsored banks
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and financial agencies since past research has shown that having local partners can play a role in

navigating corrupt environments (Jiménez et al., 2017).

1

exploratory factor analysis to create our perceived corruption (PC) and intensity

of ties to p ) variables. We tested each of the multi-item constructs individually and
|

found thatW@ll the items were related to their underlying factor with loadings that were significantly

higher than#0.40. Fhus, convergent validity is supported. The Cronbach’s alphas ranged from 0.87

oG

and 0.74, hence displaying high levels of reliability (Hair et al., 1998) (see Table 3). Furthermore, we
conducted r of post-hoc statistical tests confirming that single informant bias, common

method bias, and measurement equivalence were not a serious issue in our study (Podsakoff et al.,

ti

2003) (see

[

[Insert Table 3 about here]

[Insert Table 4 about here]

RESULTS

Ma

The descriptive statistics for all variables are reported in Table 5. We checked variance

1

inflation fa s) which were found to all be below 5.00 (the highest value was 3.47). Thus,

multicollings herefore not a serious problem in our study (Neter et al., 1996).

[Insert Table 5 about here]

th

1 through 4b were tested by performing a series of hierarchical regression

analyses. Table 6 plesents these results. We also ran robustness checks of these models by

U

employing th her and Hayes (2004) bootstrap sampling procedure (Liedong, Rajwani and

A

Mellahi, and Wang, 2020). The results of the bootstrapping procedure confirmed that the

coefficients are accurate estimates.

[Insert Table 6 about here]
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Model 1 includes only the control variables; Model 2 includes the contingency variable
(political tie intensity); Model 3 includes the predictor variables (corruption distance and perceived
corruptim)dels 4-6 includes the interaction terms. For the control variables, industry
growth rat phic distance were found to have a significant negative effect on the extent
of utiIizHg rmal contracts with government sponsored banks and financial agencies, whereas

foreign subsijdiary experience and market orientation were found to have a positive effect on the

extent of u rmal contracts with government sponsored banks and financial agencies.

Hywl stated our prediction that the lower the corruption distance between a home

and host country, ie higher likelihood a foreign subsidiary will utilize formal contracts with

governmen red banks and financial agencies. The hypothesis was supported with a negative
and signifi icient (Model 3: B =-.15, p < .05). Hypothesis 2 stated our prediction that the
greater pemrruption, the higher likelihood a foreign subsidiary will utilize formal contracts
with go onsored banks and financial agencies. The hypothesis was supported with a

positive and si ant coefficient (Model 3: B = .28, p <.01). In addition, the change in R-squared

significantly increased (change in R-squared = p < .01), confirming the explanatory

power of tSse relationships.

W @ ed in Hypothesis 3 that the negative relationship between low corruption
distance an ign subsidiary’s propensity to utilize formal contracts with government sponsored
banks aﬁagencies will be greater as perceived corruption increases. This hypothesis was
support#negative and significant coefficient occurred for the interaction between corruption

distance with ;er;ved corruption (Model 4: B =-.14, p < .05). Lastly, when political tie intensity was

added as a ing variable, we found that the positive relationship between (a) lower
corruption (Model 5: B =-.20, p <.01) and (b) greater perceived corruption (Model 6: B =

.15, p < .05) grew stronger. Hence, Hypothesis 4a and 4b were supported.
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To further understand and confirm the nature of the significant moderation effects, we
plotted the interactions (see Figure 3). Specifically, the positive effect of lower corruption distance
ona forwary’s propensity to utilize formal contracts with government sponsored banks
and financi ecome stronger as perceived corruption reaches a high level (first plot,
Figure # mparatively, as political tie intensity moves from low to high levels, the effects of (a)
lower corruptiongdistance (second plot, Figure 3) and (b) greater perceived corruption (third plot,
Figure 3) b tronger in relation to a foreign subsidiary’s propensity to utilize formal contracts

onsored banks and financial agencies.

7
s [Insert Figure 3 about here]

with gover

DISCUSSION

w his study by attempting to extend the global strategy literature by asking two key
research questions: (1) How will (a) corruption distance between a foreign subsidiary’s parent and
host country,E) managerial perceptions concerning the pervasiveness of corruption, influence
a forei s propensity to utilize formal contracts with government sponsored banks and
financial aincies?, and (2) How will the intensity of political ties with government officials moderate
these relationships? We went on to hypothesize that, in uncertain environments, (a) lower
corruption between a home and host country and (b) greater perceived corruption

pervasivengs WI!! !ead to a higher likelihood that a foreign subsidiary will utilize formal contracts

with govergment sponsored financial institutions. We also hypothesize that these relationships will

strengthen:litical tie intensity of a foreign subsidiary increases. Transaction cost economics

and social theories were applied in order to help explain this phenomenon.

@ious literature that has largely focused on corruption’s effects on MNE foreign

direct investment (e.g., Duanmu, 2011; Godinez and Liu, 2015; Cuervo-Cazurra, 2006; Cuervo-

Cazurra and Genc, 2008) and entry mode choice (e.g., Sartor and Beamish, 2018), this study
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emphasizes corruption’s influence on MNE foreign subsidiary strategic behavior post entry. When
taken-together, the two streams of corruption research investigated in this study (corruption
distancehved corruption) have yet to be mutually considered from a foreign subsidiary
governme ing perspective. Further, this same research has not accounted for how the
intensifﬂatgn of political ties with government actors might reconcile the interface between

liabilities of Ere'jness related to corruption distance and complexities of the “grease-the-wheel”

viewpoint d with managerial perceptions of corruption. This notion is particularly salient in
that the glwegy literature has been silent when considering antecedents as to why foreign
subsidiarie verage crony capitalism in contracting with government sponsored financial
institutions: tely, what we find in our study is that these institutional effects interact and are

mutually rgforcing, further enhancing the propensity for a foreign subsidiary to leverage crony

capitalism mly contracting with government sponsored financial organizations in order to
rans

minimize t n costs associated with access to financial resources.

Iso lends to the multinational nonmarket strategy literature by showing that

these relationships strengthen as foreign subsidiaries intensify political ties to government officials
(i.e., bureaSrats) in positions of authority. The intensification of these relationships can ultimately
be leverag ing access to preferential political services by key government officials that can
divert the f redit and financial instruments to politically connected foreign subsidiaries via
contractuaggreements with state sponsored financial institutions in exchange for kickbacks (i.e.,
bribes OM pro quos). These relationships will therefore minimize transaction costs in
otherwise uncer environments and change the nature of (financially related) market transactions
in favor of these fageign subsidiaries. Moreover, we found empirical support for our hypotheses
using p ta consisting of 352 MNE foreign subsidiaries (WOSs and 1JVs) collected through

extensive field research in the Philippines and Thailand.
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Our study contributes to theory by integrating transaction cost economics and social
network perspectives to explore this phenomenon. We employed transaction cost economics in
order tomgstand how the perceived presence of corruption might influence a foreign
subsidiary’ | relationships with financial institutions in order to reduce transaction costs
linked to-a!%abitually scarce capital, favorable lines of credit, and cheaper financing options.
We extend tgansaction cost economics by applying the concept of illegal transaction cost
minimizati o0-Cazurra, 2016) when theoretically considering how the interaction between

greater Iemceived corruption by managers of foreign subsidiaries, with parent MNEs from

less distan on-oriented environments, will be more likely to utilize strategic corruption

|”

practices. includes the “grease-the-wheel” view of corruption as a bribery bargaining
process to sverage crony capital in seeking-out prescribed arrangements via contracting with
governme red financial institutions, thereby offering greater predictability and enhancing
efficiencies M u tain operating environments. By integrating social network (Podolny and Page,
1998) iE we are able to better understand how the intensification of political ties to key
host co ment officials will further facilitate foreign subsidiary formal contracting
behavior with government sponsored financial institutions, reducing transaction costs via the

mitigation oi rela!ed uncertainty surrounding access to local financial slack.

WiQmind, our findings have several important implications for managers.

Practition£ in emerging markets have long understood the phrase “what you know” but “who you

know” Wults of this study highlights the fact that senior managers of foreign subsidiaries
operating i@in emerging market environments should therefore understand, or at minimum
be aware of, howifferent aspects of corruption can influence their organization’s contracting
practic erall strategic behavior. Contracting with government sponsored financial
institutions can help foreign subsidiaries to gain competitive advantages via access to quick and easy
lines of financing that would normally be more strictly scrutinized in the private sector. Alternatively,

government officials and politicians in uncertain environments will often utilize, and exploit,
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government sponsored financial institutions to advance their own political ambitions (Dinc, 2005).

These interfaces can form a nexus of crony capitalism that will likely play a key role in “hampering

t

competitiv ket practices” (Mukherjee, 2019: 35) as well as the provisioning of preferential
allocation sources via contractual arrangements (Diwan and Schiffbauer, 2018).
H

HoWever, it is also important that practitioners operating in emerging markets place careful

attention t@’the e-up of host country institutions and financial sectors. This will help to

G

determine how corruption may impact their operations, specifically contracting practices, and

S

determine tgdtegic importance of developing non-market strategic capabilities necessary to

preempt potentialfgontingencies associated with crony capitalism and uncertainty. For example, a

Ul

recent surv icewaterhouseCoopers Consulting Services found that “21% of respondents

It

claimed th sked to pay a bribe while 14% said they lost an opportunity to a competitor who

they believéd bribe” (Romero, 2020). Thus, the results of our study also have implications for

®

policy several organizations (Transparency International and the World Bank, among

others) have dvocating for governments to combat corruption, policy makers in emerging
markets need to understand how such actions could affect foreign subsidiary strategic behavior as

well as Ml\! FDI. Hence, host governments should consider taking a holistic view when considering

institutions ing markets in their economy.
Fur ies could help address some of the limitations of this study. First, the empirical
setting was two rather unique emerging markets located in Southeast Asia. While our

results cor*gorated previous literature on the importance of political ties (e.g., Cao, Ding, and

Zhang, 2016;: it iss-xportant to note that there has been some research that found political ties to
have negatj cts on MNE competitive advantage (e.g., Okhmatovskiy, 2010; Sun, Mellahi, and
Thun, 2010). mple, Sun, Mellahi, and Wright (2012: 74) found that in China “closely
connected firms may perform dramatically differently depending on backers’ political fortunes”.

Thus, while research contexts for our study were not socialist regimes, it is possible that the ability
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to obtain loans from government sponsored banks could mitigate any negative effects associated

with the intensification of political ties. Hence, future studies employing longitudinal comparative

multi-cou t ta would further the investigation of these issues.

ngn
Se ple was limited to MNE foreign subsidiaries. From a strategic perspective, a

I I
natural ext@nsion of this study would be to compare the results in this study with strategic behavior

of local FiIi@i firms, or perhaps to alternative different forms of entry modes (i.e., franchising

or licensing) opEting in similar environments. From an entry mode perspective, a natural extension

of this stu be to compare the results in this study with different forms of entry modes (i.e.,

WOSs, IJVs, franchising, licensing, and other forms of alliances) operating in similar environments.

We believe arch could have several important implications for transaction costs and social

network t portantly, we think that the cost and network configurations of these different

forms entr@(ould vary.

e results of our control variables provided some interesting insights. For example,
we fou s foreign subsidiaries’ experience increase, the greater the likelihood that the foreign
subsidiary will find ways to employ formal contracts with government sponsored financial
institutionhr, it is notable that as geographic distance increases between the foreign
subsidiarie @ d parent home country less likely it will attempt to employ formal contracts with
governmen red financial institutions. Further investigation into why experience and distance
were siﬁy afford scholars potential avenues for future research.

H
In n, our study provides novel insights and attempts to enhance our understanding

of corrupti ence on how MNE foreign subsidiaries strategically navigate contracting with

financi ions in uncertain emerging market environments. As such, we hope future studies

investigating the intersection between MNE corrupt behavior and political ties can build from our

study both theoretically and empirically. By further addressing these issues scholars and
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practitioners can provide better guidance to foreign subsidiaries as they attempt to do business in

foreign markets.

L
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Endnotes

B

1. Some sc @ e explored phenomenon related to how managerial perceptions of corruption
influence MNE foreign subsidiary entry mode choice (Sartor and Beamish, 2018; Uhlenbruck et al.,
2006), a2 utilization of arm’s length bargaining versus social connections in relation to
MNE forei idiary corporate social responsibility strategies (Luo, 2006). A few studies have also
considered Jgow extent of corruption distance between an MNE’s home and host country can
influence f@reign direct investment (Godinez and Liu, 2015) and ownership strategies (Duanmu,
2011; Karhuneh and Ledyaeva, 2012). Additionally, Adomako et al. (2021a) offer an important study
of small tomsized domestic enterprises in the uncertain environment of Ghana. They found
that there n

mediated ional networking, and that the positive relationship between perceived
corruption and in;rutional networking grew stronger as these firms possessed greater reserves of
financial slack.

2. For purpmnis study, we measure corruption distance in absolute terms (e.g., Duanmu,

p between perceived corruption and small to medium-sized growth to be

2011).

3.0ne Ehese pitfalls is the U.S. prosecution of Goldman Sachs for its foreign subsidiary’s
1MDB ribery scheme in Malaysia, where billions of dollars raised for public
development projects instead landed in the pockets of corrupt government officials (British
Broadcastig Company, 2020).

4. Rolls-Ro ments to government officials of state-owned Thai Airways to facilitate business
deals, as welli payments made by U.S.-based General Cable to Thailand’s Provincial Electricity
Authority, g;etropolitan Electricity Authority, and TOT Ple are other comparative examples of this
logic re

2017).

Es “greasing the wheels” to facilitate favorable transactions (Mongkolporn,

5. The Philippinesaas ranked 114/180 and Thailand 104/180 respectively (Transparency

Internat

6. For example, the combination of lack of corruption reforms in the civil-service and legal system
has created heightened uncertainty for MNEs investing in Thailand since “Thai laws governing
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investment between state agencies and the private sector lack[] clarity” when compared to other
countries (Bangprapa, 2021: 3).

T

and late re

7. We wer

ompare the characteristics of responding and non-responding, as well as early
greign subsidiaries from a code number assigned to each questionnaire and
stored iy

[t

Table 1 Sample byhome country

:

Argentina m 1 Mexico 1
Australia : 18 Netherlands 13
Austria 3 New Zealand 2
Belgium C 4 Norway 9
Canada m 12 Pakistan 2
China' 24 Singapore 19
Denmark E 8 South Africa 1
Finland 4 South Korea 8
France 19 Spain 6
Germany L 23 Sweden 4
India O 7 Switzerland 15
Indonesia 3 Thailand 6
Ireland c 2 United Kingdom 28
Japan H 49 United States 54
Malaysia ; 7 TOTAL 352
+Includ@ng
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Table 2 Sample by industry

i

Accountinervices 12 Manufacturing 27

Agricultur ciameiemyironmental 4 Medical and pharmaceuticals 33
Automotivhtors 5 Mining, metals, and minerals 9
Aviation a@e 4 Qil, gas, and energy 11
Chemicals 10 Print media 2
Constructimgineering 30 Professional services 31
Consumer goods ;d retail 16 Real estate 10
Electrical e t / Electronics 3 Telecommunications 10
Financial s:d insurance 39 Textile and garments 1
Food and hgéve % , 19 Tourism 30
IT and 27 Transportation and logistics 18
Machinery an Yy equipment 1 TOTAL 352

Author
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Table 3 !a&or analysis for survey variables (N = 352)

Q Factor
I

ltems M Loading
mﬁ (Cronbach alpha: 0.87)
1. Unoffigial payinents to political organizations 0.64 0.36
2. Unoffwwents to industrial or administrative departments 0.70 0.37
3. Unofficial payments to regulatory agencies 0.75 0.34
4. Unofficial ;aSnents to legal authorities 0.76 0.30
5. Unoffj ents to public or market service institutions 0.88 0.36
6. Secto try bribery and corruptionb 0.87 0.37
Eigenvaluefl4. oportion of variance accounted for %: 46.48
Political tie int ¢ (Cronbach alpha: 0.74)
7. Co ministration bureaus 0.38 0.85
8. Politigal leaders in various levels of government 0.36 0.87
9. Regula thorities 0.34 0.89
10. Tim ith government officials 0.39 0.66

roportion of variance accounted for %: 45.31

| fit: p < 0.05; TLI = 0.94, NFI = 0.95, CFl = 0.95; RMSEA = 0.07.

®Principal Cﬁt analysis with Kaiser normalization using varimax (orthogonal) rotation.

®Please indj rampant private businesses in the sector or industry in which your subsidiary
operates gaged in potential bribery and corruption.
“Luo, 2006. et al., 2015.
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Table 4 Post-hoc statistical tests®

me conducted a chi-square test in AMOS in order to test for discriminant validity.
We ran alli @ B single latent variable model (perceived corruption) and a two latent variable
model (percBived.e@rruption and political tie intensity). We found that the chi-square significantly
improveﬁfrmingle latent variable model to two latent variable model at the 0.05 level

(Anderson f Gerbing, 1988).

B. Harman’sOone—factor test. We observed Harman’s (1967) one-factor test when running the

principal co s factor analysis and found that neither factor explained the majority of the
variance in is (Podsakoff and Organ, 1986).

C. Inspection of scree plots. An inspection of scree plots was conducted, with plots not displaying any
abnormaliti at would indicate the possibility of common method bias, confirming the results of
Harman’s oﬁtest (Krishnan, Martin and Noorderhaven, 2006).

(D

D. Confirmatory factor analysis. We conducted a confirmatory factor analysis finding the overall fit

statistics multiple factor model, rather than single factor model, to be superior and offer
acceptable fit 5, TLI = 0.94, NFl = 0.95, CFl = 0.95; RMSEA = 0.07) (Kline, 2005) (see also Table
3). Henc nt validity was further supported.

E. Significan&raction terms. Regression analyses demonstrate significant interactions which
are not likelygf®6&ur when single informant bias exists in data due to their lack of understanding
concerning @

Table 6).

dérlying theory behind interaction results (Kotabe, Martin and Domoto, 2003) (see

th

F. Meas ieiriance test. After having determined the reliability of our reflective measures, we
checked for ment invariance using a two-group analysis (Story, Boso and Cadogan, 2014) by
comparing configur@ll, metric, and scalar invariances of “perceived corruption” across the samples

from the Ph

several fit ind

and Thailand. Fit for this test was assessed using chi-square difference tests and

U

-e., TLI, NFI, CFl, and RMSEA). Our analysis found support for configural, metric,
nce across the Philippines and Thailand, indicating that “combining data from these

two countries iS'@@geptable” (Engelen et al., 2015: 1081).

®Single informant bias, common method bias, and measurement equivalence tests. See generally
Podsakoff et al. (2003).
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Table 5 Desc @ atistics and correlations®

I I
Variables gean S.D. 1 2 3 4 5 6 7 8 9 10 11 12 13 1415
1. Formal < >

. b 216 —
ntracting 3.56
2. Perceivedw

. 199025 —
corruption .01
3. Corruptio 0 - -
distance* Co.oo 0.170.19
4. Political ti -
. . 2.14 0.230.27 —
intensity .56 0.19
5. Entry mod

. 0.49 0.110.120.23 0.25 —

choice

6. Parent home
country

\Y

o
[0
o

development

7. Geograph

(o]
s

distance®

8. Cultural
distance®

Qf

=
0o

9. Industr th
rate

o
(921

th

10. Market
orientation

U

11. Foreign
subsidiar

‘!\’\
w
N

12. Foreign
subsidiary

experience® 1.35

0.02 __0.06
0.04  ~0.06

0.21 0.03

9 0.22 0.13
0.150.14 0.16 0.05

0.55 0.070.05 0.03 0.02
0.21 0.18 0.37

-0.14
0.10

0.18 0.10
0.18

0.11

10.11
0.150.12

- -0.06 -
0.07 0.200.18 0.24
6 0.09

0.01

0.44 0.11
0.1

0.010.02 - -
14
0.040.22

0.53 0.01
0.10

0.01 .
0.04 0.08

022 -
0.33 0.02 0.17 0.04 0.190.09
0.07 0

023 —
0.05 0.01 1

.0
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13. Top 0.05 -

management 2.28 0.08 0.070.050.040.180.17 —
. 0.030.010.03 0.01 0.01
team size 5.22

L

14. Informant 011 -
country 11.01 0.10 0.01 0.07 0.070.03 0.04 0.150.02 —
. 0.130.02 0.02 0.01
experience !
H

15. Informa - - -0.08 - - —

. . h 0.49 0.09 0.05 0.050.020.120.040.69
nationality 55 0.15 0.01 0.01 0.06 0.060.01

®N = 352. Cofkelatiogs with significance levels at the .05 level or better are in bold (two-tailed

1

significance tests).

> With gover onsored banks and financial agencies. ¢ Logged variables. * Standardized variable

(Campbell et

US

Author Man
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Table 6 Results of regression analysis: Formal contracting with government sponsored banks and financial
agencies®

Variables H Formal Contracting With Government Sponsored Banks & Financial
Agencies
Model 1 Model 3 Model 4 Model 5 Model 6
Model 2 m —
Control variables L
Informant natior‘iity ’ -0.13% -0.09 -0.10 -0.11 -0.11 -0.10
(0.22) (0.21) (0.20) (0.20) (0.20) (0.20)
Informant host cw -0.03 -0.06 -0.06 -0.06 -0.06 -0.06
experience (0.01) (0.01) (0.01) (0.01) (0.01) (0.01)
Top management team ;e -0.06 -0.07 -0.07 -0.08 -0.08 -0.08
(0.05) (0.05) (0.05) (0.04) (0.04) (0.04)
Foreign subsidiar‘ 0.15** 0.19** 0.20** 0.19** 0.19** 0.19**
experience” (0.01) (0.01) (0.01) (0.01) (0.01) (0.01)
Foreign subsidiam 0.03 0.02 0.04 0.04 0.04 0.04
(0.01) (0.01) (0.01) (0.01) (0.01) (0.01)
Market orientation 0.15** 0.10* 0.07 0.07 0.07 0.07
(0.17) (0.16) (0.16) (0.16) (0.16) (0.16)
Industry growth rate -0.11* -0.04 -0.02 -0.01 -0.02 -0.02
s (0.01) (0.01) (0.01) (0.01) (0.01) (0.01)
Cultural distance -0.08 -0.04 -0.04 -0.03 -0.04 -0.03
O (0.01) (0.01) (0.01) (0.01) (0.01) (0.01)
Geographic dista -0.29%* -0.17** -0.13* -0.13% -0.15* -0.13%
! (0.01) (0.01) (0.01) (0.01) (0.01) (0.01)
Parent home W 0.03 0.01 0.02 0.02 0.01 0.01
development (0.47) (0.44) (0.43) (0.43) (0.43) (0.43)
Entry mode choi: 0.14* 0.10t 0.03 0.03 0.03 0.03
(0.18) (0.17) (0.17) (0.17) (0.17) (0.17)
Contingency va<
Intensity of ties to 0.32** 0.20** 0.25** 0.27** 0.23**
politicians (ITP) (0.02) (0.02) (0.02) (0.02) (0.02)

This is the author manuscript accepted for publication and has undergone full peer review but has not
been through the copyediting, typesetting, pagination and proofreading process, which may lead to
differences between this version and the Version of Record. Please cite this article as doi:
10.1111/1467-8551.12589.
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Predictor variables

Corruption distance (CD) -0.15* -0.14* -0.14* -0.14*
H (0.24) (0.24) (0.24) (0.24)
Perceived corrup 0.28** 0.25** 0.27** 0.26**
(0.05) (0.06) (0.06) (0.06)
Interactions - _!
CD xPC -0.14*
‘ ’ (0.05)
CDxITP -0.20**
N
PCx ITP 0.15*
R? C 0.18 0.31 0.34 0.35 0.35 0.34
Adjusted R’ m 0.15 0.28 0.31 0.32 0.33 0.32
Change in R? 0.13** 0.03** 0.01* 0.02** 0.01*
Change in F E 64.31*%* 7.67** 4.04* 7.45%* 5.36*
Model df 340 339 337 336 337 337
VIFs 1.05-2.71 1.05-2.72 1.06-2.92 1.06-3.49 1.06-3.48
L 1.06-3.40

tp <.10; *p < .05; (two-tailed significance tests).

0

®N =352. Values re tandardized coefficients (Bs) with standard errors shown in parentheses.

® Logged variab
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Figure 1 Corruption and leveraging crony capitalism
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Figure 2 Theore
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Figure 3 Moderation effects of corruption and the intensity of ties to politicians
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Appendix A State controlled banks in the Philippines and Thailand

Philippine!

Thailand

DevelIPrTBREBEAK of the Philippines

°AI-Amanah Investment Bank of the
Philippe

eQverseas Filiping Bank

*United Cmanters Bank

*UCPB Sav@

eKrungthai Bank
eGovernment Savings Bank
eGovernment Housing Bank

eBank for Agriculture and Agricultural
Cooperatives

eExport-Import Bank of Thailand

*SME Development Bank of Thailand
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