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Abstract
We study how home-country factors can alter the impact of host-country conditions on the location decisions of state-owned 
enterprises (SOEs). Specifically, we examine the role of home-country pro-market reforms in facilitating SOEs’ entry into 
host countries with a free-market logic. We consider two types of home-country pro-market reforms: market liberaliza-
tion and privatization. We propose that home market liberalization mainly mitigates SOEs’ market legitimacy deficit and 
facilitates their entry into host countries with a prominent free-market logic. In such contexts, businesses perceive SOEs 
from more liberalized home markets as more accustomed to market competition and thus are less likely to exert pressure on 
the host government against them. We also argue that furthering SOEs’ privatization mitigates SOEs’ political legitimacy 
deficit in host countries with a free-market logic, thus facilitating entry. In these contexts, host governments perceive more 
privatized SOEs as more independent from their home state due to reduced political connections. We find support for our 
arguments in a dataset of 97 telecom SOEs from 97 countries over the period 1990–2010. Our study advances research on 
SOEs’ internationalization and research on pro-market reforms and has relevant implications for managers and policymakers.

Keywords State-owned enterprises · Internationalization · Pro-market reforms · Location decisions · Political legitimacy · 
Market legitimacy

Introduction

State ownership confers an “advantage of stateness” in for-
eign markets (Cuervo-Cazurra & Li, 2021). It also exposes 
SOEs to a legitimacy deficit in institutional contexts where 
a free-market logic prevails (Knutsen et al., 2011; Ding 
et al., 2014). In these countries, host businesses and gov-
ernments perceive SOEs negatively because SOEs can adopt 
anti-competitive practices thanks to their home country’s 

government support and are politically connected to their 
governments. These legitimacy challenges deter SOEs’ entry 
into these countries.

While extant research has enlightened the role of the 
host-country context in SOEs’ internationalization, it has 
remained disconnected from the conversation on the role 
that the home-country context plays (Estrin et al., 2016; 
Grogaard et al., 2019; Li et al., 2018; Li et al., 2014; Mariotti 
& Marzano, 2019). Specifically, how the home institutional 
context alters the perceived legitimacy deficit an SOE faces 
in host countries with a prominent free-market logic is an 
open question (Meyer et al., 2014).

To answer this question, we draw on research on SOEs’ 
internationalization (Cuervo-Cazurra et al., 2014; Estrin et al., 
2016; Mariotti & Marzano, 2019; Meyer et al., 2014; Musac-
chio et al., 2015) and consider how home institutions alter the 
perception of SOEs and, therefore, their legitimacy in spe-
cific hosts (Cuervo-Cazurra, 2011; Grogaard et al., 2019; Li 
et al., 2014). We build on the argument that organizational 
legitimacy is conferred by social actors (Deephouse, 1996) and 
distinguish between the market and political legitimacy deficits 
SOEs face in host countries with free-market logic because of 

Accepted by Ajai Gaur, Consulting Editor, October 12, 2023. This 
article has been with the authors for three revisions.

 * Pavlos C. Symeou 
 pavlos.symeou@cut.ac.cy

 Grazia D. Santangelo 
 gs.si@cbs.dk

1 Department of Strategy and Innovation, Copenhagen 
Business School, Kilevej 14a, 2000 Frederiksberg, Denmark

2 Department of Management, Entrepreneurship and Digital 
Business, Cyprus University of Technology, 115 Spyrou 
Araouzou, 3036 Limassol, Cyprus

http://crossmark.crossref.org/dialog/?doi=10.1057/s41267-023-00668-1&domain=pdf


 Journal of International Business Studies

their state ownership. SOEs’ market legitimacy deficit refers 
to the negative perceptions of host businesses regarding the 
anti-competitive practices SOEs adopt thanks to their home 
government’s support (Cuervo-Cazurra et al., 2014; Mariotti 
& Marzano, 2019). SOEs’ political legitimacy deficit refers 
to host governments’ negative perceptions regarding the lack 
of transparency and independence of SOEs from their home 
governments due to SOEs’ political connections (Aharoni, 
2018; Duanmu, 2014; Meyer et al., 2014). We relate these 
legitimacy deficits to home-country pro-market reforms: mar-
ket liberalization and SOE privatization (Cuervo-Cazurr et al.,  
2019). Liberalization changes the market structure, whereas 
privatization targets the company structure.

We argue that higher home pro-market reforms ease SOEs’ 
entry into more liberalized host countries. First, SOEs from 
more liberalized home markets confront a lower market 
legitimacy deficit in host liberalized countries because host 
businesses perceive these SOEs as more accustomed to a 
free-market logic at home. Second, furthering SOE privati-
zation reduces political legitimacy in host liberalized coun-
tries because host governments perceive these foreign inves-
tors as more transparent and independent from their home 
governments.

We used the global telecommunications industry between 
1990 and 2010 as a “laboratory.” We relied on the reports of 
the International Telecommunications Union (ITU) to build a 
longitudinal sample of 97 former monopoly telecommunica-
tions firms, each from a different country. For these firms, we 
retrieved data from annual reports, company and government 
websites, home- and host-country data on the adoption of pro-
market reforms from the ITU’s World Telecommunications/
ICT Indicators database, and additional secondary data from 
different sources. Our findings support our arguments and are 
robust to additional estimations testing alternative explanations 
and sensitivity checks.

Our study contributes to a more systematic understanding 
of the role of institutions in SOEs’ foreign expansion by offer-
ing theoretical arguments on how home-country conditions 
can alter the effects of host-country factors in SOEs’ location 
decisions, which are critical to their competitiveness (Florida 
& Adler, 2022). It also adds to international business research 
on pro-market reforms by examining strategic decisions related 
to internationalization in response to the adoption of pro-mar-
ket reforms both in the home and host country in a multi-
country empirical setting. Finally, our operationalization of 
SOE privatization offers a methodological contribution.

Home‑country institutions and SOEs’ entry 
decisions

SOEs are legally independent companies where the state 
has percentage ownership. Their existence is informed by 
a market and a political logic (Cuervo-Cazurra et al., 2014; 
Musacchio et al., 2015) because they can address market 
inefficiencies and imperfections and facilitate the protec-
tion of nascent industries and strategic sectors. The same 
logics inform SOEs’ internationalization (Clegg et al., 
2018; Cuervo-Cazurra & Li, 2021), reflecting the desire 
of governments to increase national economic growth and 
strengthen the country’s prestige and power in the inter-
national arena.

While state ownership confers an “advantage of state-
ness” to SOEs expanding abroad, SOEs suffer a liability of 
stateness in foreign countries where institutions promote a 
free-market economy (Cuervo-Cazurra et al., 2014; Meyer 
et al., 2014). They lack “fit” with local cognitive, norma-
tive, and regulatory institutions and thus face legitimacy 
challenges (Cuervo-Cazurra et al., 2014; Musacchio et al., 
2015).

First, the negative perceptions of host businesses 
regarding SOEs’ non-competitive behavior create a mar-
ket legitimacy deficit. Second, the negative perceptions 
of host governments regarding SOEs’ home political con-
nections create a political legitimacy deficit. Building on 
these arguments, research on SOEs’ internationalization 
has established that the higher the promotion of market 
economy in the host, the more likely state ownership deters 
entry (Cuervo-Cazurra et al., 2014; Knutsen et al., 2011; 
Meyer et al., 2014).

However, home-country pro-market reforms alter the 
market structure and the government’s participation in 
an SOE’s ownership, thus influencing the SOE’s home-
country reputation and how the SOE is perceived abroad 
(Cuervo-Cazurra, 2011; Li et al., 2014). Specifically, mar-
ket liberalization introduces competition into a sector by 
allowing domestic and foreign companies to set up new 
businesses, restricting government intervention and privi-
leged market positions to particular actors. In these mar-
kets, SOEs must comply with conditions of fair competi-
tion without necessarily leveraging their state ownership. 
Instead, privatization refers to transferring any percentage 
of ownership in SOEs to the private sector and results 
in hybrid organizations characterized by public–private 
partnerships where the state may hold majority or minor-
ity shares.

High levels of home market liberalization are expected 
to mitigate the market legitimacy deficit of SOEs in more 
liberalized markets. In home countries with high levels 
of market liberalization, market mechanisms inform the 
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state’s resource allocation and distribution systems (Peng 
& Heath, 1996). SOEs must rely on the market to access 
financial, human, and technology capital through com-
petitive mechanisms, focus on financial performance, and 
adopt profit-maximizing strategies. They must confront 
domestic and foreign competitors in their home market 
and engage in competitive battles (Cuervo-Cazurra et al., 
2014). Thus, SOEs have to become more accustomed to 
operating in competitive conditions. Consequently, busi-
nesses in more liberalized foreign countries will perceive 
SOEs from more liberalized home markets as competi-
tors aligned with a free-market logic. As a result, they are 
less likely to pressure the host government against these 
entrants.

The political legitimacy deficit SOEs face in host coun-
tries with liberalized markets is expected to decline as pri-
vatization intensifies. SOEs with private ownership adopt 
corporate governance models that make them hybrid firms 
where independent directors and professional managers 
with (international) experience in the industry sit on the 
board (Bruton et al., 2015; Musacchio et al., 2015). These 
improved governance practices aim for greater transparency 
and independence of the decision-making process from gov-
ernment interference. They involve analysts and rating agen-
cies who monitor managers’ actions (Cui & Jiang, 2012). 
Thus, managers of these hybrid firms become less inclined 
to pursue projects for political gains. The effect of SOEs’ 
privatization on their organizational culture and strategies 
becomes more evident the longer the time since the initial 
release of home state ownership and the more significant 
the reduction in state ownership. SOEs’ privatization is a 
dynamic process that leads to organizational and behavioral 
changes with some time lag (Ramamurti, 2000). Over time, 
including independent directors and professional manag-
ers on their board to avoid government interference and the 
pursuit of political goals becomes standard practice. Inde-
pendent monitoring also becomes gradually routinized once 
private ownership is introduced, requiring the adjustment of 
organizational practices to greater transparency in business 
relationships. The adjustment becomes more compelling the 
more significant the reduction in state ownership. SOEs with 
higher private ownership provide greater insurance of inde-
pendence from their governments’ political goals.

Taken together, these arguments suggest:
Hypothesis: The higher the level of home pro-market 

reforms, the lower the likelihood that state ownership will 
deter entry into countries with higher levels of market 
liberalization.

Method

Empirical context

We test our arguments in the context of the telecom industry 
over the period 1990–2010. The industry in this time win-
dow is an excellent laboratory for several reasons.

First, we can observe the internationalization of telecom 
SOEs since their inception. The industry was traditionally a 
monopoly, with a single national SOE offering the entirety 
of telecommunications services in each country. In the early 
1990s, each national market began transforming into a com-
petitive environment (Henisz et al., 2005), allowing foreign 
and local companies to enter.1

Second, our focus on telecoms between the 1990s and 
2010 allows us to follow the adoption and evolution of home 
pro-market reforms. In the early 1990s, the World Trade 
Organization (WTO) members committed to structural 
reforms to liberalize their telecommunications sector.2 In 
this period, we can also observe host countries with varying 
levels of telecom market liberalization. Our decision to end 
the analysis in 2010 is motivated by global technological 
developments that came into full force after the first decade 
of the 2000s. The development of new technologies, such 
as voice over IP, and the convergence of different technolo-
gies (e.g., broadcasting, telecommunications, and imaging 
technology) downplayed the role of the institutional con-
text in telecom SOEs’ internationalization, thus facilitating 
non-traditional entry modes (Brouthers et al., 2022; Meyer 
et al., 2023). Communications were increasingly occurring 
in cyberspace, and the traditional location-based notions 
underlying telecommunications operations, policies, and 
regulatory jurisdiction broke down. Companies could run 
cross-country operations without requiring a presence and 
a license to operate in the host, thereby limiting the role 
of home and host institutions in SOEs’ internationalization.

Third, SOEs’ market and political legitimacy in for-
eign markets are highly relevant in telecommunications, 
which has historically been considered a strategic sector 
for national security. The spreading adoption of pro-market 
reforms in the period under analysis raised concerns about 
the entry of foreign SOEs into host liberalized markets (Luo 
& Wang, 2012).

1 Entry in low liberalized telecom markets was an option over the 
entire period considered. In these markets, governments allowed the 
acquisition of percentages of shareholding of the national SOE by 
foreign firms to capitalize on the SOE profit streams and raise imme-
diate revenues to cover national debt. To account for these instances, 
in our empirical analysis we control for entry mode.
2 https:// www. wto. org/ engli sh/ news_e/ pres97_ e/ data3. htm, accessed 
on 01/08/2022.

https://www.wto.org/english/news_e/pres97_e/data3.htm
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Fourth, the telecom industry has general relevance and 
potential for the broader applicability of our arguments. 
The industry shares many attributes with other industries 
(e.g., banking, electricity, and energy) where state owner-
ship is relevant (Mariotti & Marzano, 2019). It has been at 
the forefront of the worldwide movement toward pro-mar-
ket reforms in non-manufacturing (Henisz et al., 2005) and 
manufacturing industries (Nicoletti et al., 2003). Pro-market 
reforms in telecommunications have been associated with 
economy-wide pro-market reforms (Megginson & Netter, 
2001; Nicoletti et al., 2003), productivity growth (Nicoletti 
et al., 2003), per-capita income growth (Ostry et al., 2009), 
investment, employment, and output (Bouis et al., 2020).

Sample and data

We developed our sample from the global universe of 196 
countries reported by ITU. For every country, we identified 
the national state-owned monopoly in 1990 and collected 
yearly firm-level data for 1990–2010. We collected company 
annual report information and financial statements from 
companies’ websites, independent sources and depositories, 
and national regulatory authorities. We relied on multilin-
gual coders and translation tools to translate material from a 
different language to English. We reverse-translated the data 
for accuracy and cross-checked them with the ITU’s World 
Telecommunication/ICT Indicators database. Our checks did 
not flag any potential concerns.

Data availability resulted in an initial sample of 97 firms, 
each from a different country worldwide. The remaining 
countries’ SOEs did not publish annual reports. Therefore, 
no information on their financial accounts and internationali-
zation was available. Of 97 SOEs in our sample, 37 engaged 
in internationalization (38%). The other 60 remained domes-
tic throughout the analysis (see Online Appendix A for 
sample countries).3 During our sample period, the 37 SOEs 
showed varying state ownership and engaged in 313 entries 
in 136 countries.

We supplement firm-level data with home and host 
countries data from the World Bank’s World Development 
Indicators (WDI) and World Governance Indicators (WGI) 
databases, ITU’s World Telecommunications/ICT Indicators 
database, and the Centre d’Etudes Prospective et Informa-
tion (CEPII). Due to missing observations, the sample was 
reduced to 120 total countries. Of these, 28 were home, 113 
were host, and 21 were both home and host.

Measures

Dependent variable. Entry is equal to 1 for all host coun-
tries j where a firm i enters in a given year t from the pool 
of 113 alternative destination countries in our sample, 0 for 
non-entries.

Independent variables. We use percentage ownership to 
capture State ownership (Benito et al., 2016; Wang et al., 
2012).

For Host liberalization, we use the ITU’s annual regula-
tory survey on competition policy and regulatory policy. We 
developed our variables by considering information related 
to (a) the opening of the different telecommunications 
market segments and (b) the establishment of independ-
ent regulatory authorities in each home and host country 
in our sample. We proceeded into three steps. First, in each 
host country for each year in our sample, we considered 
the opening of the market to competition in each of the 17 
market segments reported in the survey (i.e., satellite TV, 
cable TV, cable modem, DSL, domestic fixed long distance, 
fixed satellite services, fixed wireless broadband, interna-
tional fixed long distance, international gateways, internet 
services, leased lines, local fixed line services, mobile sat-
ellite services, mobile cellular, VSAT, wireless local loop, 
and mobile broadband). We assigned 1 to each of these if 
the market segment opened to competition, 0 otherwise. We 
computed the sum of these measures for each country in 
each year to count the number of open market segments. 
Second, for each host country in each year in our sample, 
we considered (1) the establishment of six separate authori-
ties (i.e., competition, data protection, consumer protection, 
broadcasting and media, internet issues, telecom/ICT), (2) 
whether the ICT regulator was autonomous, and (3) whether 
significant market power was recognized in law. To each of 
these, we assigned 1 if it applied, 0 otherwise. We computed 
the sum of these measures for each country yearly to meas-
ure the overall regulatory and competition scrutiny. Third, 
for each host country, we calculated Host liberalization as 
the yearly average value of the two measures built in the 
previous steps. The variable captures the multidimensional-
ity of liberalization and the temporal developments of pro-
market reform.

To measure Home pro-market reforms, we followed 
prior literature (Giuliano et al., 2013; Ostry et al., 2009) 
and developed a combined index ranging between 0 and 
1, with higher values indicating more significant reforms. 
The index is the arithmetic mean of the normalized meas-
ures of Home liberalization, which we built as the paral-
lel host-country measure, and Home privatization, which 
we built using the information on state ownership releases 
derived from company annual reports. We proceeded into 
four steps. First, we resorted to the corporate governance lit-
erature (Lazzarini et al., 2020) and identified six percentage 

3 We account for potential self-selection issues using a two-step 
Heckman selection model as illustrated in our empirical strategy.
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thresholds of released state ownership that describe spe-
cific ownership types, as illustrated in Online Appendix B. 
Second, we assigned an increasing value to each of the six 
ownership types, ranging from 0 denoting wholly state own-
ership to 5 denoting full privatization. Third, for each firm 
in each year, we considered the percentage of released state 
ownership and associated value and discounted the value 
by multiplying it by the inverse of the firm’s age, calculated 
as the difference between the current year and the year of 
the firm’s establishment. The rationale is that the older the 
firm is when it reaches a threshold of state equity release, 
the less the impact of the release on its political independ-
ence. This is because the embeddedness of the state in the 
firm’s organizational culture is stronger. In the fourth step, 
for each firm in each year, we calculated Home privatization 
as the yearly cumulative sum of the discounted values. The 
variable allows us to capture the furthering of privatization 
by accounting for the time it takes for a focal firm to move 
toward lower percentages of state ownership since privati-
zation was initiated. It penalizes firms that move along this 
path more slowly. It also considers the differential impact of 
state ownership release across firms of different ages.

Firm-level controls. We resort to information from com-
pany annual reports to compute firm-level controls. For-
eign shareholding control can provide the firm with foreign 
industry-specific knowledge and/or act as a third-party sig-
nal (Gregorič et al., 2021), thus facilitating SOEs’ entry for 
reasons other than a reduced legitimacy deficit. Thus, we 
include Foreign investor, which equals 1 if a foreign tel-
ecoms company owns a minority shareholding in the capital 
of the focal firm that exceeds 25%, 0 otherwise (Mariotti 
& Marzano, 2019).4 To account for firm internationaliza-
tion experience and overall firm experience, we use the 
firm’s number of foreign entries (FDI experience) (Delios 
et al., 2008) and the firm’s age (Firm age) (Duanmu, 2014), 
respectively. We control for Firm size using the logarithm 
of total assets (Estrin et al., 2016). We include Home market 
share calculated as the firm market share averaged across the 
segments of fixed-voice and mobile telephony (Ros, 1999).5 
We also include Leverage, calculated as the total debt to 
shareholders’ equity, to account for the ability of the firm 
to finance internationalization and Technological ability 
using the yearly cumulative number of patents published by 
the firm (source: Clarivate Analytics’ Derwent Innovations 

Index). Finally, we control for the firm’s preferred choice of 
entry mode using its cumulative percentage of joint venture 
entries over its total entries (JVs percentage). Entry modes 
entailing more significant equity, such as greenfield invest-
ments and acquisitions, are associated with higher control 
and higher market legitimacy deficit than entry modes 
entailing lower equity, such as JVs (Yiu & Makino, 2002).

Host-country level controls. To rule out that firm entry 
may have resulted from political reciprocity between home 
and host, we include Host incumbent already in home, which 
equals 1 if a company entered a host country whose incum-
bent company previously entered the home country, 0 other-
wise. To disentangle the effects of host market liberalization 
from those of the country’s overall quality of institutions, we 
control for Host institutional quality using the mean value 
of the six World Bank WGI (Santangelo, 2018). To account 
for the overall host market potential, we use the logarithmic 
transformation of the Host population (source: WDI). We 
use a binary control for whether private investors partici-
pate in the host country’s incumbent operator’s shareholding 
(Private investor in host incumbent) and control for Host 
market share, calculated akin to Home market share.6 We 
include host-country fixed effects to account for unobserved 
host-country factors.

Home-country level controls. To single out the effect of 
pro-market reforms in telecoms, we account for macro-level 
Home institutional quality, measured as the corresponding 
variable for the host. We also control for the home country’s 
propensity to internationalize using the ratio of outward FDI 
to GDP (Home country percentage of FDI to GDP) (source: 
WDI). In countries with higher FDI outflows, firms may 
benefit from their domestic business network in their inter-
nationalization process (Johanson & Vahlne, 2009).

Home–host dyad controls. We account for Institutional 
distance using the home and host-country WGI in the Kogut 
and Singh (1988) index. We control for the Geographic dis-
tance (in kilometers) between home and host capital cities 
(Duanmu, 2014) (source: CEPII). We use binary measures 
to account for Linguistic distance and Colonial ties between 
home and host (source: CEPII). To rule out that SOEs’ entry 
might be attributed to their ability to capitalize on political 
connections (Benito et al., 2016), we use the “Idealpoint” 
measure by Bailey et al.  (2017) that captures the conver-
gence of nations’ foreign political preferences. We take the 

4 We use a binary variable to control for Foreign ownership because 
of the high correlation between the percentage of foreign ownership 
and SOE (r = 0.75). When we re-estimate our main model with the 
continuous variable, our results are confirmed.
5 To measure market shares, we use the number of customers served 
rather than revenue. Our choice is motivated by data limitations and 
by the fact that incumbents’ revenues have historically been regulated 
or subsidized, thus making cross-country comparisons unreliable.

6 Information is not available for all host countries in our sample. 
Thus, we filled missing values using the yearly average market share 
of the overall sample. The distribution of the variable shows a trend 
of a decreasing market share of former monopolies over time that is 
consistent with the expectation of market share decrease for incum-
bents as pro-market reforms further. To rule out that the inclusion 
of this variable may drive our results, we exclude it and re-run the 
model. Our findings are confirmed.
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absolute value of the difference between a home and a host 
Idealpoint values to measure Political distance. Table 1 
reports descriptive statistics and the correlations matrix.

Empirical strategy

To model firm location decisions, we use a conditional logit 
analysis (McFadden, 1984), which estimates the decision of 
firm i to locate its operations in country j in year t with j= 1, 
2, …, 113 and t = 1990, …, 2010. We clustered the standard 
errors to account for multiple entries by the same firm. We 
lagged all independent variables by 1 year to account for 
simultaneity issues.

Not all sample firms internationalize during the period 
under analysis. To deal with a potential self-selection endo-
geneity issue in internationalization, we estimate a two-step 
Heckman selection model (Heckman, 1979) and use host 
GDP per capita as an exclusion restriction. The underlying 
logic is that larger economies have a larger domestic market 
size for firms to explore business opportunities. Thus, firms 
originating in smaller economies are more likely to inter-
nationalize than firms from larger economies (He & Cui, 
2012). However, the size of the economy does not influence 
which country these firms will enter. We use a probit model 
in the first step to estimate the likelihood of internationaliza-
tion during the sample period (see Table 2). Based on the 
results of this estimation, we calculate the Inverse Mills’ 
ratio and include it as an additional control in the conditional 
logit model. As host-country covariates are not included in 
the first estimation, we avoid perfect linearity between the 
two steps.

Results

Table 2 reports the results of the conditional logit estima-
tions. Model 1 includes the controls. Model 2 adds State 
ownership, and Model 3 the interaction between Host liber-
alization and State ownership. Model 4 adds the interactions 
State ownership × Host liberalization, State ownership × 
Home pro-market reforms, and Host liberalization × Home 
pro-market reforms, and the three-way interaction State own-
ership × Host liberalization × Home pro-market reforms to 
test our hypothesis.

Model 3 confirms the baseline argument that state own-
ership deters entry into liberalized host markets because of 
the perceived market and political legitimacy deficits. The 
coefficient of State ownership × Host liberalization is nega-
tive and statistically significant (β = – 0.002; se = 0.001; p = 
0.005), suggesting that firms are less likely to enter countries 
with higher market liberalization levels as state ownership 
increases. We discuss this result in Online Appendix C.

Model 4 tests our hypothesis. The interaction State own-
ership × Host liberalization × Home pro-market reforms is 
positive and statistically significant (β = 0.019; se = 0.006; 
p = 0.004), suggesting that Home pro-market reforms miti-
gates the negative impact of State ownership on the prob-
ability of entry into more liberalized countries. This evi-
dence supports our hypothesis. We graph the effects of the 
interaction term considering hypothetical cases of “Low” 
(1 SD below the sample mean) and “High” (1 SD above 
the sample mean) State ownership in Fig. 1a, b, respec-
tively. We illustrate how Home pro-market reforms alter 
the effect of Host liberalization on the location decisions 
of firms with a low vis-à-vis high State ownership. The 
confidence intervals suggest that the interaction effects are, 
in their majority, statistically significant.

Figure 1a considers the location decisions of firms with 
“Low” State ownership. A “Low” State ownership firm 
from a country with “High” Home pro-market reforms 
exhibits an increasing probability of entry as Host liber-
alization increases (i.e., from 0.53% to 0.59%). A compa-
rable firm from a country with “Low” Home pro-market 
reforms exhibits, too, an increasing probability of entry as 
Host liberalization increases (i.e., from 0.56% to 0.1%). 
Figure 1b considers the location decisions of firms with 
“High” State ownership. A “High” State ownership firm 
from a country with “High” Home pro-market reforms 
exhibits an increasing probability of entry as Host liber-
alization increases (i.e., from 0.1% to 0.3%). Conversely, 
a comparable firm from a country with “Low” Home pro-
market reforms exhibits a decreasing probability of entry 
as Host liberalization increases (i.e., from 0.5 to 0.3%). 
These findings are consistent with our hypothesis.

Different home pro‑market reforms 
and identification of the mechanisms

Countries may commit to liberalization and privatiza-
tion independently, affecting the market and political 
legitimacy deficits that SOEs face in foreign countries 
differently.

First, we disentangled these effects by running sepa-
rate analyses for home liberalization and privatization. The 
results and relative graphs are reported in Online Appen-
dix D. They confirm that both home pro-market reforms 
mitigate the negative effect of high state ownership on 
the likelihood of entry into host countries with a more 
liberalized market.

Second, we run additional estimations to identify the 
market and political legitimacy deficit mechanisms related 
to home liberalization and privatization, respectively. We 
discuss our identification strategy and show support for our 
mechanisms in Online Appendix E.
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Table 2  Results of the conditional logit estimations (Log of Odds/ (SE)/p value)*

Selection Model Model (1) Model (2) Model (3) Model (4)

State ownership − 0.000 0.006 0.007 0.005
(0.018) (0.008) (0.008) (0.009)
0.983 0.438 0.356 0.593

Host liberalization 0.086 0.094 0.067 0.007
(0.048) (0.048) (0.047) (0.096)
0.073 0.052 0.150 0.946

Home pro-market reforms − 0.529 2.529 2.497 2.819 1.906
(2.913) (2.879) (2.790) (2.746) (2.674)
0.856 0.380 0.371 0.305 0.476

State ownership × Host liberalization − 0.002 − 0.006
(0.001) (0.002)
0.005 0.017

State ownership × Home pro-market reforms − 0.028
(0.047)
0.549

Host liberalization × Home pro-market reforms 0.481
(0.285)
0.092

State ownership × Host liberalization × Home pro-
market reforms

0.019

(0.006)
0.004

Foreign investor 0.023 − 0.816 − 0.594 − 0.605 − 0.628
(1.211) (0.564) (0.683) (0.724) (0.708)
0.985 0.148 0.384 0.403 0.375

FDI experience − 0.224 − 0.223 − 0.214 − 0.205
(0.057) (0.056) (0.052) (0.045)
0.000 0.000 0.000 0.000

Firm age − 0.023 − 0.054 − 0.030 − 0.044 − 0.031
(0.019) (0.107) (0.100) (0.095) (0.083)
0.222 0.614 0.767 0.646 0.706

Firm size 1.096 0.170 0.173 0.181 0.164
(0.300) (0.195) (0.198) (0.198) (0.192)
0.000 0.381 0.383 0.359 0.393

Domestic market share 2.945 1.363 1.477 2.040 2.394
(1.679) (1.333) (1.259) (1.331) (1.220)
0.079 0.307 0.241 0.125 0.050

Leverage 0.018 − 0.017 − 0.013 − 0.016 − 0.010
(0.156) (0.026) (0.020) (0.020) (0.015)
0.911 0.509 0.525 0.432 0.491

Technological ability 0.002 − 0.000 0.000 − 0.000 0.000
(0.012) (0.000) (0.000) (0.000) (0.000)
0.883 0.955 0.961 0.943 0.952

JVs percentage − 0.001 − 0.002 − 0.002 − 0.003
(0.005) (0.005) (0.005) (0.005)
0.857 0.654 0.694 0.635

Host incumbent already in home 2.175 2.238 2.208 2.278
(0.552) (0.539) (0.572) (0.550)
0.000 0.000 0.000 0.000

Host institutional quality 1.423 1.438 1.487 1.469



 Journal of International Business Studies

*Robust SEs clustered by home country/firm. Obs. 39,553. Home-countries/Firms 28

Table 2  (continued)

Selection Model Model (1) Model (2) Model (3) Model (4)

(0.847) (0.836) (0.842) (0.846)
0.093 0.085 0.078 0.083

Host population 4.676 4.352 4.430 4.481
(1.350) (1.166) (1.128) (1.022)
0.001 0.000 0.000 0.000

Host privatization 0.622 0.624 0.708 0.783
(0.347) (0.347) (0.346) (0.359)
0.073 0.072 0.041 0.029

Host market share 0.845 0.906 0.996 1.236
(0.850) (0.826) (0.828) (0.822)
0.320 0.273 0.229 0.133

Home institutional quality 4.219 − 1.105 − 1.020 − 0.849 − 0.753
(1.014) (1.717) (1.716) (1.781) (1.847)
0.000 0.520 0.552 0.634 0.684

Home percentage of FDI to GDP − 0.004 0.024 0.024 0.025 0.028
(0.021) (0.015) (0.015) (0.015) (0.014)
0.836 0.099 0.107 0.107 0.051

GDP per capita 0.000
(0.000)
0.030

Institutional distance 0.010 0.011 0.018 0.015
(0.103) (0.102) (0.103) (0.101)
0.922 0.913 0.864 0.882

Geographic distance − 0.000 − 0.000 − 0.000 − 0.000
(0.000) (0.000) (0.000) (0.000)
0.000 0.000 0.000 0.000

Linguistic distance 1.230 1.230 1.226 1.223
(0.243) (0.243) (0.245) (0.242)
0.000 0.000 0.000 0.000

Colonial ties 2.455 2.454 2.479 2.469
(0.314) (0.312) (0.320) (0.313)
0.000 0.000 0.000 0.000

Political distance − 0.656 − 0.656 − 0.649 − 0.634
(0.165) (0.166) (0.166) (0.160)
0.000 0.000 0.000 0.000

Inverse Mills ratio − 0.702 − 0.708 − 0.693 − 0.638
(0.327) (0.338) (0.349) (0.374)
0.032 0.036 0.047 0.088

Constant − 13.878
(3.492)
0.000

Host-country FEs No Yes Yes Yes Yes
Number of Observations 1995 39553 39553 39553 39553
Number of Home-countries/Firms 97 28 28 28 28
Log-likelihood − 45.21 − 797.75 − 796.92 − 793.82 − 788.50
R-squared (pseudo) 0.24 0.25 0.25 0.25
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Robustness and sensitivity tests

We assess the sensitivity of our results to alternative 
estimation methods, samples, measures, and additional 
controls. All alternative estimations confirm our baseline 
results (see Online Appendix F).

Rare events. The small number of entry decisions 
reported in our data might cause a rare event bias. To rule 
out this bias, we re-estimated our models following King 
and Zeng (2001) and Firth (1993). 

Alternative sample. Chinese SOEs arguably score high 
in both market and political legitimacy deficits (Meyer 
et al., 2014). We excluded China Telecom from our sample 
to rule out that outliers did not drive our findings.

Alternative measures. We replaced our Political dis-
tance measure with the political distance variable devel-
oped by Berry et al.  (2010).

Additional controls. We account for additional host and 
home controls, such as the POLCON index of political 
constraints (Henisz, 2002) and the Economic Freedom 
Index of the Heritage Foundation (Clegg et al., 2018). We 
also control for the psychic distance between home and 
host (source: Dow & Karunaratna, 2006).

Discussion

We study how home-country factors can alter the effects of 
host-country conditions on SOEs’ location decisions. We 
argue and empirically show in the context of the global tel-
ecom industry that the higher the level of home pro-market 
reforms, the lower the likelihood that state ownership will 
deter entry into countries with higher levels of market lib-
eralization. Our study contributes to the literature on SOE 
internationalization and international business research on 
pro-market reforms.

We offer a more systematic understanding of the phe-
nomenon of SOE internationalization by connecting the 
work that has studied SOEs’ entry into countries with free-
market logic (Knutsen et al., 2011; Li et al., 2014; Meyer 
et al., 2014) with the stream that has investigated the role 
of home-country institutions in SOEs’ foreign expansion 
(Estrin et al., 2016; Grogaard et al., 2019; Li et al., 2018; 
Mariotti & Marzano, 2019, 2020). Each of these streams has 
assumed homogeneity of home and host-country institutions. 
By jointly considering heterogeneous home and host institu-
tions, our study spells out theoretically relevant boundary 
conditions of SOEs’ internationalization in countries with a 

Fig. 1  State ownership and the probability of entry in Host liberalized countries: The moderating role of Home pro-market reforms
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prevailing free-market logic. In these countries, SOEs suf-
fer from distinctive legitimacy deficits deriving from nega-
tive perceptions of host businesses and governments. The 
type of legitimacy deficit that is more or less relevant when 
SOEs enter host countries with distinctive institutional logic 
depends on SOEs’ home institutions. Thus, the ease of inter-
nationalization of SOEs in specific institutional contexts is 
contingent on home institutional conditions that can mitigate 
host-country actors’ negative perceptions of state ownership.

We contribute to international business research on pro-
market reforms (Cuervo-Cazurra et al., 2019) that has pri-
marily considered home-country pro-market reforms’ influ-
ence on firm strategy in a single country or region. Our study 
illuminates the relevance of host-country diversity in adopt-
ing home pro-market reforms. We argue and empirically 
show that home-country pro-market reforms may facilitate 
firm internationalization in specific hosts depending on the 
market liberalization of these countries. The principal theo-
retical implication of our study is that origin and destination 
countries are instrumental in building a theory about the 
role of pro-market reforms in the international context. Our 
cross-country analysis allows the applicability of our argu-
ments beyond specific countries or regions, thus contribut-
ing to systematic theorizing of the role of home and host 
reforms in a firm’s international expansion. Finally, we offer 
a methodological contribution by developing a measure of 
SOE privatization that accounts for SOEs’ ownership type 
and temporal ownership release.

Future research can build on our study. Our analysis is 
framed within the telecom industry that serves the purpose 
of the study, and shares several similarities with other sec-
tors where SOEs dominate. Our time window ended in 2010 
due to the global technological development that occurred in 
the industry afterward. There is scope to explore more recent 
years by considering the role of institutions in connection to 
the development of new technologies.

Moreover, we included a comprehensive set of controls 
in our model, assessed the robustness and sensitivity of our 
results, accounted for potential sample selection bias, and 
graphically presented the (somewhat small) economic sig-
nificance of the effects. However, we cannot rule out omitted 
variable bias entirely. For example, we cannot fully exclude 
that home market liberalization triggers SOE competitive-
ness, thus facilitating entry into more liberalized host coun-
tries. Future research could explore this channel. Notwith-
standing these limitations, we are confident that our study 
will stimulate research that deepens our knowledge of this 
phenomenon along several dimensions.

Our study has practical implications. It suggests to poli-
cymakers that specific home pro-market reforms influence 
host-country stakeholders’ perceptions, and comprehensive 
pro-market reforms are required to sustain SOEs’ interna-
tionalization in the long term. Likewise, managers need to 

address the concerns of relevant host stakeholders by signal-
ing an ability to play by the rules of a liberalized market and 
independence from their government.
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