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Abstract Foreign firms in emerging countries face various institutionally-driven 
challenges. Nonmarket strategy scholars argue that these challenges incite corporate 
political activity. Consequently, researchers have explored the influence of institu-
tional factors on the choice and extent of political strategies. However, not much is 
known about how investment climate constraints affect the political ties of foreign 
firms in contexts other than US, Europe and Asia. Drawing on institutional theory, 
we propose that firms’ exposure to administrative and control constraints as well as 
the presence of public affairs (PA) functions will lead to political tie intensification. 
We test our propositions using data from foreign firms operating in Ghana, and find 
that whereas control constraints strengthen political ties, administrative constraints 
weaken these ties. The findings also suggest that PA functions and political ties can 
be substitutes, not complements, depending on the institutional contingencies. Alto-
gether, our study enhances knowledge and understanding of how institutional envi-
ronments and organizational structures affect the political behaviour of foreign firms 
in emerging countries.
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1 Introduction

Multinational enterprises (MNEs) in emerging countries are faced with unpre-
dictable nonmarket environments which pose challenges to their survival and per-
formance (Heidenreich et al. 2015; Puck et al. 2013; Shirodkar and Mohr 2015; 
White et  al. 2015). Corporate political activity (CPA) scholarship demonstrates 
that governments represent major sources of uncertainty, mainly as they have the 
power and authority to shape firms’ competitive environments (Baron 1995; Wei-
denbaum 1980). This notion is even stronger in emerging countries where firms 
are exposed to investment climate constraints stemming from institutional voids 
(Khanna et al. 2005; Puffer et al. 2010), where governments act in the presence 
of weak checks and balances and wield significant power which allow them to 
control critical resources (Li and Zhang 2007; Peng and Luo 2000), and where 
there are more frequent profound and rapid environmental changes that signifi-
cantly affect the value of firms’ political embeddedness (Siegel 2007; Sun et al. 
2010). Therefore, in the face of such challenging investment climates “in emerg-
ing economies, resource dependencies on the government are stronger” (Mellahi 
et al. 2016; p. 156) and it is imperative for firms in these markets to design and 
use political strategies in order to prosper or even survive (e.g., Dieleman and 
Boddewyn 2012; Kostka and Zhou 2013; Peng and Luo 2000).

Foreign firms in emerging countries are exposed to and must address two types 
of investment climate constraints: Administrative constraints and control con-
straints (Asiedu and Lien 2004; Bitzenis et  al. 2012). Drawing upon the World 
Bank Enterprise Survey (World Bank 2013), administrative constraints can be 
defined as the obstacles that arise from weak and fledgling administrative insti-
tutions or unclear and ill-enforced administrative principles (e.g. corruption, 
bureaucracy, discrimination), while control constraints are the obstacles ema-
nating from government’s direct imposition of drastic measures to manage mac-
roeconomic stability (e.g. import/export restrictions, foreign exchange controls, 
profit repatriation restrictions). The CPA literature provides significant support 
for the view that administrative constraints such as corruption (Brockman et al. 
2013; Luo 2006) and control constraints such as limited economic freedom and 
capital controls (Blumentritt 2003) increase pressure on foreign firms to engage 
in nonmarket activities, particularly the development of political ties. However, 
the CPA scholarship has focused on firm strategies for addressing specific aspects 
of investment constraints and has failed to investigate how political strategies are 
affected when firms are faced with both administrative constraints and control 
constraints. Consequently, we have almost no knowledge of the relative influ-
ence of these two types of constraints, as perceived by managers, on the develop-
ment of political ties by foreign firms in emerging markets. An understanding of 
the varied effects of the two types of investment climate constraints is important 
because they pose strategic challenges which require nonmarket responses from 
firms (Heidenreich et al. 2015; Nell et al. 2015).

In emerging markets, informal political ties are commonly used by firms to 
overcome weak market supporting institutions (Acquaah 2007; Park and Luo 
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2001; Xin and Pearce 1996). The literature on determinants of CPA offers various 
typologies of political strategies that MNEs can use to shape their business envi-
ronments. These strategies range from buffering to bridging (Meznar and Nigh 
1995), bargaining to non-bargaining (Boddewyn and Brewer 1994) and reactive 
to proactive (Oliver and Holzinger 2008). However, the most popular strategies 
that are studied—the financial, information and constituency-building strate-
gies propounded by Hillman and Hitt (1999)—are based on empirical findings 
in developed country contexts. In emerging countries, most of Hillman and Hitt’s 
strategies are difficult to use by firms because the institutional environments in 
these countries offer few or no opportunities for their deployment (Rajwani and 
Liedong 2015). As a result, informal political ties remain the crucial effective 
strategy for firms to overcome weak institutions (Acquaah 2007; Park and Luo 
2001; Xin and Pearce 1996). While it has recently been argued that advance-
ments in some emerging countries have increased the scope for different political 
strategies (Shirodkar and Mohr 2015), we posit that this may be the case for a 
few countries where the institutional environment has been undergoing impor-
tant transformations (most notably, China and India) but it may not be the case 
in other countries where such transformations have failed. Hence political ties 
are still the dominant political tactic in the developing world, especially in Sub-
Saharan Africa.

Africa is increasingly becoming attractive to multinational firms, but management 
issues in the region are still under-researched (George et  al. 2016; Klingebiel and 
Stadler 2015; Mellahi and Mol 2015). Africa remains particularly under-explored in 
the area of CPA research. Extant research on the antecedents of political strategies 
has mainly focused on US firms (e.g., Meznar and Nigh 1995; Schuler 1996), US 
subsidiaries in Western Europe (Hillman 2003; Hillman and Wan 2005; Wan and 
Hillman 2006), and foreign subsidiaries in Asia (Shirodkar and Mohr 2015; White 
et al. 2015). Majority of the published empirical research on the antecedents of CPA 
in emerging markets have focused on China (e.g., Kostka and Zhou 2013; Monde-
jar and Zhao 2013; Park and Luo 2001), a country with very distinct institutional 
characteristics. As a result, we know relatively little about other countries that are 
characterized by very different market and nonmarket environments. Specifically, 
the lack of CPA research on Africa prevents us from seeing the larger emerging mar-
ket picture. We know that institutional voids in African economies pose significant 
investment constraints for firms (Bah and Fang 2015). What we do not know, how-
ever, is how these constraints affect CPA.

Further, the role of public affairs (PA) functions or departments in political strat-
egy formulation is poorly understood. Even though these functions serve as crucial 
links between firms and their external environments (Doh et  al. 2014; Griffin and 
Dunn 2004), they have not received adequate attention. In other words, researchers 
have done little to differentiate between PA functions and CPA or even to understand 
the impact of PA functions on nonmarket strategy. These functions could facili-
tate the formalization or structuration of CPA, which can affect the scope, inten-
sity or effectiveness of political strategies (Schuler 1996). Foreign firms operating in 
emerging countries may have to establish PA departments to manage their interac-
tions with political decision makers in order to gain legitimacy, hence it is important 
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to understand whether and how PA functions affect political tie development and 
strength.

In this study, we fill the gaps above by examining the effects of managers’ percep-
tions of two investment climate constraints, namely administrative constraints and 
control constraints, on political tie intensity in Ghana, Africa. Based on previous 
studies (Danis et al. 2010; Li and Zhang 2007), we define political tie intensity as 
the extent to which senior managers develop and maintain informal ties to politi-
cians. Our data reveals that while control constraints incentivise political tie inten-
sification, administrative constraints have the opposite effect. We also uncover evi-
dence of moderating and possible substitution effects for PA functions.

We set this study in Ghana for theoretical and empirical reasons. According to 
the World Bank and IMF, Ghana was the fastest growing African economy in 2011. 
While not the largest economy on the continent, Ghana is an attractive destination 
of foreign direct investment. Data from the United Nations Conference on Trade and 
Development (UNCTAD) shows that Ghana ranked sixth in Africa for cumulative 
FDI inflows between 2000 and 2015. In 2015, FDI accounted for 9.05% of Ghana’s 
GDP, which is a larger contribution when compared to 44 other African countries 
including Nigeria, Egypt and South Africa—the largest economies in the region. 
Foreign firms’ participation in Ghana is therefore unquestionable.

Despite being attractive to foreign investors, Ghana is fraught with invest-
ment challenges. According to the World Bank (2017), Ghana ranks 108th out of 
190 countries for ease of doing business, which is lower than most of the emerg-
ing Asian countries that frequently feature in international business research (e.g. 
Taiwan, China, Malaysia, Philippines, Singapore, etc.). It also ranks 154th for trad-
ing across borders (i.e. time and cost to export or import) and 155th for resolving 
insolvency. With respect to global competitiveness, Ghana lags behind other lower 
middle income countries in the world, ranking 114th out of 138 countries globally 
(Schwab 2016).

Considering that managerial ties become less valuable as institutions becomes 
stronger (Sheng et al. 2011), political ties could be more important in Ghana than 
in emerging Asian countries such as China, Brazil and India which have witnessed 
significant transitions and institutional development over the years. Firms in Ghana 
utilize business and political ties (Acquaah 2007; Boso et al. 2013), which could be 
the result of the persistent investment constraints in the country.

This study makes significant contributions to the CPA and international business 
literature. First, it adds to our knowledge of the antecedents of political strategies. 
By examining how perceptions of managerial assessment of different types of insti-
tutional arrangements in emerging countries affect political tie intensity, we offer 
insights into how challenges in international markets trigger MNE political behav-
iour. Though prior studies have covered the institutional determinants of political 
strategies (e.g., Hillman and Keim 1995; Hillman 2003; Hillman and Wan 2005), we 
focus on two different types of investment challenges which we classify, disaggre-
gate and study to show the nuance in the effects of administrative and control con-
straints on the development of political ties in emerging markets. The findings reveal 
respective positive and negative effects of control and administrative constraints 
on political tie intensity, and show that not all institutional challenges lead to CPA, 
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contrary to what the extant literature suggests (e.g., Hillman et al. 1999; Kingsley 
et al. 2012). Second, this study contributes to the nonmarket strategy literature by 
addressing the neglected role of the PA function in foreign firms. While the litera-
ture postulates that PA functions are important vehicles for CPA (Post et al. 1982; 
Martin 1995; Doh et al. 2014), our study shows that PA functions have a negative 
direct effect and a positive moderating effect on political ties, which does not only 
suggest that PA functions and political ties could be substitutes, but also indicates 
that PA functions have double-edged implications for CPA. Finally as this study is 
set in Africa, an empirical blind spot in international business research (Chang et al. 
2010), it also makes a contextual contribution to both CPA and international busi-
ness literatures.

The rest of the paper is structured as follows. In the next sections, we review 
literature on the antecedents of CPA and develop our hypotheses. We then describe 
our methodology and present our findings. We conclude by discussing the study’s 
contribution and suggesting avenues for future research.

2  Literature Review and Hypotheses

There is a vast body of literature on the antecedents of corporate political strate-
gies (Hillman et  al. 2004; Lux et  al. 2011). At the firm level, studies have drawn 
upon resource-based view and resource dependency logics to show how firm-strate-
gic factors influence CPA. At this level, size seems to be the foremost determinant 
of CPA (Hillman et al. 2004; Wan and Hillman 2006). Other determinants include 
dependency on tangible versus intangible resources (Shirodkar and Mohr 2015), 
dependency on revenue from governments (Hansen and Mitchell 2000) and firm age 
which is often used as a proxy for credibility or reputation (Hillman 2003). At the 
industry level, structural issues such as concentration and size reportedly influence 
the political activity of firms, inter alia firms in small or concentrated industries are 
arguably in positions which enable them to organize collective actions, present uni-
fied and stronger political positions to government, identify and exclude free-riders, 
or gain the larger share of political benefits (i.e. the industry leaders), and are there-
fore more likely to utilize political strategies (Grier et al. 1994; Schuler et al. 2002b; 
Schuler 1996). Likewise, intra-industry dynamics play a role, including most nota-
bly the interactions between the firm’s CPA and the CPA of industry competitors 
(Gray and Lowery 1997; Schuler et  al. 2002a). At the institutional level, research 
has shown that differences in institutional elements can affect CPA (Schuler et al. 
2002b), with the majority of studies generally focusing on international firms, spe-
cifically foreign subsidiaries. At this level, scholarship shows inter alia that corpo-
rate political strategies depend on specific environmental conditions such as national 
culture (Hillman and Wan 2005), political systems (Hillman and Keim 1995), host-
country economic freedom (Blumentritt 2003), and host-country regulatory quality 
(Wan and Hillman 2006).

Within this literature, the interactions between investment climate constraints 
and CPA have received significant attention because of their impact on organiza-
tional performance (e.g., Holburn and Zelner 2010; Lawton et  al. 2013a). CPA 
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scholarship provides substantial evidence that different challenges such as corrup-
tion, legal uncertainty, high incidence of government contract repudiation or arbi-
trary application of rules cause uncertainty and create an environment in which 
firms are pressured to develop nonmarket strategies, most notably, the development 
of political ties (Brockman et al. 2013; Mondejar and Zhao 2013; Wan and Hillman 
2006; White et al. 2015). Yet, research has yet to empirically examine how differ-
ent types of investment climate constraints affect CPA, especially in emerging coun-
tries which are fraught with these constraints (Luo 2006). It is reasonable to assume 
that different types of investment constraints may give rise to different political 
strategies—including varying levels of political tie intensity, just as different types 
of institutional uncertainty reportedly discourage investment to varying degrees 
(García-Canal and Guillén 2008) and just as firms may respond differently to institu-
tional uncertainty because of their political ties or their capabilities to assess policy 
risks (e.g., Frynas et al. 2006; Holburn and Zelner 2010). The CPA scholarship has 
failed to disaggregate between the impact of administrative and control constraints 
on political strategies and we have no knowledge of the relative influence of these 
two types of constraints on the development of political ties by firms in emerging 
markets, a gap that this study aims to fill.

While the development of political ties can be crucial for a firm’s success in 
emerging markets, we know very little about how firms internally organize their 
activities to manage political ties. The CPA literature has provided a wealth of 
knowledge of what sort of political resources and capabilities are needed in the 
development of political strategies and the organizational performance thereof (Mel-
lahi et  al. 2016; Rajwani and Liedong 2015), but how these resources and capa-
bilities are actually organized inside the firm has been barely investigated. As one 
recent nonmarket strategy study noted, “while the RBV has given us theories on 
how and why a firm’s resources provide the foundations of competitive advantage, 
the strategic process by which the firm manages the composition and structure of 
the resource portfolio remains somewhat of a ‘black box’” (Lawton et  al. 2013b, 
p. 230). PA functions may provide the key for addressing this ‘black box’ to under-
stand how political capabilities are organized (e.g., Lawton et al. 2013b). However, 
it is important, and indeed necessary, to first understand the relationship between PA 
functions and political connections before delving into the processes.

Consequently, several recent studies have investigated a number of aspects of 
the internal organizational structures which underpin or moderate the development 
of nonmarket strategy, including the internal organization of the PA function (Doh 
et al. 2014) and the nature of the internal relationships between public affairs man-
agers and colleagues in other subsidiaries (Barron et  al. 2017). Most pertinent to 
our enquiry, scholars indicated a long time ago that CPA could be contingent on 
PA functions (Martin 1995; Schuler 1996). However, the role of PA functions in 
nonmarket strategy and international business has largely been overlooked in the 
literature. Researchers have done little to differentiate between PA functions and 
CPA or even to understand the impact of PA functions on nonmarket strategy. The 
few existing studies on the PA function in developed countries provide contradic-
tory evidence. For example, Martin (1995) found that US companies with a govern-
ment affairs office in Washington, D.C. had different CPA priorities (in this case, a 
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different level of support for health care reform) than those companies without such 
an office, while Schuler (1996) did not find a significant relationship between hav-
ing such an office and petitioning. A rare recent study found that the creation of a 
unified PA function helped Lufthansa to develop effective new political activities at 
EU level, while the creation of a similar PA function at Tata Consultancy Services 
had few consequences for political activities because its remit was largely limited 
to social and environmental activities (Doh et al. 2014). In effect, the existing stud-
ies are inconclusive and have failed to establish to what extent PA functions facili-
tate the intensification of political ties among foreign firms, especially in emerging 
countries.

Our study is positioned to address the gaps above, as we examine how manage-
rial perceptions of investment climate constraints influence the political tie intensity 
of foreign firms in Ghana. Next, we present the empirical framework of our study 
(Fig. 1) and develop hypotheses predicting how control constraints and administra-
tive constraints affect the intensity of political ties among foreign firms.

2.1  Administrative Constraints and Political Tie Intensity

Some of the common investment climate constraints faced by firms, especially 
foreign firms in emerging countries, are rooted in weak administrative institutions 
which fail to stamp out bribery and corruption or reduce red-tape and bureaucracy. 
Corruption is highly pervasive in Africa (Luiz and Stewart 2014). Being very com-
mon in most countries on the continent, corruption seems to have become an institu-
tion of its own (van den Bersselaar and Decker 2011), with dire consequences for 
firms. Bureaucratic red-tape and slow public sector systems can lead to delays in 
shipments and approvals, problems in the administration of taxes and licenses, and 
increased time costs for managers, thereby decreasing efficiency (Faruq et al. 2013). 
Red-tape also exacerbates the problem of corruption, as individuals and firms are 
expected to make informal payments in order to receive preferential and expedite 
treatment. For foreign firms to succeed in weak institutional environments, they 
need to adapt and appreciate the structure of such administrative lapses (Rodriguez 
et al. 2005). In host countries where there is high level corruption, there is increased 

Administrative Constraints

Public Affairs Functions

Control Constraints

Political Tie Intensity 

H1 +

H2 +

H3a +

H3c +

H3b -

Fig. 1  Research model
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pressure for foreign firms to engage in corrupt practices (Spencer and Gomez 2011), 
arguably for institutional legitimacy reasons (Ahlstrom and Bruton 2001).

Administrative constraints affect political tie intensity in two ways. On the one 
hand, the negative consequences of these constraints motivate the strengthening 
of political ties. For instance, corruption increases the cost of doing business (Wei 
2000), lowers firm growth (Fisman and Svensson 2007), and requires manage-
rial attention and effort to manage and deal with corrupt officials (Svensson 2005; 
Cuervo-Cazurra 2016). Additionally, high incidence of government contract repudi-
ation or arbitrary interpretation or application of rules creates uncertainty (Spencer 
and Gomez 2011; Ahlstrom and Bruton 2001). Consequently, firms will strengthen 
their ties to politicians in order to successfully navigate extortions and other admin-
istrative obstacles (Xin and Pearce 1996). As noted by Wan and Hillman (2006), 
administrative discretion is an incentive for firms to use personal connections to 
influence politicians who have discretion over their operations. Moreover, the effort 
exerted to manage corrupt officials increases interactions between managers and 
politicians, which further strengthens or intensifies firms’ political ties.

On the other hand, administrative constraints such as corruption offer opportuni-
ties for foreign firms to internalize or co-opt government officials (Boddewyn 1988; 
Sun et al. 2010). The opportunity to pay bribes to expedite paperwork, get a govern-
ment contract, access private information or avoid regulatory penalties can enable 
firms to differentiate themselves and gain a competitive advantage. A recent review 
of nonmarket strategy literature reveals that political ties are more valuable in envi-
ronments with high corruption (Rajwani and Liedong 2015). This positive institu-
tional moderation is a strong motivator for foreign firms to intensify their political 
ties in order to benefit from discretionary policymaking (García-Canal and Guillén 
2008), arbitrary variation of rules and expedition of bureaucratic processes, espe-
cially for permits (Lui 1985). Taking the above arguments into consideration, we 
advance that both the threats and opportunities created by administrative obstacles 
offer incentives for foreign firms to engage politically, and hence propose that:

H1: In an emerging market environment, administrative constraints incentivise 
foreign firms to intensify their political ties.

2.2  Control Constraints and Political Tie Intensity

In emerging countries, governments sometimes use various controls to ensure mac-
roeconomic stability. These controls include import/export restrictions, trade quotas 
and price ceilings, as well as constraints on capital flows such as foreign exchange 
controls and profit repatriation restrictions. Controls were widely used prior to the 
1970s but the pressures of economic integration and trade liberalization, champi-
oned by the Bretton Woods institutions, reduced their usage (Johnson and Mitton 
2003). Nevertheless, emerging countries still implement controls to manage crises 
for which conventional policies are ineffective (Grabel 2016). For instance, the gov-
ernment of Nigeria recently implemented severe foreign exchange restrictions to 
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arrest the free fall of the Naira. In recent past, the government of Ghana also took 
similar measures to curtail adverse speculative effects on the Cedi.

Though control constraints have adverse effects on local firms, foreign firms are 
likely to be affected most. For example, capital controls increase the cost of local 
borrowing for foreign firms, since international inflows are not available to reduce or 
equalize local interest rates (Dooley and Isard 1980). Restrictions on repatriation of 
profits also reduce the return on investment for foreign investors (Desai et al. 2006). 
Moreover, the various measures used by firms to circumvent these controls, such 
as earnings management and transfer pricing, require additional managerial effort, 
are risky and thus costly. These ramifications are therefore expected to spur interac-
tions between foreign firms and government officials, and culminate in the inten-
sification of political ties. As research shows that political connections are associ-
ated with preferential access to finance and lower interest rates (Khwaja and Mian 
2005; Claessens et al. 2008; Houston et al. 2014; Chen et al. 2014), foreign firms 
exposed to control constraints can reduce their cost of local borrowing by develop-
ing and intensifying their ties to politicians. Intense connections to politicians may 
also reduce the need for earning managements since connected firms enjoy protec-
tion from expropriation (Batta et al. 2014; Nee 1992).

More importantly, controls allow politicians to redistribute resources across firms 
(Rajan and Zingales 2003), and in the redistribution process, cronyism becomes pre-
dominant as politically connected firms are given preferential treatment (Johnson 
and Mitton 2003; Desai et al. 2006; Desai and Olofsgard 2011). Firms on the receiv-
ing side of capital reallocations can enjoy unrivalled performance and competitive 
advantage. We argue that in the presence of control constraints, the opportunity to 
benefit from favouritism, exclusivity, and exceptions is an important inciting factor 
for the intensification of political ties among foreign firms. We therefore propose 
that:

H2: In an emerging market environment, control constraints incentivises for-
eign firms to intensify their political ties.

2.3  Public Affairs Functions and Political Tie Intensity

PA functions are channels for interactions between firms and their external environ-
ments (Griffin and Dunn 2004). They place significance on developing and man-
aging beneficial relationships with key institutional stakeholders such as govern-
ment officials, civil society and communities (Lawton et al. 2014). These functions 
increase the external visibility of firms, lead to managerial recognition and prestige, 
and make it relatively easier for managers to develop and intensify their ties to poli-
ticians. In other words, the manager of a highly visible firm will require less effort 
to connect with politicians than a manager of an unknown or invisible firm. This 
logic is supported by social identity theorists who note that organizational visibility 
confers prestige and respect on employees (Fuller et al. 2006) and that perceptions 
of self-worth are affected by the level of respect for the group to which one belongs 
(Tyler et al. 1996). In this sense, we argue that managers will use the visibility and 
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status of their organizations to enhance their self-esteem, boost their confidence to 
engage with the polity, and consequently intensify their political ties.

Moreover, countries have distinct external institutional environments (Kostova 
and Zaheer 1999) and distinct sets of institutional logics, rules and arrangements 
regarding the conduct of business (Zaheer and Zaheer 1997). This institutional envi-
ronment is created inter alia by government policy and regulations (Murtha and Len-
way 1994) and through the social relationships of local legitimizing actors such as 
suppliers, legislative authorities, and research institutes (Chan and Makino 2007). 
Firms are expected to follow the rules and norms of their host countries in order to 
gain legitimacy (Yiu and Makino 2002), an important requirement for success in 
emerging markets (Ahlstrom and Bruton 2001; Zheng et al. 2015). As the manage-
ment of legitimacy relies on communication between firms and legitimizing actors 
(Suchman 1995)—a purpose served by PA functions—we propose that these func-
tions can confer legitimacy and therefore directly intensify the connections between 
firms and the polity.

Beside PA functions having a direct impact on political tie intensity, they also 
have moderating influences on the relationships between control constraints, admin-
istrative constraints and political tie intensity. With respect to administrative con-
straints, we propose that the visibility effects of PA functions will have a weakening 
impact on political tie intensity through two mechanisms. First, highly visible firms 
are more socially responsible (Jia and Zhang 2015) because visibility increases 
corporate vulnerability to external scrutiny (Chiu and Sharfman 2011; Meznar and 
Nigh 1995) and leads to a high propensity for firms to become sensitive to social and 
political stakeholders (Brammer and Millington 2006; Saiia et al. 2003). We posit 
that even though administrative constraints provide competitive opportunities that 
can be exploited through political connections (Rajwani and Liedong 2015), high 
visibility and external scrutiny will deter managers from exploiting those opportuni-
ties. Involvement in corrupt practices and unethical behaviour will have more repu-
tation damaging effects on highly visible firms than invisible firms (Udayasankar 
2008; Yu et  al. 2017), and this is expected to reduce managerial commitment or 
desire to use political ties to exploit the potential opportunities created by adminis-
trative constraints.

Second, research shows that highly visible firms are able to resist stakeholder 
pressures, such as the pressure to participate in CSR (Darnall et al. 2010; Yu et al. 
2017). This resistance could be attributed to resource-endowment, legitimacy and 
public goodwill which are often associated with visibility (Yu et al. 2017). Based on 
these prior findings, we argue that high visibility can also help firms to resist pres-
sures to pay bribes, mainly as PA functions offer various channels through which 
firms could make damning extortionist revelations that could damage the reputations 
of corrupt public officials. In other words, high visibility through media relations, 
corporate communications and periodic events could deter public officials from sub-
jecting firms to unnecessary bureaucracy or demand for informal payments, which 
will reduce the negative effects of administrative constraints and consequently 
weaken the need to develop strong political ties.

With respect to control constraints, we advance that PA functions are formal-
ized and integrated into the structures of organizations (Blumentritt 2003). They 



685

1 3

Investment Climate Constraints as Determinants of Political Tie Intensity…

represent an institutionalization of external assessment and engagement (Kobrin 
1982), and thus indicate the extent of corporate commitment to external partici-
pation in social, economic and political issues (Greening and Gray 1994; Schuler 
1996). Firms with dedicated PA functions “can achieve more effective and strate-
gic actions and policies, ultimately serving to advance their competitive advantage” 
(Doh et al. 2014, p. 97). Having already argued that control constraints create oppor-
tunities and threats which can incite managers to develop political ties, we propose 
that PA functions enable firms to formally assess and amplify the opportunities or 
threats they face, which can further intensify their CPA (Lawton et  al. 2013b). In 
this respect, PA functions can support a comprehensive formal evaluation of the 
often-poor institutional conditions in emerging markets, which creates a clearer pic-
ture of the negative effects of control constraints and portrays a stronger need for 
intense political ties. Therefore, we propose the following:

H3a: In an emerging market environment, public affairs functions facilitate 
the intensification of political ties among foreign firms.

H3b: In an emerging market environment, public affairs functions weaken the 
positive impact of administrative constraints on political tie intensity among 
foreign firms.

H3c: In an emerging market environment, public affairs functions strengthen 
the positive impact of control constraints on political tie intensity among for-
eign firms.

3  Methodology

3.1  Empirical Setting

Ghana provides a suitable context for studying a full range of investment constraints. 
Corruption and other administrative obstacles are highly prevalent in the Ghanaian 
society (see Heidenreich et al. 2015). The 2016 Corruption Perception Index (CPI) 
shows that the level of corruption in Ghana has increased over the years, which 
partly explains why an incumbent President, for the first in the country’s history, 
lost the 2016 election. Another recent report by the World Economic Forum ranked 
Ghana 109th out of 138 countries on a global measure of irregular payments and 
bribes made in public contracts and transactions (Schwab 2016). Additionally, regu-
lations in Ghana are not always strictly implemented, leading to arbitrariness which 
creates opportunities for favouritism and cronyism. The State institutions that were 
set up to fight corruption have not been able to reduce the menace. In the past, cor-
ruption mainly followed a traditional model whereby officials demand irregular pay-
ments from firms. In recent times however, the model of corruption has changed. In 
what is termed ‘create-loot-share’ (Essel 2015; Yeboah 2013), public officials and 
politicians now award genuine but inflated contracts to firms. The excess funds are 
then appropriated among the officials and the contracting firms.
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Control constraints are also prevalent in Ghana. Institutional weaknesses in 
emerging countries often create macroeconomic problems (Acemoglu et al. 2003) 
which require drastic policy measures (Grabel 2016). In Ghana, weak macroeco-
nomic fundamentals in 2014 caused the government and the central bank to impose 
foreign exchange controls to stem the free fall of the local currency. In August 2016, 
a bill was introduced to restrict the importation of certain products and commodi-
ties such as cement into the country. Generally, these controls do not favour for-
eign firms. As there is limited scope for the private sector in emerging countries to 
comment on bills or lobby for regulations (Rajwani and Liedong 2015), informal 
political ties are the most likely tactics firms can use to influence government policy, 
exploit or overcome investment climate constraints in Ghana (see Heidenreich et al. 
2015).

3.2  Data

Due to a lack of archival information on political ties in Ghana, the data used for this 
study comes from a survey. We designed a questionnaire which was subjected to a 
rigorous peer review to check the appropriateness of the constructs and measures. 
The questionnaire was then pilot tested to ensure that the questions are valid for 
the Ghanaian business environment (Mesquita and Lazzarini 2008). Consequent of 
the lack of secondary data in Ghana and the rest of Africa (Klingebiel and Stadler 
2015), surveys dominate the management research landscape. The result of this phe-
nomenon is respondent fatigue, organizational disinterest and low response rates. 
Therefore, to maximize response to our survey, we sought endorsements from the 
Ghana Investment Promotion Centre (GIPC) and the Association of Ghana Indus-
tries (AGI). These organizations were strategically chosen to improve the study’s 
credibility. For instance, GIPC, an agency under the Office of the President of 
Ghana, is responsible for promoting private sector development and attracting for-
eign investment into the country.

The data was collected in two stages. In the first stage we sampled 300 firms in 
2014, of which 173 were locally owned (50% or more owned by Ghanaians) and 127 
were foreign-owned (more than 50% owned by foreigners). The firms were selected 
from the membership directory of AGI, Ghana Business Directory and Ghana Club 
100. We collected data from Chief Executive Officers (CEOs), Managing Direc-
tors (MDs) and other senior managers. The respondents worked at their firms for 
an average of 6 years, which suggests they had good knowledge of their organiza-
tions. All the selected firms had operated in Ghana for at least 3 years prior to the 
data collection. This requirement was used because the survey made reference to the 
past 3 years as the time frame for responses (2011, 2012, and 2013), a strategy used 
to reduce biased responses based on one-off positive or negative experiences (Mes-
quita and Lazzarini 2008; White et al. 2015). Due to poor postal services in Ghana, 
the questionnaires were physically delivered to the offices of the firms. After several 
follow-ups, we retrieved questionnaires from 188 firms. Nine were poorly completed 
and unusable. The final sample of 179 firms comprised of 99 locally owned firms 
and 80 foreign firms. We used the data from the foreign firms, technically resulting 
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in a response rate of 62.9% (80/127). The sample consists of firms that operate in 
18 industries, including mining (1.3%), petroleum (20%), pharmaceuticals (5%), and 
manufacturing (7.5%) among others. Descriptively, 56 of the 80 firms had PA func-
tions. This is unsurprising, considering that foreign firms may want to establish rela-
tionships with institutional stakeholders in order to mitigate potential liabilities of 
foreignness. 57% of the respondents were managing directors and CEOs. The rest 
(43%) were general and senior operations managers. In the second stage, we sent out 
surveys in 2015 to the 80 foreign firms, but only 12 firms responded. T tests did not 
reveal significant differences between the responses collected in the first and second 
stages. Consequently, we used the data collected in the first stage.

3.3  Measures and Variables

3.3.1  Dependent Variable

The dependent variable for this study is political tie intensity (α = 0.91). As noted 
earlier, our conceptualization of this variable is theoretically grounded in the works 
of Danis et al. (2010) and White et al. (2015). Defining tie intensity as the extent to 
which managers invest time to nurture and maintain beneficial relationships with 
other stakeholders in the business environment, we followed Guo et al. (2014), Li 
and Zhang (2007) and Xin and Pearce (1996) and developed a three-item scale to 
measure this variable. Respondents were asked to indicate their level of agreement 
with (a) investing in building ties with government officials, (b) spending time deal-
ing with government officials and (c) making efforts to ensure good relations with 
government officials. These were measured on a scale ranging from (1) ‘strongly 
disagree’ to (7) ‘strongly agree’.

3.3.2  Independent Variables

The independent variables are control constraints (α = 0.83) and administrative 
constraints (α = 0.79). These variables were adapted from the measure of invest-
ment climate constraints in the World Bank Enterprise Survey. Control constraints 
was operationalized as the extent to which government direct controls (i.e. foreign 
exchange controls, import and export controls, and price controls) pose obstacles 
to firms’ operations whereas administrative constraints was operationalized as the 
extent to which bureaucracy, bribery, corruption and contract repudiation pose 
obstacles to firms’ operations. Both variables were measured on a scale, ranging 
from (1) ‘strongly disagree’ to (7) ‘strongly agree’.

3.3.3  Moderator Variable/Control Variables

The moderator is PA functions. This variable is defined by a dummy, coded ‘1’ for 
firms that have a public/government affairs function or department and ‘0’ for oth-
erwise. We controlled for other variables that can affect the intensity of political 
ties. Resource-based view theory suggests that successful firms are more likely to be 
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politically active (Hillman et al. 2004; Mitchell et al. 1997; Lux et al. 2011), mainly 
as high performance avails resources and capabilities for political tie development 
and intensification. We therefore controlled for this by including the variable Firm 
Performance (α = 0.94) in our analysis. As firms in Ghana are often reluctant to pro-
vide financial information to researchers (Amoako-Gyampah and Boye 2001), we 
followed Acquaah (2007), Guo et  al. (2014) and Li and Zhang (2007) and asked 
respondents to rate the performance of their firms vis-à-vis their competitors on 
seven items (return on assets, return on equity, return on sales, growth in productiv-
ity, growth in market share, growth in sales and growth in net income) on a scale 
ranging from (1) ‘much worse’ to (7) ‘much better’.

Firm age has been used as a proxy for visibility (Hansen and Mitchell 2000), 
credibility (Hillman et  al. 1999; Hillman 2003), and reputation (Boddewyn and 
Brewer 1994). Longevity can enable firms to develop important relationships with 
stakeholders (Acquaah 2007), build strong constituencies (Keim and Baysinger 
1988) and intensify their political ties. Following previous studies (Hillman 2003; 
Acquaah 2007; Wocke and Moodley 2015), we measured Firm Age as the num-
ber of years the firm has been operational in Ghana. Firm Size is an antecedent of 
CPA (Hillman et  al. 2004; Schuler et  al. 2002a) and a proxy for resource endow-
ment (Boddewyn and Brewer 1994; Hillman and Hitt 1999). The possession of vast 
resources can help firms to intensify their political ties. Following previous studies 
(Peng and Luo 2000; Acquaah 2007; Yiu et al. 2007) and normality tests, firm size 
was operationalized as the logarithm of the number of employees. Highly regulated 
firms have a higher tendency to be politically active, as they have high stakes in 
government actions and inactions (Grier et al. 1994). Following Hadani and Schuler 
(2013), regulation is defined by a dummy, coded ‘1’ for firms operating in highly 
regulated industries (telecommunications, mining, oil and gas, chemicals, pharma-
ceuticals, utilities) and ‘0’ for otherwise.

3.4  Validity and Reliability

It is difficult to totally avoid common method variance (CMV), especially “if 
research probes into difficult waters where data of any kind are scarce such as in 
severely understudied parts of the world (Africa, the Middle East)” (Chang et  al. 
2010, p. 182). Nevertheless, we made attempts to reduce CMV using various tech-
niques. First, we worded the questions carefully to reduce social desirability bias 
associated with political ties. Second, we reverse-phrased some of the questions in 
order to reduce acquiescence bias whereby respondents agree or disagree with state-
ments without scrutiny (Winkler et  al. 1982; Hinkin 1995). Third, we mixed the 
order of the questions so that the dependent and independent variables do not follow 
sequentially. This was intended to make it difficult for respondents to anticipate or 
create variable correlations that can bias their responses (Chang et al. 2010; Wiklund 
and Shepherd 2005). Fourth, we delivered two surveys to two senior managers in 
every sampled firm in order to address single-rater bias (Podsakoff et al. 2003). Only 
four foreign firms returned both questionnaires and we tested inter-rater agreements 
using Cohen’s kappa which showed significant similarity among the managers. This 
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finding suggests that the rest of the data from single respondents is reliable, just as 
previous studies have used single respondents for organizational studies (Peng and 
Luo 2000; Li and Zhang 2007; White et al. 2015). Fifth, we performed the Harman’s 
single factor test by conducting exploratory factor analysis (EFA) to identify the fac-
tor structure of the data. Our analysis revealed five factors which together accounted 
for 78.06% of the variance. The first factor contributed 31.14% of the total variance 
(which is less than even half of the total variance), thus suggesting that a single fac-
tor problem does not affect the data. Sixth, even though it was difficult to obtain sec-
ondary data, we triangulated some of the primary data such as firm age and firm size 
using information from secondary sources such as company websites and reports 
(Liedong and Rajwani 2017). Finally, we included moderation effects in the analy-
ses to reduce the effect of CMV, as complex interactions are not predicted by CMV 
(Chang et  al. 2010). We tested for non-response bias using the approach of Arm-
strong and Overton (1977) whereby we compared early and late-arriving completed 
surveys. T tests revealed no significant difference for any key items or variables, thus 
ruling out the existence of systemic non-response bias.

We also conducted confirmatory factor analyses and found a satisfactory fit. We 
checked discriminant validity by comparing the square root of the average vari-
ance explained (AVE) of each construct with the correlation between the constructs 
(Murray et al. 2005). As the AVE values are larger than the correlations between the 

Table 1  Constructs, measures and reliability

AVE average variance extracted, CR composite reliability

Construct Measurement items Load T value

Political tie intensity
 (AVE = 0.77; CR = 0.91) Spending time dealing with gov’t affairs 0.89 10.40

Investing in building relationships with gov’t officials 0.88 (Fixed)
Maintaining good relationships with gov’t officials 0.87 10.21

Administrative constraints
 (AVE = 0.52; CR = 0.86) Obstacles posed by corruption and bribery 0.91 (Fixed)

Obstacles posed by bureaucracy or red tape 0.72 3.82
Obstacles posed by contract repudiation 0.63 3.52

Control constraints
 (AVE = 0.54; CR = 0.87) Obstacles posed by import and export controls 0.95 (Fixed)

Obstacles posed by currency controls 0.70 3.36
Obstacles posed by price controls 0.66 2.74

Firm performance
 (AVE = 0.71; CR = 0.94) Growth in sales 0.98 15.05

Growth in market share 0.89 (Fixed)
Growth in productivity 0.88 11.7
Growth in net income 0.86 11.07
Return on assets 0.82 10.13
Return on sales 0.78 9.15
Return on equity 0.66 6.95
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constructs, each variable has more internally extracted variance than the variance 
it shares with other variables (Fornell and Larcker 1981), thus indicating satisfac-
tory discriminant validity. High standardized factor loadings of the items on their 
underlying or expected constructs (above 0.50), high AVEs above 0.50, and high 
composite reliabilities above 0.70, as shown in Table  1, demonstrate convergent 
validity (Fornell and Larcker 1981; Hair et al. 1998; Murray et al. 2005). Internal 
consistency was measured for all scales using Cronbach’s alpha. A coefficient of 
0.70 is typically considered adequate (Nunnally 1978). All of our scales have reli-
ability scores above this threshold.

4  Analysis and Results

To establish association between political tie intensity and investment climate con-
straints, we performed hierarchical regression analyses. To ensure that our analysis 
is robust, we ran casewise diagnostics to check the residuals for bias. The results 
show that around 95% of the cases have standardized residuals within the criterion, a 
finding consistent with ordinary samples (Field 2013). We also checked whether any 
cases exert undue influence over the parameters of the Models by analysing Cook’s 
distances (Cook and Weisberg 1982). We found no influential cases. Before creat-
ing our interaction terms, we mean centred the variables (lower-order terms) before 
creating the interactions (higher-order terms) (Aiken and West 1991; Cohen et  al. 
2003).

To further check robustness, we performed bootstrapped regressions using an 
iterated sample of 1000 and estimating a 95% bias corrected and accelerated confi-
dence interval for the coefficients. The significance of the coefficients did not change 
dramatically in the bootstrapped Models, indicating that they are an accurate esti-
mate of the true population (Field 2013). Additionally, we checked for autocorrela-
tion of the residuals of the predictor variables using the Durbin-Watson test (Durbin 
and Watson 1951). The result for all the Models is closer to ‘2’, indicating that serial 
correlation does not affect the robustness of the findings. This approach showed that 
endogeneity from auto-regression or autocorrelation does not affect the findings of 
our study. There were no problems of multicollinearity as the Variance Inflation 
Factors (VIFs) were less than 10 (Bowerman and O’Connell 1990). In fact, the high-
est VIF is 1.71.

Descriptive statistics and the correlation matrix are shown in Table  2. Though 
there are significant correlations between some of the variables, the coefficients are 
not very large to suggest the existence of multicollinearity. The mean value for polit-
ical tie intensity (3.78) exceeds the average value of the scale (i.e. 3.5), indicating 
that there is a high tendency for foreign firms in Ghana to develop political ties. 
Also, a large proportion of these firms have PA functions, obviously to engage with 
institutional actors and gain legitimacy.

Table  3 shows the regression results. In Model 1 where the control variables 
are tested, the findings confirm the significance of resource-based antecedents of 
CPA (Hillman et al. 2004; Lux et al. 2011). Specifically, the results show positive 
associations between firm performance, firm age and political tie intensity, and are 



691

1 3

Investment Climate Constraints as Determinants of Political Tie Intensity…

Ta
bl

e 
2 

 D
es

cr
ip

tiv
e 

st
at

ist
ic

s a
nd

 c
or

re
la

tio
ns

N
 =

 80
; *

**
p <

 0.
01

; *
*p

 <
 0.

05
; *

p <
 0.

1

M
ea

n
SD

Sq
ua

re
 ro

ot
 A

V
E

1
2

3
4

5
6

7
8

V
IF

1
Po

lit
ic

al
 ti

e 
in

te
ns

ity
3.

78
2.

01
0.

88
1.

00
2

A
dm

in
ist

ra
tiv

e 
co

ns
tra

in
ts

2.
99

0.
93

0.
72

−
 0.

15
1.

00
1.

56
3

C
on

tro
l c

on
str

ai
nt

s
2.

96
1.

09
0.

73
0.

57
**

*
0.

18
1.

00
1.

68
4

PA
 fu

nc
tio

ns
0.

7
0.

46
−

 0.
10

−
 0.

22
*

−
 0.

32
**

*
1.

00
1.

71
5

Fi
rm

 p
er

fo
rm

an
ce

4.
83

1.
16

0.
84

0.
47

**
*

−
 0.

10
0.

05
0.

27
**

1.
00

1.
66

6
Fi

rm
 a

ge
20

.8
5

11
.7

0.
32

**
*

0.
12

0.
25

**
0.

02
0.

07
1.

00
1.

13
7

Fi
rm

 si
ze

4.
63

0.
54

0.
12

−
 0.

09
0.

08
0.

10
0.

21
*

0.
01

1.
00

1.
12

8
Re

gu
la

tio
n

0.
33

0.
47

−
 0.

14
0.

31
**

*
0.

08
0.

16
−

 0.
31

**
*

−
 0.

08
−

 0.
11

1.
00

1.
57



692 T. A. Liedong, J. G. Frynas 

1 3

therefore consistent with prior evidence that long existence is a measure of cred-
ibility and a determinant of political activity among foreign firms (Hillman 2003; 
Hillman and Wan 2005). In Ghana where the institutions are weak, long existence 
does not only give foreign firms credibility and legitimacy, but it also enables them 
to learn and understand the political landscape, and thus facilitates the development 
and enhancement of political ties.

In Model 2, we tested hypotheses 1 and 2, which predict that perceptions of 
administrative constraints and control constraints will respectively lead to political 
tie intensification. The results show that, indeed, control constraints incite foreign 
firms to intensify their political ties (b = 1.01; p < 0.01). This finding provides sup-
port for hypothesis 2. However, and counter-intuitively, we found a negative asso-
ciation between administrative constraints and political tie intensity (b = − 0.53; 
p < 0.01), suggesting that exposure to bribery, corruption and other administrative 
voids leads foreign firms to lower the intensity of their political ties. The lack of 
support for hypothesis 2 raises the need for re-considering the political behaviour 
of foreign firms in weak administrative settings. Relatively, control constraints have 
a stronger effect than administrative constraints, suggesting that the net effect of 
institutional constraints (i.e. both control and administrative) on political tie inten-
sity is positive. We noted a significant improvement of the Model statistics when 
the two independent variables were added. Adjusted  R2 increased from 26 to 56%, 

Table 3  Regression results

N = 80; ***p < 0.01; **p < 0.05; *p < 0.1 Two tailed significance tests

Political tie intensity

Model 1 Model 2 Model 3 Model 4 Model 5 Model 6

Control variables
 Firm size 0.09 − 0.14 0.15 − 0.09 − 0.21 − 0.21
 Firm age 0.05*** 0.03** 0.05*** 0.04** 0.04*** 0.04***
 Firm performance 0.78*** 0.73*** 0.94*** 0.83*** 0.76*** 0.78***
 Regulation 0.13 0.17 0.45 0.44 0.31 0.33

Predictor variables
 Administrative constraints 

(AC)
− 0.53*** − 0.60*** − 0.60*** − 0.58***

 Control constraints (CC) 1.01*** 0.91*** 0.76*** 0.76***
Contingency variable
 Public affairs (PA) − 1.19*** − 0.66 − 0.41 − 0.42

Interactions
 AC × PA − 0.06 − 0.11
 CC × PA 0.64* 0.65*

Model stats
 Adjusted  R2 0.26 0.56 0.32 0.57 0.59 0.58
 R2 change 0.30*** 0.30*** 0.06*** 0.00 0.02* 0.02
 Model F 8.00*** 17.86*** 8.44*** 13.85*** 15.04*** 13.20***
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confirming the significant effect of administrative and control constraints on politi-
cal tie intensity.

We introduced the moderator variable, PA functions, in Model 3. Here, the results 
show that PA functions lead to a significant reduction in the intensity of political 
ties (b = −1.19; p < 0.01). This finding contradicts our proposition and hence does 
not support hypothesis 3a, but it gives credence to a substitution effect between PA 
functions and relational CPA. Prior evidence shows that firms with Washington 
offices (equivalent of PA functions) are less likely to send managers to formally tes-
tify before congressional committees since they have constant presence in Washing-
ton to influence decisions (Schuler 1996).

In Models 4 and 5, we incorporated interactions into the analysis. We predicted 
that foreign firms that have PA functions and are also exposed to administrative con-
straints will have weak political ties. The result for the interaction effect is insignifi-
cant (Model 4: b = − 0.06; p > 0.1) and thus warrants no further interpretation. We 
did not find support for hypothesis 3b. However, the interaction between PA func-
tions and control constraints is significant (Model 5: b = 0.64; p < 0.1). Following the 
rules for interpreting the results of interaction variables that have binary lower-order 
terms (Hadani and Schuler 2013; Hardy 1993),1 we studied the coefficient of the 
continuous lower-order variable, Control Constraints, and found that it is signifi-
cant (Model 5: b = 0.76; p < 0.01). Based on Aiken and West (1991), we further per-
formed simple slopes analysis to see the nature of the interaction (Fig. 2). Together, 
the findings provide support for hypothesis 3c.

Fig. 2  Interaction effect—PA function and control constraints

1 When an interaction term is constituted by a continuous variable and a binary variable, coefficients 
on the lower-order continuous term are interpreted as the effect of the continuous variable only and only 
when the variable is 0. The results correspond with the group=0. Hence, PA functions was reverse-coded 
prior to creating the interaction terms.
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5  Discussion and Conclusion

There is a limited understanding of the effects of managerial assessment of insti-
tutional environments on political tie intensity and the influence of the PA func-
tion on CPA among foreign firms, especially in contexts other than US, Europe 
and Asia. We addressed this gap by providing empirical evidence on the ante-
cedents of political tie intensity in Ghana, Sub-Saharan Africa. Drawing on insti-
tutional theory, we proposed that foreign firms which have PA functions and are 
exposed to administrative and control constraints will have stronger political ties. 
We found support for the effect of control constraints, but the other findings are 
counter-intuitive and thus require closer attention.

Our analysis revealed that exposure to administrative constraints weakens politi-
cal tie intensity among foreign firms. This finding does not support our proposition 
that these constraints lead to political tie intensification, mainly as they pose threats 
that need to be neutralized or provide opportunities that could be exploited (Spen-
cer and Gomez 2011). Nevertheless, a few reasons can be tendered to explicate this 
contradiction. First, the Political CSR literature notes that multinational firms play 
an important role in international governance (Frynas and Stephens 2015; Scherer 
and Palazzo 2007). Besides helping to address institutional voids and improve social 
welfare (Scherer and Palazzo 2011), these firms are expected to set best practices for 
the local firms to follow (Rajwani and Liedong 2015). Companies with reputations 
for socially responsible activities may be reluctant to become involved in political 
activities (including even government-sponsored sustainability initiatives) because 
of the perceived risk of later accusations of ‘greenwashing’ and hypocrisy (Kim and 
Lyon 2011). Consequently, it is prudent to expect foreign firms operating in weak 
administrative environments to limit the intensity of their connections to local politi-
cians, since low embeddedness could provide insulation in events of damaging polit-
ical scandals. This is particularly true for foreign firms that focus more on ethics, as 
they have a greater propensity to use arm’s length bargaining to deal with govern-
ment affairs (Luo 2006).

Second, corruption is an additional tax which increases the cost of doing business 
(Cuervo-Cazurra 2016; Fisman and Svensson 2007). Since corruption exists among 
political elites, it is plausible to posit that stronger political ties will not reduce 
firms’ exposure to demands for irregular payments. In fact, due to the greater need 
for funds to finance political campaigns or the stronger desire to amass vast wealth 
to secure lucrative ‘pensions’ after their political careers, politicians in emerging 
countries are more likely to demand larger bribes or donations than bureaucrats who 
experience relatively better job security. This situation is likely to discourage firms 
from developing and using political ties in response to administrative voids.

Third, volatility in the political landscape of emerging countries could pose a 
strong disincentive for foreign firms to strengthen their ties to politicians. Compa-
nies could lose their political ties due to the departure of politicians or political fac-
tions with whom they previously cultivated relations (Darendeli and Hill 2016) and 
due to potential political and regulatory shocks and evolutionary changes that may 
lower the value of a firm’s existing political ties (Siegel 2007). Strong animosity 
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between different political parties in emerging countries, particularly in Africa, can 
lead to discrimination and political witch-hunting. Political witch-hunting occurs 
when firms perceived to have connections to previous regimes are penalized by 
new regimes through contract cancellations, stricter regulations or discrimination. 
Typically, witch-hunting occurs when new regimes look to establish popular legiti-
macy by exposing corruption among prior political elites (Henisz and Zelner 2003). 
Hence, the value of political connections in emerging countries is dynamic (Sun 
et al. 2010), in the sense that useful ties in previous regimes can become liabilities in 
later regimes (Leuz and Oberholzer-Gee 2006). In essence, having ‘wrong friends’ 
at ‘wrong times’ negatively affects firms (Siegel 2007). In Ghana for instance, for-
eign firms decreased their visibility on the political front in the 1960s when signs 
showed that President Nkrumah’s grip on power was untenable (Decker 2011).

When compared, control constraints seem to have a stronger effect than adminis-
trative constraints, but this is quite understandable considering that the two sets of 
constraints have opposing influences on political tie intensity. We advance that there 
is a strong momentum for foreign firms to deploy political strategies when faced 
with institutional obstacles (e.g., Nell et al. 2015; White et al. 2015), as is supported 
by our finding for control constraints. However, because administrative constraints 
reduce political tie intensity and thus represent an opposing force to this strong 
momentum, their effect is not as large as that of control constraints. In other words, 
the tendency for firms exposed to administrative constraints to reduce their political 
connections may exist, but the strength of this tendency is weaker than the strength 
of the tendency to develop political ties in response to control constraints. In sum, 
the net effect is that exposure to investment constraints (i.e. administrative and con-
trol constraints combined) has an overall positive effect on political tie intensity.

Surprisingly, we found that foreign firms with PA functions are less likely to 
have stronger political ties. This result is not only consistent with Schuler (1996) 
who previously showed that firms with Washington offices are less likely to give 
congressional testimonies, but it also suggests that PA functions and political ties 
can be substitutes, not complements, depending on the institutional contingencies. 
Since PA functions cover business-government relations, civil society relations and 
philanthropy, it does appear that developing political ties is unnecessary when PAs 
exist. It is also likely that senior managers delegate the responsibilities and task of 
dealing with government affairs to PA departments.

Altogether, this study contributes to the CPA literature in significant ways. First, 
it adds to our knowledge of the antecedents of political strategies by examining how 
institutional environments in emerging countries affect political tie intensity. Though 
prior studies have covered some institutional determinants of political strategies 
(Hillman and Keim 1995; Hillman 2003; Hillman and Wan 2005; White et al. 2015), 
there is little research on the effect of investment climate constraints on political 
ties. Consequently, strategy scholars have not made adequate attempts to classify 
or disaggregate these constraints in order to investigate their potential differential 
effects on CPA. In our study, we identify two distinct dimensions of investment con-
straints which are common and important in emerging African economies—admin-
istrative and control constraints. Examining them in a common model, our findings 
reveal that these constraints have different effects on the intensity of political ties. 
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Specifically, we found positive and negative effects of control and administrative 
constraints respectively on political tie intensity. This study sheds light on how cor-
ruption and bureaucratic red tape reduce political tie intensity, and shows that not 
all uncertainties or institutional challenges in emerging countries necessarily cause 
firms to develop political connections, contrary to what the CPA literature portrays 
(e.g., Hillman et al. 1999; Kingsley et al. 2012; Lawton et al. 2013a). In that respect, 
this study suggests that political ties could reinforce, not reduce, the negative effects 
of administrative voids on foreign firms.

Second, this study contributes to the nonmarket strategy literature by accounting 
for the often overlooked role of PA functions in international firms. It shows that PA 
functions reduce the intensity of political ties, suggesting that these functions and 
political ties could be substitutes (cf., Schuler 1996). Whereas it is conventional to 
expect formal PA departments to provide support for political tie development by 
making managers visible to the polity (cf. Post et al. 1982; Martin 1995; Doh et al. 
2014), the findings of our study suggest that PA functions might support other types 
of nonmarket activities. At the same time, we find that the interactions between PA 
functions and institutional constraints can greatly vary depending on the type of 
constraint. PA functions may facilitate a comprehensive assessment of the effects of 
control constraints, thus boosting firms’ incentive to develop strong political ties—
in marked contrast to their impact on administrative constraints. These findings open 
up new dimensions for theorizing nonmarket strategy, contributing to recent scholar-
ship that points to the importance of the links between formal organizational struc-
tures and informal social ties (Dieleman and Boddewyn 2012; Barron et al. 2017) 
as well as the substitution effects between different forms of nonmarket activities 
(Lin et al. 2015; Zhang et al. 2016). In sum, this study contributes to an insightful 
understanding of the determinants of CPA in emerging countries by highlighting the 
differential direct and moderated effects of PA functions on political ties.

Finally, this study forays into an empirical blind spot, and thus makes a contex-
tual contribution to both CPA and international business literatures. There is limited 
management, strategy and international business research on Africa (Chang et  al. 
2010; Mellahi and Mol 2015). This does not only limit knowledge and understand-
ing of the effects of real-life phenomena on the management and performance of 
firms in the Africa region, but it also excludes Africa from theory development 
(George et al. 2016). Our focus on the determinants of CPA in Ghana attempts to 
bring Africa into the international business picture. Our counter-intuitive findings 
add insights to the CPA literature.

Despite these contributions, our study has limitations. Founding conditions can 
have imprinting effects on firms’ culture, strategy and organization (e.g., Boeker 
1989a; Marquis 2003; Stinchcombe 1965). In other words, the environment within 
which a firm is founded can leave a lasting legacy on its operations. As institutions 
are a major component of the environment, they are an important source of imprint-
ing (Marquis and Huang 2010) and research shows that institutional and parent firm-
level conditions have an influence on subsidiary political strategy (Hillman and Wan 
2005; Shirodkar and Mohr 2015; Shirodkar et  al. 2017; White et  al. 2015). How-
ever due to data challenges, we could not account for home-country and parent-firm 
imprinting effects. Nonetheless, while we acknowledge these effects, we also note 
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that they may decay over time (Marquis and Tilcsik 2013; Simsek et  al. 2015) or 
become weaker in emerging countries where change is rapid (Han et al. 2014). The 
institutionally-voided and challenging nature of emerging countries can lead to poor 
subsidiary performance, which could further culminate in imprint decay (Boeker 
1989b). In fact, through the process of shock-imprinting (Dieleman 2010), the dif-
ficulties experienced by foreign firms in emerging markets could result in the devel-
opment of new strategic trajectories which may be different from those of the parent 
firm. With respect to CPA, foreign firms in emerging markets mainly deploy con-
text-fitting political tactics (Zhang et al. 2016), even if they differ from those used 
in their home markets. Generally, because countries have different institutional char-
acteristics, subsidiary political strategies are likely to differ from those of the parent 
firm or other subsidiaries in the MNE (Hillman and Keim 1995) due to host-country 
conditions (Wan and Hillman 2006). We argue that in challenging markets such 
as Ghana, it is the local institutional conditions—rather than imprinting effects—
which have a major influence on foreign firms’ political strategy. Future research can 
explore in which institutional contexts imprinting effects are weaker or stronger.

Survey-based studies are potentially prone to measurement errors and related 
endogeneity effects. Additionally, this is a single-country study; hence caution 
should be exercised when generalizing the findings. These limitations also open up 
avenues for future research. First, we encourage nonmarket strategy researchers to 
use larger samples to explore the connections between PA functions, political ties 
and other political strategies. This line of research will help to ascertain whether PA 
functions are complements or substitutes for CPA. We also encourage future stud-
ies to explore why foreign firms in weak administrative environments are less likely 
to have strong political ties. In this respect, it will be useful for researchers to not 
only investigate inter alia whether politicians demand more bribes than bureaucrats, 
but to also compare the effect of administrative constraints on political tie intensity 
versus bureaucratic tie intensity. It would also be insightful for future research to 
explore the role of managerial personal imperatives and characteristics on political 
tie development. Further, future studies could explore the conditions under which 
PA functions replace political ties or moderate other variables to strengthen polit-
ical ties. Despite these limitations, our study enhances our understanding of how 
institutional conditions affect the political behaviour of foreign firms in Sub-Saharan 
Africa, and sheds light on the interesting intersection between CPA, organizational 
structure and international business.
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