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Abstract. 
International construction projects are plagued with political risk, and international construction enterprises (ICEs) must manage this risk to survive. However, little attention has been devoted to political risk management strategies in international construction projects. To fill this research gap, a total of 27 possible strategies were identified through a comprehensive literature review and validated by a pilot survey with 10 international experts. Appraisals of these 27 strategies by relevant professionals were collected using questionnaires, 155 of which were returned. Exploratory factor analysis was conducted to explore the interrelationships among these 27 strategies. The results show that all of the 27 strategies are important for political risk management in international construction projects. Moreover, these 27 strategies were clustered into six components, namely, (1) making correct decisions, (2) conducting favorable negotiations, (3) completing full preparations, (4) shaping a good environment, (5) reducing unnecessary mistakes, and (6) obtaining a reasonable response. The 6 components can be regarded as 6 typical management techniques that contribute to political risk management in the preproject phase, project implementation phase, and postevent phases. The findings may help practitioners gain an in-depth understanding of political risk management strategies in international construction projects and provide a useful reference for ICEs to manage political risks when venturing outside their home countries.



1. Introduction
With the rapid development of economic globalization, the global construction market has thrived in the past decade [1]. Moreover, the large market for construction in Asia, Africa, and Latin America will create widespread prosperity and opportunities for international construction enterprises (ICEs). By taking advantage of these opportunities, increasing numbers of international contractors will expand into the international construction market [2].
However, opportunities are always accompanied by risks, and ICEs will be exposed to new risks when venturing outside their home countries [3, 4]. ICEs have witnessed a dramatic increase in political risks around the world, such as the credit crises in Greece, Venezuela, and Congo; the wars in southern Sudan, Syria, Afghanistan, and Libya; the terrorist attacks in Europe, the Middle East, Central Asia, and South Asia; and the coups in Niger, Thailand, and Honduras [2, 4, 5]. These risks had a very large negative impact on the global market and resulted in great losses for ICEs.
Given the increasingly complex business environment, political risks should not be ignored by ICEs when they approach global markets [2, 6, 7]. Political risk in international construction projects refers to uncertainty related to political events (e.g., political violence, regime changes, coups, revolutions, breaches of contract, terrorist attacks, and wars) and to arbitrary or discriminatory actions (e.g., expropriation, unfair compensation, foreign exchange restrictions, unlawful interference, capital restrictions, corruption, and labor restrictions) by host governments or political groups that may have negative impacts on ICEs [6]. Compared with the nonsystematic risks (e.g., technical risk, quality risk, procurement risk, and financial risk) of construction projects, political risk is more complex, unpredictable, and devastating and is usually outside the scope of normal project activities [2].
Much of the extant literature has focused on political risks in international general business [8, 9] but has paid less attention to political risks in international construction projects. In most cases, political risk management is practiced only as a part of risk management at the project level in construction projects. However, project-level political risks can also affect enterprises’ objectives (e.g., financial, reputation, stability, survival, development, and strategic decisions) [10]. Implementation of political risk management only at the project level has some drawbacks: (1) lack of a comprehensive understanding of political risks; (2) overemphasis on short-term project goals and less consideration of corporate strategic objectives; (3) constraints because of limited resources or inappropriate resource allocation among projects; and (4) lack of accumulation and sharing of risk management experience. Therefore, risk management only at the project level no longer seems to be sufficient to help ICEs to address political risks in the global market [11].
Hence, political risk management in international construction projects should be conducted jointly at both the project and firm levels by considering the various types of risk and linking risk management strategies to the enterprise’s objectives. Successful political risk management should be based on sufficient resources and information as important components of the decision-making process are continually improved and enhanced [12]. At the firm level, political risks can be treated as part of the entire risk portfolio of an enterprise and can be addressed across multiple business areas [13, 14]. Implementation of political risk management at the firm level can lead to better coordination and consolidation of the resources and goals of the enterprise, which is more conducive to the long-term stability and development of ICEs [15].
This study focuses on the political risk inherent in international construction projects and aims at identifying the strategies available for ICEs to manage political risk. The specific objectives of this study are to (1) identify possible risk management strategies that can address political risks in international construction projects, (2) evaluate the importance of the strategies, and (3) explore the interrelationships among those strategies and their practical applications in international construction projects.
Because less attention has been devoted to political risk management in international construction projects, this paper can enrich the understanding of risk management in the field of international construction. Furthermore, this study may help practitioners clearly understand political risk management strategies in international construction projects and provide guidance for ICEs regarding how to address political risk when venturing outside their home countries.
2. Literature Review
Political risk management has been a popular topic in the field of international business (e.g., foreign direct investment, trade in goods, and international joint ventures). Several strategies have been proposed to address political risks, such as investing only in safe environments, increasing the required return, adapting to particular business environment conditions, sharing risks with other firms [8], improving relative bargaining power [9], transferring risks to an insurance company [16], reducing vulnerabilities [17], spreading risk by investing in several countries, enhancing the core competitiveness [18], and implementing localization and involvement strategies [1, 19].
Previous studies regarding risk management in construction projects have covered a wide variety of areas, such as overall risk management [20], safety risk management [21], financial risk management [22], quality risk management [23], risk assessment [24], advanced technology-driven risk management [25], and risk management in public-private partnerships [26, 27]. However, less attention has been devoted to political risk management in international construction projects. In some studies, political risk was mentioned only as a subset of external risks [28, 29].
Several studies have been conducted to identify political risk events [2, 30] and political risk factors [5, 6, 31] in international construction projects. Although these studies can help international contractors gain a better understanding of political risks in international construction projects, they provide less guidance regarding how to manage political risk. It is obvious that knowledge and experiences associated with political risk management should be extended to the international construction business by considering overall political risk management strategies throughout the life of projects and the interrelation between the project and firm levels.
3. Methods
3.1. Strategy Identification and Survey
Based on an overview of the literature on political risk and risk management, a total of 27 possible risk management strategies were identified and were coded as S01 to S27 (Table 1).
Table 1: Political risk management strategies.
	

	Strategy	Reference
	[8]	[3]	[32]	[5]	[52]	[33]	[2]	[8]	[34]
	

	S01: making a higher tender offer	X	—	—	—	—	—	—	X	—
	S02: conducting market research	X	X	—	X	X	—	X	X	—
	S03: buying risk insurance	X	—	—	X	X	—	X	—	X
	S04: adopting optimal contracts	—	—	X	—	—	X	—	—	X
	S05: implementing a localization strategy	X	X	—	X	—	—	X	—	X
	S06: avoiding misconduct	X	X	—	X	—	—	X	—	X
	S07: adopting closed management of the construction site	X	—	—	X	X	—	X	X	—
	S08: supporting environmental protection	X	—	—	—	—	—	—	—	—
	S09: abiding by the traditional local culture	X	X	—	X	—	—	—	—	—
	S10: making contingency plans	X	—	—	—	X	—	X	X	X
	S11: obtaining the corresponding guarantee	—	—	—	X	—	X	X	—	X
	S12: implementing an emergency plan	X	—	—	—	X	—	X	X	X
	S13: forming joint ventures with local contractors	X	—	X	X	—	—	—	—	X
	S14: conducting a postresponse assessment	X	—	—	—	X	—	X	—	—
	S15: sending staff to training programs	X	—	—	—	—	—	—	—	X
	S16: settling disputes through renegotiation	—	—	X	X	—	—	—	—	X
	S17: choosing suitable projects	—	—	—	X	—	X	—	—	X
	S18: building proper relations with host governments	—	X	X	X	—	—	X	—	—
	S19: maintaining good relations with powerful groups	—	X	X	X	—	X	X	—	X
	S20: creating links with local business	X	X	X	X	—	X	X	—	X
	S21: changing the operation strategies	—	—	X	—	—	X	X	X	—
	S22: controlling core and critical technology	—	X	—	—	—	X	—	X	X
	S23: choosing a suitable entry mode	X	—	—	X	—	X	X	X	X
	S24: employing capable local partners	X	X	X	X	—	X	—	—	X
	S25: building up reputation	X	—	—	X	—	—	X	—	—
	S26: allocating extra funds	—	—	X	—	X	—	X	—	—
	S27: maintaining good relations with the public	—	X	X	—	—	X	X	—	X
	



A pilot survey was performed with 10 experts to verify the comprehensiveness of the preliminary strategies. These experts included (1) four professors (one each from Australia, Hong Kong, Singapore, and South Africa) engaged in research on business management and risk management, (2) two professors (one each from the United States and China) engaged in research on project management, and (3) four senior managers (one each from China Communications Construction Group Limited, Power Construction Corporation of China, China State Construction Engineering Corporation, and China Railway Group Limited). All the 10 experts had more than 20 years of work experience in their field. In their suggestion, no strategies were added or deleted; instead, descriptions of some strategies were added to ensure accuracy in understanding and to avoid ambiguity. For example, “S01, making a higher tender offer” refers to the premium for the retained political risks of an ICE.
The pilot survey was used to develop a structured questionnaire that comprised three sections: (1) a brief introduction of political risk and a description of some strategies; (2) questions to profile the company, work experience, title, and location of the respondents; and (3) questions to evaluate the importance of the 27 strategies using a five-point Likert scale where 5 = very high, 4 = high, 3 = medium, 2 = low, and 1 = very low.
Then, a list of selected experts was developed, and they included (1) 300 international academics who focus on related studies—their personal information was collected from their publications—and (2) 500 practitioners with extensive experience in international project management—drawn from 50 Chinese construction enterprises that were selected from the 2016 top 250 international contractors according to Engineering News-Record (ENR). The contact information of the 500 practitioners was collected from the Chinese construction management research sector, alumni associations, and the websites of their enterprises.
From March to May 2017, the questionnaire was disseminated to these experts and a total of 158 responses were returned, of which three were incomplete or inappropriately filled out. The valid 155 responses represent a response rate of 19%. As indicated in Table 2, among the 155 respondents, 56 were from academia and 99 were from industry. All the respondents had over 5 years’ work experience, and 52% had over 10 years’ work experience in industry or academia. Of the 56 academics, 28 were from China (including Hong Kong and Macao), and another 28 were from overseas. Among the 99 practitioners, 38, 26, 9, 5, 8, and 5 were from the divisions of Chinese construction enterprises in Asia (not including China), Africa, Europe, North America, South America, and Australia, respectively. Moreover, all practitioners had experienced political risk in the overseas construction market.
Table 2: Profile of the respondents.
	

	Characteristic	Categorization	Academia ()	Practitioner ()	Overall ()
		%		%		%
	

	Work experience	Over 20 years	8	14	10	10	18	12
	16–20 years	15	27	12	12	27	17
	11–15 years	17	30	28	28	45	29
	5–10 years	16	29	49	49	65	42
	

	Title	Professor	22	39	—	—	22	14
	Associate professor	19	34	—	—	19	12
	Assistant professor/lecturer	15	27	—	—	15	10
	Senior manager	—	—	29	29	29	19
	Department manager	—	—	28	28	28	18
	Project manager	—	—	42	42	42	27
	

	Location	China	28	50	8	8	36	23
	Asia (excl. China)	14	25	38	38	52	34
	Africa	2	4	26	26	28	18
	Europe	5	9	9	9	14	9
	North America	4	7	5	5	9	6
	South America	0	0	8	8	8	5
	Australia	3	5	5	5	8	5
	



3.2. Exploratory Factor Analysis
The exploratory factor analysis has proven to be very useful for identifying the potential relationships between several sets of data and has frequently been employed in studies related to construction management [11, 31, 35]. The exploratory factor analysis is often used to create theories in a new research area, such as components, correlations, and relative weightings of a list of variables [36].
A sample with 5-point Likert scale data used in exploratory factor analysis should meet two conditions: (1) the size of the valid sample must be greater than 100 or five times the number of items [37] and (2) the data for the sample must satisfy the recommended alpha reliability test, Bartlett’s test of sphericity, and the Kaiser–Meyer–Olkin (KMO) test of sampling adequacy [31].
In this study, the number of valid questionnaires is 155, Cronbach’s alpha coefficient is 0.932 (>0.700, F statistic = 17.382, significance level = 0.000), the KMO index is 0.878 (≥0.500), and Bartlett’s test of sphericity (χ2 = 1497.243, df = 205, significance level = 0.000) is significant (), indicating that these data are suitable for the exploratory factor analysis [38–40]. The factor analysis of the 27 political risk management strategies was performed using the principal component analysis and varimax rotation methods implemented using SPSS 22.0 software. The number of components was determined by successively using latent root criteria (eigenvalues > 1.000) [41]. As suggested by Malhotra, the cumulative variance of the produced components should be greater than 60.000%. To increase the correlation between strategies and components, the qualified strategies in each component should have a factor loading ≥0.500 [42]. The internal consistency of the components should satisfy two conditions: Cronbach’s alpha of each component ≥0.700 [38] and the item-to-total correlation of each retained measure ≥0.400 [43].
4. Results
4.1. Results of the Questionnaire Survey
Table 3 presents the evaluation results of the 27 political management strategies. The average values of the 27 strategies range from 3.27 (S21, changing the strategies) to 4.40 (S17, choosing suitable projects). All of them were significantly greater than 3 at the  level (two tailed) in the one-sample t-test, indicating that the 27 strategies had significant importance in managing political risk in international construction projects. The five most important strategies were (1) choosing suitable projects (S17, average value 4.40), (2) building proper relations with host governments (S18, average value 4.30), (3) conducting market research (S02, average value 4.29), (4) avoiding misconduct (S06, average value 4.26), and (5) choosing a suitable entry mode (S23, average value 4.22). The  values of the 27 strategies were greater than 0.05 in the independent-sample t-test. Therefore, there were no significant differences in the average values of the strategies between scholars and practitioners.
Table 3: Ranking of the political risk management strategies.
	

	Strategy	Academia	Industry	 value	Overall
	Mean	Rank	Mean	Rank	Mean	Rank	 value
	

	S01: making a higher tender offer	3.99	11	4.00	11	0.906	4.00	11	<0.001a
	S02: conducting market research	4.45	3	4.20	5	0.282	4.29	3	<0.001a
	S03: buying risk insurance	4.03	10	4.06	9	0.697	4.05	10	<0.001a
	S04: adopting optimal contracts	4.12	6	4.23	3	0.261	4.19	6	<0.001a
	S05: implementing a localization strategy	4.42	4	4.06	10	0.197	4.19	7	<0.001a
	S06: avoiding misconduct	4.45	2	4.15	6	0.089	4.26	4	<0.001a
	S07: adopting closed management of the construction site	3.41	22	3.85	12	0.537	3.69	18	<0.001a
	S08: supporting environmental protection	3.75	14	3.82	15	0.831	3.80	14	<0.001a
	S09: abiding by the traditional local culture	3.90	13	3.81	16	0.863	3.84	13	<0.001a
	S10: making contingency plans	4.10	9	4.09	8	0.606	4.09	9	<0.001a
	S11: obtaining the corresponding guarantee	3.98	12	4.22	4	0.401	4.14	8	<0.001a
	S12: implementing an emergency plan	3.18	26	3.55	23	0.244	3.42	24	<0.001a
	S13: forming joint ventures with local contractors	3.58	16	3.77	18	0.182	3.70	17	<0.001a
	S14: conducting a postresponse assessment	3.16	27	3.41	26	0.537	3.32	26	<0.001a
	S15: sending staff to training programs	3.43	20	3.62	21	0.628	3.55	21	<0.001a
	S16: settling disputes through renegotiation	3.28	25	3.43	25	0.617	3.38	25	<0.001a
	S17: choosing suitable projects	4.54	1	4.32	2	0.439	4.40	1	<0.001a
	S18: building proper relations with host governments	4.12	7	4.42	1	0.223	4.31	2	<0.001a
	S19: maintaining good relations with powerful groups	3.52	17	3.85	13	0.537	3.73	15	<0.001a
	S20: creating links with local business	3.43	21	3.70	19	0.377	3.60	20	<0.001a
	S21: changing the operation strategies	3.36	24	3.22	27	0.236	3.27	27	<0.001a
	S22: controlling core and critical technology	4.10	8	3.80	17	0.301	3.91	12	<0.001a
	S23: choosing a suitable entry mode	4.37	5	4.14	7	0.439	4.22	5	<0.001a
	S24: employing capable local partners	3.66	15	3.66	20	0.725	3.66	19	<0.001a
	S25: building up reputation	3.47	19	3.47	24	0.912	3.47	23	<0.001a
	S26: allocating extra funds	3.39	23	3.59	22	0.275	3.52	22	<0.001a
	S27: maintaining good relations with the public	3.49	18	3.83	14	0.137	3.71	16	<0.001a
	


Note. aOne-sample t-test result is significant (test value = 3) at the  significance level (two tailed).


4.2. Results of Exploratory Factor Analysis
As illustrated in Table 4, a total of six components with eigenvalues greater than 1.000 were explored. The cumulative variance of the six components was 61.208%, thus exceeding 60.000%. The 27 strategies were divided into the six components according to their loading on each component of more than 0.500. Although the loading of strategy “S13 forming joint venture with local contractors” in the first component was 0.521, it was still removed from subsequent analyses due to the low value of its communality (0.399 < 0.500) and item-to-total correlations (0.301 < 0.400). After the adjustment, Cronbach’s alpha coefficient of the first component and the communalities of the remaining six strategies in the first component increased. Cronbach’s alpha coefficients of the six components ranged from 0.743 to 0.857, and the item-to-total correlations of the remaining 26 strategies ranged from 0.478 to 0.653; thus, the model is reliable.
Table 4: Results of the exploratory factor analysis.
	

	Strategy	Communality	Item-to-total correlation	Component
	1	2	3	4	5	6
	

	S23	0.640	0.590	0.676	—	—	—	—	—
	S05	0.530	0.490	0.653	—	—	—	—	—
	S17	0.575	0.572	0.617	—	—	—	—	—
	S22	0.632	0.585	0.598	—	—	—	—	—
	S18	0.565	0.482	0.541	—	—	—	—	—
	S02	0.652	0.511	0.509	—	—	—	—	—
	S06	0.730	0.579	—	0.683	—	—	—	—
	S07	0.648	0.497	—	0.667	—	—	—	—
	S24	0.667	0.612	—	0.617	—	—	—	—
	S08	0.543	0.515	—	0.595	—	—	—	—
	S09	0.621	0.611	—	0.509	—	—	—	—
	S15	0.742	0.592	—	—	0.739	—	—	—
	S26	0.679	0.516	—	—	0.670	—	—	—
	S03	0.512	0.527	—	—	0.525	—	—	—
	S10	0.479	0.542	—	—	0.507	—	—	—
	S27	0.532	0.621	—	—	—	0.682	—	—
	S25	0.697	0.629	—	—	—	0.672	—	—
	S20	0.632	0.637	—	—	—	0.586	—	—
	S19	0.581	0.589	—	—	—	0.547	—	—
	S04	0.561	0.478	—	—	—	—	0.663	—
	S01	0.548	0.551	—	—	—	—	0.567	—
	S11	0.629	0.557	—	—	—	—	0.550	—
	S16	0.611	0.538	—	—	—	—	—	0.631
	S12	0.710	0.539	—	—	—	—	—	0.618
	S21	0.579	0.571	—	—	—	—	—	0.522
	S14	0.576	0.653	—	—	—	—	—	0. 502
	Cronbach’s alpha	0.857	0.832	0.811	0.767	0.743	0.758
	Eigenvalues	6.483	2.867	2.310	1.451	1.162	1.100
	Variance (%)	15.233	13.587	11.155	10.817	9.265	8.150
	Cumulative variance (%)	15.233	28.820	39.975	50.793	60.058	68.208
	


Note. Only loadings of 0.500 or above are shown. Extraction method: principal component analysis. Rotation method: varimax with Kaiser normalization. Rotation converged in 10 iterations.


4.3. Results of the Validity Test
The Pearson correlation analysis (2 tailed) was applied to check the validity of the results of the exploratory factor analysis. The strategies clustered into a component should be significantly correlated [44]. The results revealed that for each component all the strategies were correlated with the others, and thus, the strategies can explain political risk management in that dimension. Due to space limitations, only the correlations between strategies in the first component are presented in Table 5.
Table 5: Pearson correlations for component one.
	

	 	S23	S05	S17	S22	S18	S02
	

	S23	1.000	0.602b	0.477b	0.467b	0.564b	0.581b
	S05	—	1.000	0.388a	0.491b	0.413b	0.432b
	S17	—	—	1.000	0.306b	0.625b	0.589b
	S22	—	—	—	1.000	0.427a	0.371b
	S18	—	—	—	—	1.000	0.689b
	S02	—	—	—	—	—	1.000
	


aCorrelation is significant at the  level (2 tailed). bCorrelation is significant at the  level (2 tailed).


5. Discussion
5.1. Connotation of the Components
The connotation of each component is determined by the commonalities of the remaining measures it contains. On the basis of project management, risk management, and strategic management theories, the 6 components were renamed as follows: (1) making correct decisions (C1), (2) reducing unnecessary mistakes (C2), (3) completing full preparations (C3), (4) shaping a good environment (C4), (5) conducting favorable negotiations (C5), and (6) obtaining a reasonable response (C6).
As shown in Figure 1, the six components may be divided into two dimensions of political risk management. Making correct decisions (C1), reducing unnecessary mistakes (C2), and obtaining a reasonable response (C6) are the components related to the reduction of risk exposure. When an ICE has a lower risk exposure, it has a lower risk level. In contrast, completing full preparations (C3), shaping a good environment (C4), and conducting favorable negotiations (C5) are the components associated with the promotion of risk response capability. A higher risk response capability indicates that an ICE has higher viability in an uncertain environment and is less likely to suffer damage arising from political risk. The components in the exposure reduction and capability promotion dimensions accounted for 38.975% and 29.233% of the total variance, respectively, thus indicating the leading role of reducing risk exposure and the supplementary role of improving risk response capability in political risk management in international projects.


	
		
	
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
	
	
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
	
	
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
	
	
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
	
	
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
	
	
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
	
	
		
	
		
	
		
	
		
		
		
		
		
		
		
		
		
	
	
		
		
		
		
		
		
		
		
	
	
		
		
		
		
		
		
		
	
	
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
	
	
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
	

Figure 1: Characteristics of the components.


In addition, the six components may be divided into groups with proactive, moderate, and passive characteristics. First, the components with a proactive characteristic (C1 and C4, which accounted for 26.040% of the total variance) are those utilized when making decisions or adapting to the local environment. Second, the components with a moderate characteristic (C2 and C3, which accounted for 24.742% of the total variance) are those applicable to a specific market or environment without specific risks. Third, the components with a passive characteristic (C6 and C5, which accounted for 19.420% of the total variance) are those related to specific risks. Compared to the passive strategies, the proactive and moderate strategies occupy more important positions in political risk management. In addition, ICEs are more likely to be resilient to political risks in the global market if they perform well with regard to the proactive strategies.
5.2. Application of the Components
As shown in Figure 2, the six components can be regarded as typical management techniques that contribute to political risk management in three different phases: the preproject phase, project implementation phase, and postevent phases. In the preproject phase, the premanagement techniques (C1, C5, and C3, which accounted for 39.975% of the total variance) can provide guidance for ICEs to avoid or transfer unacceptable risks and imply a higher offer for retained risks. In the project implementation phase, the interim management techniques (C4 and C2, which accounted for 24.404% of the total variance) can help ICEs adapt to the particular environmental conditions of the host country and reduce the probability and potential impacts of risks. In the postevent phase, the postmanagement techniques (C6, 10.155% of the total variance) can help ICEs relieve the actual impacts of political risk and accumulate experience in political risk management.


	
		
	
		
	
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
	
	
		
	
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
	
	
		
	
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
	
	
		
	
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
	
	
		
	
		
		
		
		
		
		
		
		
		
		
		
		
		
		
	
	
		
	
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
	
	
		
	
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
	
	
		
	
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
	
	
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
	
	
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
	
	
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
	
	
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
	
	
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
	
	
		
			
			
			
		
	
	
		
			
			
			
			
		
	
	
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
	
	
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
		
	
	
		
			
			
			
		
	
	
		
			
			
			
			
		
	
	
		
			
			
			
			
			
		
	
	
		
			
				
			
				
			
		
	
	
		
			
				
			
				
			
		
	



Figure 2: Application of the components.


5.2.1. Making Correct Decisions (C1)
This component explained the largest percentage of the total variance (15.233%) and contains six strategies: (1) conducting market research (S02), (2) choosing a suitable entry mode (S23), (3) choosing suitable projects (S17), (4) building proper relations with host governments (S18), (5) implementing a localization strategy (S05), and (6) controlling core and critical technology (S22). The average values of these six strategies (4.29, 4.21, 4.40, 4.31, 4.19, and 3.91, resp.) were relatively high, ranking 3rd, 5th, 1st, 2nd, 7th, and 12th, respectively, among the 27 strategies. All of them are strongly associated with decision-making activities, which can be observed as the most important part of political risk management.
Market research is a basic task for ICEs before they enter a country or contract a new project [3, 8]. Information about the target market can be obtained from the websites or reports of international organizations (e.g., The World Bank, International Monetary Fund, and World Trade Organization), nongovernmental organizations (e.g., industry associations, commercial banks, and insurance companies), and government agencies (e.g., ministries of construction, ministries of commerce, and foreign ministries) in the host and home countries. Based on a clear understanding of market conditions, ICEs can identify potential political events and their probabilities by using risk assessment. The results of market research and risk assessment can be used as evidence for decision making [45, 46]. In a high-risk country, ICEs should choose a flexible entry mode (e.g., sole-venture projects and joint-venture projects with short durations) to reduce their exposure to environmental fluctuations [6]. However, in a low-risk country, ICEs can choose a permanent entry mode (e.g., a sole-venture company, a joint-venture company, and branch offices) [6, 47] to seek further development and higher profits. In choosing projects, ICEs should select those that are suited to their capacities, fit their interests, and utilize their own expertise. In addition, if ICEs choose a project greatly desired by the host governments and the local population, a good operating environment will be established, and less political risk will exist [3]. The relationship between ICEs and host governments is a very important factor that has great potential influence on political risk management [4, 48]. In a politically stable country, ICEs that have a good relationship with host governments can obtain more support and benefits, such as convenient approval procedures, less government intervention, smooth information and communication channels, and sufficient government guarantees. In contrast, in politically unstable countries, a low-involvement strategy with host governments is a better choice and can help ICEs avoid becoming involved in political struggles. Localization is a common strategy in international business and can help ICEs integrate into the host society [6]. ICEs with a high level of localization will be free from discrimination and opposition [7, 49]. ICEs are paying increasing attention to the control of core and critical technologies because the impact of technology on competition between ICEs is increasingly fierce. Moreover, ICEs with core and critical technologies will have an important position and a stronger voice in negotiations with host governments and experience less government interference in the project implementation phase [6, 50].
5.2.2. Conducting Favorable Negotiations (C5)
Three strategies are assigned to this component and account for 9.265% of the total variance: (1) adopting optimal contracts (S04), (2) making a higher tender offer (S01), and (3) obtaining the corresponding guarantee (S11). All of these strategies are strongly related to bidding and contract activities during the early stages of a project.
In the business negotiation stage, the first important issue for ICEs is to select internationally accepted standard contracts and exclude contractual clauses and conditions that are not practiced locally [32, 34]. The contract clauses, such as payment terms, liability for a breach of the terms of the dispute resolution clause, intellectual property clauses, force majeure clauses, and confidentiality provisions should be drafted properly since they are the foundation for the execution of the transaction and the settlement of disputes. When a political risk event occurs, the risk premium can potentially compensate for an ICE’s losses. Therefore, if ICEs must confront and retain some risks, an increase in the required return can be provided by making a higher tender offer to protect themselves against those risks [33]. Two common methods are used to increase the tender offer: appropriately increasing the price of materials and using adjustment coefficients. Of course, raising the tender offer cannot make up for all the potential losses, and if the price is too high, the probability of winning the bid will decrease [51]. International guarantee regulations are an efficacious remedy for defects in local remedies, international arbitration, and diplomatic protection [52]. ICEs should try their best to come to an agreement with the host government to obtain the proper guarantees to help them restrict improper behaviors by the host government [46, 33], obtain compensation in a timely manner, and avoid increased losses.
5.2.3. Completing Full Preparations (C3)
This component explained 11.155% of the total variance and contained four strategies: (1) making contingency plans (S10), (2) sending staff to training programs (S15), (3) allocating extra funds (S26), and (4) purchasing risk insurance (S03), ranking 9th, 21st, 22nd, and 10th, respectively, among the 27 strategies. The four strategies are related to the preparations for risk response and should be performed before the commencement of construction works.
It is sensible for ICEs to have a written contingency plan for potential political risk to protect their own interests and safety [46, 53]. The content of a contingency plan should include (1) risk prediction and analysis, (2) a dispute settlement mechanism, (3) action roles and responsibilities, (4) equipment and tools, and (5) steps and strategies. The cases in Yemen and Libya demonstrate that a good evacuation plan can effectively protect the safety of international contractors, even during a war. Additionally, appropriate training programs (e.g., antigraft, safety, and self-protection programs) should be provided for employees in accordance with the company’s code of conduct and safety policies and procedures. Political risk management should be supported by allocating extra funds [32], which can enhance the flexibility of ICEs in an uncertain environment. An increasing number of multinational enterprises are willing to buy political risk insurance, which is considered an important measure to manage political risks. Political risk insurance can reduce the uninsured losses caused by various types of political risk, such as war, internal conflict, transfer restrictions, repudiation of debt, and expropriation [16]. In some cases, political risk is also used as a bargaining chip for companies to secure long-term loans and settle disputes with governments [54]. Political risk insurance can be purchased from three types of providers: (1) public providers such as the African Trade Insurance Agency and the Asian Development Bank, (2) private providers such as the insurance centers in London and the United States, and (3) reinsurers such as Hannover Re (Germany) and the China Export and Credit Insurance Corporation.
5.2.4. Shaping a Good Environment (C4)
This component was responsible for 10.817% of the total variance and included four strategies: (1) maintaining good relations with powerful groups (S19), (2) maintaining good relations with the public (S27), (3) linking with local businesses (S20), and (4) building a reputation (S25). These four strategies can help enterprises create a good operating environment in a foreign land.
ICEs should maintain good relations with powerful groups (e.g., the media, labor unions, business coalitions, industry associations, consumer associations, and environmental protection groups) in host countries [3]. Not only are powerful groups important influencers in policy making, but they also play significant roles in the economic and social environment [46]. Good relations with powerful local groups are very helpful for ICEs in terms of obtaining the necessary resources and reducing interference. For example, ICEs can obtain useful market and policy information through partnerships with industry associations and business coalitions [55], but they may suffer from extra checks from labor unions because of disputes with local workers [56]. It is well known that opposition to international construction projects is often initiated by the local public [32]. Therefore, maintaining good relations with the public is beneficial for ICEs in terms of avoiding unnecessary trouble. Linking with local businesses, such as choosing well-connected local business partners or strengthening cooperation with local enterprises, can help ICEs reduce their image as foreigners [46] and therefore reduce their probability of becoming involved in micropolitical processes [8, 49]. Corporate reputation refers to the extent to which an enterprise garners public trust and praise and the extent to which an enterprise influences the public [57]. Corporate reputation represents the sum of a multinational enterprise’s ability to obtain social recognition, resources, opportunities, and support and to achieve value creation in the host country. A good reputation can allow ICEs to respond quickly to a crisis and enhance their ability to resist risk. Building a corporate reputation is a long-term process, and hence, ICEs must make unremitting efforts (e.g., taking into account the interests of the local public, participating in local public welfare activities, and cultivating a good image via marketing efforts) to create a good reputation [58, 59].
5.2.5. Reducing Unnecessary Mistakes (C2)
This component accounted for 13.587% of the total variance and consisted of five strategies: (1) avoiding misconduct (S06), (2) employing capable local partners (S24), (3) supporting environmental protection (S08), (4) abiding by the local culture (S09), and (5) adopting closed management of the construction site (S07). The strategies in this component are strongly related to the policy of reducing ICEs’ unnecessary mistakes in their operations.
Many cases have shown that political risk is closely linked to misconduct (e.g., bribery, legal violations, wages in arrears, dishonest acts, environmental pollution, and cultural conflicts) by ICEs during the project implementation phase [34, 56]. For example, in a very racist country, ICEs’ discrimination against certain local people may lead to racial tension, thus causing government interference; in a corruption-ridden country, unhealthy relationships between enterprises and the host government may cause protests or opposition from the public. Thus, ICEs should act strictly according to a code of conduct to eliminate political risk caused by their own mistakes. Cultural conflicts often occur in international marketing practice. Respecting and abiding by the local culture will help ICEs to mitigate the risks arising from cultural conflicts [3, 8]. Environmental protection and sustainable development are currently major trends. Many people as well as governments have increasingly begun to pay attention to environmental protection. Thus, taking part in the protection and construction of the ecological environment will help ICEs maintain good relations with the local population. The market skills and knowledge of experienced and qualified local partners (e.g., lawyers, subcontractors, suppliers, and agencies) are effective supplements for ICEs, especially for ICEs that lack practical market experience in the host country. Employing resourceful local partners can help ICEs not only reduce costs and improve work efficiency but also gain legitimacy under institutional pressure [1, 60]. Closed management of construction sites with security systems (e.g., security guards, monitoring devices, and alarm mechanisms) is an effective means for ICEs to prevent crime, terrorist attacks, and external conflicts, thus keeping sites safe in an unstable environment [5].
5.2.6. Obtaining a Reasonable Response (C6)
Strategies clustered in this component are generally associated with risk response when a risk occurs, accounting for 10.155% of the total variance. This strategy contains four strategies: (1) implementing an emergency plan (S12), (2) settling disputes through renegotiation (S16), (3) changing the operation strategies (S21), and (4) conducting a postresponse assessment (S14).
Once political risk events arise, ICEs should immediately implement a risk emergency plan to reduce damage and better protect their security [34]. For example, at the onset of wars, ICEs should promptly contact the embassy, suspend construction work, and evacuate their employees. Organizational capability and flexible adaptability are important weapons that ICEs can use to address difficulties in the emergency plan implementation process. In special cases, ICEs can also seek the support of the general public, local governments, their home countries, international organizations, and the media to cope with intractable threats. After the threat disappears, reassessing the residual risks is an effective means through which ICEs can adjust project plans in terms of resources, schedules, and costs and judge whether there is a need to make a claim, renegotiate, or change the operations strategies [46, 52]. In the course of claims or renegotiations, any disputes should be settled through reasonable channels, such as demanding compensation based on the contract or guarantee treaty, making use of international conventions, or resorting to arbitration or conciliation [54]. It should be noted that successful claims and renegotiations by ICEs are based on adequate evidence of their losses. Therefore, they must protect related documents even in deteriorating situations [5]. Lessons learned from practical project cases are more valuable than those learned from books and can be consolidated through a postresponse assessment. These lessons and knowledge can help ICEs to improve their capacity for political risk management and therefore to effectively address similar political risks in the future.
6. Conclusions
Political risk is a major problem encountered by ICEs in international construction projects. It is thus necessary to identify the strategies that can help ICEs address political risk. On the basis of a comprehensive literature review, 27 possible political risk management strategies were identified. The results of the questionnaire survey indicated that all the strategies were important for political risk management in international construction projects. Five strategies, including (1) choosing suitable projects (S17), (2) building proper relations with host governments (S18), (3) conducting market research (S02), (4) avoiding misconduct (S06), and (5) choosing a suitable entry mode (S23), were the most important strategies according to their average values.
Through the exploratory factor analysis, the 27 strategies were clustered into six components: (1) making correct decisions (C1), (2) reducing unnecessary mistakes (C2), (3) completing full preparations (C3), (4) shaping a good environment (C4), (5) conducting favorable negotiations (C5), and (6) obtaining a reasonable response (C6). The components (C1, C2, and C6) of the exposure decline dimension have higher contributions to political risk management than the components (C4, C3, and C5) of the capacity promotion dimension. In addition, components with a proactive characteristic (C1 and C4), components with a moderate characteristic (C2 and C3), and components with a passive characteristic (C5 and C6) can be ranked from the most to the least important for political risk management according to their cumulative variance.
Furthermore, the six components independently contribute to political risk management in three different phases. In the preproject phase, premanagement techniques (C1, C3, and C5) can help ICEs avoid or transfer unacceptable risks and improve quotes for the retained risk. In the project implementation phase, interim management techniques (C2 and C4) are conducive to reducing risk and promoting ICEs’ adaptation to the overseas construction market. In the postevent phase, postmanagement techniques (C6) are useful for ICEs to eliminate their actual risk and to accumulate experience with political risk management. The high cumulative variance of the premanagement strategies indicated that the main tasks of political risk management should be performed in the early stage of a project.
Compared to the respondents in the academic group, who were from different countries, all the respondents in the practitioner group were from Chinese construction enterprises, which is a limitation of this study. Nevertheless, the results of the independent-sample t-test revealed no significant differences in the responses between academics and practitioners. In addition, conditions in the global market are typically the same for ICEs from different countries. The relevant experience of the respondents is a reference for all practitioners, regardless of their nationalities. However, the characteristics of different enterprises and the actual conditions in different countries should be carefully considered when implementing these strategies. Further work could focus on evaluating these strategies with samples from different enterprises or different countries to increase the practical validity of the results. Despite its limitations, this study is a useful reference for academics and practitioners in terms of gaining an in-depth understanding of political risk management in international construction projects and provides guidance for ICEs to manage political risk when venturing outside their home countries.
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