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State capitalists have gone global, prominent among them behemoths such as China and Russia. The Belt and Road
Initiative, as well as its predecessor Going Out Strategy, underscores China’s growing ambitions in the economic
sphere. One running theme for these state capitalists, whether in Africa or Central Asia, has been the use of state-
owned enterprises (SOES) to increase their international presence. In an article published in Economics & Politics, |
focus on a type of SOE—national oil company (NOC)—often deemed “the most important company of the country”
for its role in revenue generation and energy security (Stojanovski, 2012; Hults, 2012).

Perhaps most well-known to the public, China National Offshore Oil Corporation (CNOOC)'’s failed bid for the
Californian oil company Unocal in 2005 (valued at $18.5 billion) was only the tip of the iceberg. Beginning in the late
1990s, NOCs from across the world have invested hundreds of billions of dollars in foreign oil and gas assets.
Though Western private oil companies, such as Shell and Standard Oil, had once claimed dominant ownership of
reserves in resource rich countries, the rise of resource nationalism and NOCs has since reduced their share of the
world’s oil and natural gas base to less than 10% (Jaffe and Soligo, 2010).

To secure additional revenues and fuel supply, governments understandably want their NOCs to develop into global
competitors (Jaffe and Soligo, 2010). However, governments also face formidable challenges monitoring their NOCs
(Hults, 2012), which are considered inefficient (Wolf, 2009; Losman, 2010; Eller, Hartley, and Medlock Ill, 2007,
2011). Given finite political and economic capital, governments must weigh potential benefits from their global
expansion against its costs, such as information asymmetries and inefficiencies associated with NOCs (Victor, Hults,
and Thurber, 2012; Marcel, 2006). Why have some governments significantly increased their NOC outward
investments across the value chain, while others have been more hesitant (Victor, 2007)?

There are a number of potential explanations. First, NOCs operate as rational profit maximizers, responding to
perceived business opportunities abroad. This may be a useful first cut, but it overlooks the push and pull of politics
in the management of state-owned enterprises. Second, the extent to which NOCs internationalize may be explained
by the heterogeneity that exists among the NOCs themselves, such as the degree to which they have become “a
state within a state” (Stevens, 2008). This is a promising line of inquiry, but a number of studies quite convincingly
demonstrate that managerial processes in NOCs cannot be understood apart from the political institutions that
govern them (Losman, 2010; Hults, 2012; Rai, 2012: 778).

| argue that NOC global expansion must be traced back to the contentious deliberative process by which
governments weigh its costs and benefits. Given its resource nationalist origins, an ideal NOC serves dual functions
as an agent—a commercial entity held to the standards of economic efficiency and an instrument of the state held to
the standards of public accountability. The rigors of global competition will often strain the NOC’s ability to deliver on
either score. The extent to which NOCs internationalize will therefore depend on their institutional principals and the
varying capacity of those principals to tolerate potential failures and coherently oversee a long-term expansion
strategy. Competition may prevail among principals to varying degrees at two different levels of government, national
and bureaucratic.
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National principals include the head of state and the opposition party. An NOC'’s capacity to expand abroad
ultimately depends upon the political and economic capital that the head of state is willing to devote to developing a
global champion. The opposition party can also influence NOC development by serving as checks against the head-
of-state (Tsebelis, 2002; Schultz, 1998; Schelling, 1960). Opposition parties can make global expansion more costly
to sustain by legislatively vetoing additional outlays and mobilizing public opinion. | hypothesize that an NOC
overseen by an autocratic government is more likely to invest abroad than an NOC overseen by a democratic one.

Bureaucratic principals include ministries and agencies formally charged with overseeing NOC commercial
operations. Consistent with Hults (2012), a designated bureaucratic principal is preferable to bureaucratic
competition for optimizing NOC performance, because it ensures internal cohesion of government intervention in that
policy area (Evans, 1995). In mandating and overseeing long-term strategies, states need to act as corporate entities
with collective goals, rather than the sum of the strategies of individual utility maximizers (Evans, 1989). | hypothesize
that an NOC overseen by a designated bureaucratic principal is more likely to invest abroad than an NOC overseen
by bureaucracies competing for authority.

To test these hypotheses, | rely on GlobalData’s Oil and Gas eTrack database to identify international investments of
79 countries with NOCs, spanning 2000-2013. | define international investments as asset purchases, firm
acquisitions, and joint ventures involving an NOC and a foreign government or firm on foreign soil. Asset purchases
involve acquiring rights to explore or produce from hydrocarbon blocks, as well as purchasing refinement facilities,
pipeline infrastructure, and retailers. Acquisitions refer to obtaining a majority stake in other firms engaged in
hydrocarbon activities. Joint ventures are undertaken to share the costs and benefits of hydrocarbon activities.

| further devise an original binary indicator of designated principal and bureaucratic competition by surveying the
energy sectors of 79 countries based on reputable sources, such as the Energy Information Administration and
International Energy Agency. Multiple ministries and agencies are usually charged with overseeing some facet of
NOC operations at the bureaucratic level. The finance ministry, for instance, may oversee the issuance of company-
related equity, while the energy ministry reviews the specific quality of investments. Isolating bureaucratic
competition from such examples of division of labor required specifying a narrower area of energy
policy—exploration and production of oil and gas. | thus code bureaucratic competition using evidence of overlapping
authority or governance roles in upstream hydrocarbon operations.

As per the national hypothesis, | find that a point increase in a country’s Polity score—the most widely used measure
of regime type with democratic governments taking on higher values—would be associated with a substantively
significant 7.5% to 8.4% decrease in the incidence of NOC international investments. Interestingly, this dynamic
seems to operate more strongly in oil-producing countries than non-oil producing countries. The second hypothesis,
however, finds little support. | demonstrate the robustness of my findings through a battery of tests. To anticipate
potential criticism that idiosyncrasies of autocratic governments—rather than democratic constraints—drive the
results, | conduct additional split sample testing. To address the possibility that NOCs that have invested abroad are
qualitatively distinct, | also model selection.

Taken together, my findings suggest that the internal debates surrounding NOC global expansion are deeply political
ones. Whether NOCs are successful in their attempts to expand abroad will depend in large part on the political and
economic capital wielded by their principals. An exclusive focus on information asymmetries would not be productive.
While information asymmetries are likely to influence political debates, perfect information concerning NOC
operations would not be sufficient to convince the political critics of NOC global expansion. The absence of a strong
relationship between bureaucratic structure and investments raises questions of its own. Are NOC investments
proceeding despite dysfunctional bureaucratic oversight? What are the implications for the outlook of national oil
companies?

This is an abridged version of an article from Economics & Politics. 2019; 31: 403—427. Published with permission.

Bibliography

E-International Relations ISSN 2053-8626 Page 2/4



Developing Global Champions: Why National Oil Companies Expand Abroad
Written by Andrew Cheon

Eller, Stacy, Peter Hartley, and Kenneth Medlock Ill. 2007. “Empirical Evidence on the

Operational Efficiency of National Oil Companies.” Research paper written for the Baker Institute’s study The
Changing Role of National Oil Companies in International Energy Markets.

Eller, Stacy, Peter Hartley, and Kenneth Medlock I1l. 2011. “Empirical Evidence on the
Operational Efficiency of National Oil Companies.” Empirical Economics 40 (3): 623-643.
Evans, Peter. 1989. “Predatory, Developmental, and Other Apparatuses: A Comparative
Political Economy Perspective on the Third World State.” Sociological Forum 4 (4): 561-
587.

Evans, Peter. 1995. Embedded Autonomy: States and Industrial Transformation. Princeton: Princeton University
Press.

Hults, David. 2012. “Hybrid Governance: State Management of National Oil Companies.” InOil and Governance:
State-owned Enterprises and the World Energy Supply, ed. David Victor, David Hults, and Mark Thurber.
Cambridge: Cambridge University Press pp. 62-120.

Jaffe, Amy Myers, and Ronald Soligo. 2010. “State-Backed Financing in Oil and Gas

Projects.” In Global Energy Governance: The New Rules of the Game, ed. Andreas

Goldthau, and Jan Martin Witte. Brookings Institution Press pp. 107-132.

Losman, Donald. 2010. “The Rentier State and National Oil Companies: An Economic and Political Perspective.”
Middle East Journal 64 (3): 427-445.

Marcel, Valérie. 2006. Oil Titans: National Oil Companies in the Middle East. London,
Washington DC: Catham House, Brookings Institution Press.
Rai, Varun. 2012. “Fading Star: Explaining the Evolution of India’s ONGC.” In Oil and

Governance: State-Owned Enterprises and the World Energy Supply, ed. David G. Victor, David R. Hults, and Mark
C. Thurber. Cambridge: Cambridge University Press pp. 753-808.

Schelling, Thomas. 1960. The Strategy of Conflict. Cambridge: Harvard University Press.
Schultz, Kenneth A. 1998. “Domestic Opposition and Signaling in International Crises.”
American Political Science Review 92 (4): 829-844.

Stevens, Paul. 2008. “National Oil Companies and International Oil Companies in the Middle East: Under the
Shadow of Government and the Resource Nationalism Cycle.” Journal of World Energy Law & Business 1 (1): 5-30.

Stojanovski, Ognen. 2012. “Handcuffed: An Assessment of Pemex’s Performance and Strategy.” In Oil and

Governance: State-Owned Enterprises and the World Energy Supply, ed. David G. Victor, David R. Hults, and Mark
C. Thurber. Cambridge: Cambridge University Press pp. 280-333.

E-International Relations ISSN 2053-8626 Page 3/4



Developing Global Champions: Why National Oil Companies Expand Abroad
Written by Andrew Cheon

Tsebelis, George. 2002. Veto Players: How Political Institutions Work. Princeton: Princeton University Press.
Victor, David. 2007. “What Resource Wars?” National Interest 92: 48-55.

Victor, David, David Hults, and Mark Thurber, eds. 2012. Oil and Governance: State-owned Enterprises and the
World Energy Supply. Cambridge: Cambridge University Press.

Wolf, Christian. 2009. “Does Ownership Matter? The Performance and Efficiency of State Oil vs. Private Oil
(1987-2006).” Energy Policy 37 (7): 2642-2652.

About the author:
Andrew Cheon is an Assistant Professor of International Political Economy at Johns Hopkins School of Advanced

International Studies (SAIS). His research interests include state capitalism, rising powers, coercive diplomacy,
energy security, and environmental conflict.

E-International Relations ISSN 2053-8626 Page 4/4


http://www.tcpdf.org

