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Abstract
Research Summary: Multinational firms conduct

cross-border trade and investment in a world of anar-

chy, where nation-states must secure their survival in

the absence of a world government. We develop a geo-

political-economic order (GEO) framework to argue that

the extent of geopolitical competition incentivizes states

to create one of two types of economic order: a market-

based order built on laissez-faire and mutually benefi-

cial voluntary exchanges, and a state-based order

focused on state power and government intervention in

the economy. Different orders shape the institutional

environment for firms' cross-border activities in unique

ways, leading to distinct sources of competitive advan-

tage and market and non-market strategies. When the

status quo level of geopolitical competition is disrupted,

the prevailing and future state–market order becomes

uncertain, forcing firms to prioritize strategic flexibility.
Managerial Summary: Countries exist within an

international system with no world government to safe-

guard their interests. To ensure their nations security,
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governments prioritize geopolitics. When governments

perceive a greater threat to their countries and height-

ened geopolitical competition, they are more willing to

intervene in the affairs of multinational enterprises

(MNEs), thereby increasing transaction costs. However,

when geopolitical competition is more muted, govern-

ments may constrain themselves to promote cross-

border investments by lowering barriers to entry, limit-

ing discrimination against foreign firms, securing

MNEs' property rights, and aligning regulations. Thus,

geopolitics can foster two distinct types of economic

“order.” In a transitory state, however, firms cannot

determine the prevailing state–market relationship.

Knowing which order a firm operates in is crucial for

managers because different orders reward different

strategies and sources of competitive advantage.

KEYWORD S

anarchy, geopolitical risk, geopolitics, global strategy,
multinational firms, state–market order

1 | INTRODUCTION

Whether it is militarized conflict or growing anxiety about the security implications of trade
and technology, geopolitics has become more salient to multinational enterprises (MNEs) than
at any other time since the end of the Cold War and the collapse of the Soviet Union in 1991. It
is therefore not surprising that there has been a resurgence in interest in geopolitics among
international business (IB) scholars (Adarkwah et al., 2024; Jandhyala, 2025; Kim et al., 2025).
However, researchers have adopted very different approaches to geopolitics, resulting in a
patchwork of interpretations of geopolitics itself and of the mechanisms by which it impacts
MNEs. While we are in favor of diversity in scholarship, we also believe that a coherent
research program is more likely to emerge when there is a shared conceptual understanding of
the core phenomenon of interest. Therefore, this article is neither a review essay nor a claim to
deliver the “right” way to think about geopolitics. Rather, it seeks to go to the first-principles
forces in international relations—anarchy and the security dilemma—to provide a common
foundation for thinking about geopolitics and how it structures the macro environment for mul-
tinational firms.

Anarchy is what distinguishes international politics from domestic politics, and it is what
underpins the security dilemma among sovereign nation-states. Anarchy does not mean chaos
or disorder, but rather the absence of a world government, which leaves states responsible for
their own security and welfare (Milner, 1991; Waltz, 1979) and for organizing collective actions
for mutual gains (Jervis, 1978; Keohane, 1984). Under anarchy, one state's attempt to enhance
its own security through armament can inadvertently make another state feel less secure,
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potentially leading to an arms race and military conflict, thus creating a security dilemma
(Jervis, 1978). While anarchy is a constant, the severity of the security dilemma varies among
countries and over time. This results in varying intensities of geopolitical competition, that is,
contestation over the control of space, territory, and resources (Kjellén, 1916; Mackinder, 2004;
Mearsheimer, 2003). When the severity of the security dilemma is mild, geopolitical competi-
tion is low; when it is severe, geopolitical competition is heightened.

Geopolitical competition shapes the state–market relationship that structures the operating
environment for MNEs. When governments perceive elevated threats to their national survival
and heightened competition over territory, resources, and technology, a state-based economic
order focused on state power and state intervention in the economy is more likely to emerge
and take hold. By contrast, when geopolitical competition is muted and national security con-
cerns decline, this creates space for a stable market-based economic order grounded in the prin-
ciples of laissez-faire and mutually beneficial voluntary exchange. However, the status quo level
of geopolitical competition can be disrupted by shifts in the distribution of power, domestic pol-
itics, and shared values and identities. As a result, the prevailing and future state–market order
is subject to change, forcing firms to confront a highly uncertain environment.

The type of economic order the geopolitical environment engenders serves as the institutional
infrastructure for MNEs' cross-border activities. We focus on four key issues that fundamentally
shape MNEs' participation in international markets: ease of market entry, security of property
rights, equal treatment of MNEs relative to domestic or other foreign firms, and alignment of reg-
ulations across countries (Jandhyala, 2025). The conditions a firm encounters in these four areas
vary considerably depending on whether it operates under a market-based or a state-based order.

Our geopolitical-economic order (or GEO) framework indicates that firm strategies vary
under the two types of state–market order. The two orders reward different sources of competi-
tive advantage, incentivize firms to adopt different market and non-market strategies, and sug-
gest different scopes for strategic success. While IB scholars have previously recognized that
MNEs need to adapt to different domestic conditions (Salomon & Wu, 2012), we highlight
which strategies are more effective under different international economic orders. Moreover,
we argue that MNEs should prioritize strategic flexibility when geopolitical competition and the
state–market order are in flux.

Overall, by establishing geopolitics as one driver of different types of economic orders, we
encourage scholars to focus their investigations on further unpacking the causes of strategic
success within and across these different orders, as well as examining how firms adapt during
transitions from one order to another.

2 | VIEWING GEOPOLITICS THROUGH DIFFERENT
LENSES

There is growing interest among international business (IB) scholars in geopolitics and its
impact on MNE strategy and operations. Most authors agree that how states interact with one
another is relevant for the global strategies of multinational firms. Yet, at a broad level, research
in global strategy largely tends to conceptualize geopolitical challenges as categorically similar
to other non-market challenges, such as legitimacy deficits or policy uncertainty. Such perspec-
tives help relate geopolitics to existing literatures, but they mask what is uniquely problematic
about geopolitics and, therefore, the need for geopolitics and MNE strategy to be studied in
their own right.
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The field remains relatively fragmented even among scholars who focus specifically on geo-
political issues. Most notably, there is a lack of alignment in two related areas: (i) the conceptu-
alization of geopolitics and what aspects of state-to-state interactions matter to MNEs, and
(ii) the mechanisms by which geopolitics shapes firm strategy.

On the first issue, prior studies have examined geopolitics at different levels of analysis.
Some scholars, influenced by traditional theories in international relations, have highlighted
the importance of geopolitics as a system-level phenomenon. These researchers have identified
recent trends, such as deglobalization and shifting power dynamics between the United States
and China, as defining features of the global geopolitical landscape (Li et al., 2022; Witt, 2019;
Witt et al., 2023). Other scholars have addressed geopolitics through the lens of dyadic political
relationships. Among these scholars, some focus on the degree of conflict and cooperation
between a firm's home and host countries to identify when and where foreign firms may face a
more favorable or a more challenging investment environment (Bertrand et al., 2016; Li
et al., 2018; Li & Vashchilko, 2010). Others focus on the history of bilateral ties, and specifically
on how past conflict and animosity make it more difficult for firms to coordinate and work
together in certain home-host country combinations (Arikan et al., 2020; Li et al., 2020). Mov-
ing from the dyadic to the monadic level, some researchers have focused on nationalism as a
central feature of geopolitics. These studies highlight that political violence and nationalism,
including terrorism, war, techno-nationalism, and nationalist policies, make it more difficult
for foreign firms to invest in host countries (Godsell et al., 2023; Li, 2006; Luo & Van
Assche, 2023) and that organizations may have to strategically co-opt, avoid, or comply with
nationalist movements (Yue et al., 2024). Thus, when scholars study geopolitics, they are often
studying disparate phenomena.

Similarly, prior research has also relied on different assumptions about the mechanisms
through which geopolitics shapes the global strategies of MNEs. For example, some argue that
geopolitical instability means firms cannot form precise expectations about stakeholder behav-
ior; thus, they are less likely to invest when political affinity between home and host countries
is unstable (Adarkwah et al., 2024). In contrast, others argue that the main challenge for firms
resulting from worsening bilateral ties is reduced legitimacy in a host country, leading firms to
adopt legitimacy-enhancing strategies such as corporate social responsibility (Kim et al., 2025).
At the system level, scholars reviewing historical debates in international relations suggest that
expectations about how geopolitics shapes the environment for MNEs vary depending on the
school of thought or paradigm one adheres to, such as liberalism or realism (Witt, 2019).

This brief overview of recent research is far from exhaustive. However, it illustrates that
while research on geopolitics has advanced rapidly in the past decade, it has done so in a rela-
tively fragmented way. It is difficult to develop a coherent research program on this critical
topic without a shared understanding of geopolitics and its role in shaping the business envi-
ronment for MNEs. Therefore, we seek to develop a general conceptual framework for under-
standing geopolitics and its impact on MNEs and MNE strategy.

3 | ANARCHY, GEOPOLITICAL COMPETITION, AND
STATE–MARKET RELATIONS

Scholars of international relations (Fearon, 1995; Gilpin, 1984; Jervis, 1978; Keohane &
Nye, 1977; Lake, 1996; Mearsheimer, 2003; Milner, 1991; Powell, 1994; Waltz, 1979;
Wendt, 1992) agree that anarchy—or the absence of a supranational authority that governs,
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monitors, and enforces how nation-states behave—is a fundamental feature of the international
system of nation-states. The absence of a global central authority means that sovereign states
have to prioritize their own survival, national security, and national interests (Waltz, 1979).
This incentive generates a security dilemma among states, in which one state's attempt to
enhance its own security through armament can inadvertently make another state feel less
secure, potentially leading to an arms race and military conflict (Jervis, 1978). Seeing interna-
tional relations through the lens of the Iterated Prisoner's Dilemma game, scholars
(Axelrod, 1984; Axelrod & Hamilton, 1981; Axelrod & Keohane, 1985; Jervis, 1978) suggest that
countries could settle into a conflict equilibrium (a stable self-reinforcing state of mutual defec-
tion), or they could construct a cooperative equilibrium (a stable state of reciprocal coopera-
tion), under certain conditions. By equilibrium, we mean that among a group of countries, no
one country has a unilateral incentive to deviate from that level of conflict or cooperation.

When these equilibria are stable, they affect the policy environment surrounding state–
market relations within and between countries, thereby producing respective governing orders
with corresponding structures, predictability, and stability. In a stable conflict equilibrium,
states are more likely to increase military spending and adopt competitive policies, whereas in a
stable cooperative equilibrium, states are more likely to invest in economic welfare and adopt
cooperative policies (Glaser, 2010; Powell, 1993).

3.1 | The State—Market Relationship

The beginning of the nation-state system was characterized by a state–market order centered
around the state, state power, and a mercantilist approach to international commerce (in a con-
flict equilibrium). As Heckscher (1994) pointed out in his classical book on mercantilism, this
perspective became prevalent in international economic relations “between the Middle Ages
and the age of laissez-faire,” associated with “the rise and consolidation of states, limited in ter-
ritory and influence though sovereign within their own borders, which grew up on the ruins of
the universal Roman Empire.” Heckscher (1994) noted that, “the state stood at the centre
of mercantilist endeavours as they developed historically: the state was both the subject and the
object of mercantilist economic policy.” Mercantilism, he argued, is fundamentally “concerned
with wealth simply as a basis for state power,” referring “primarily to the state's external power,
in relation to other states.” It thus defines a state-based economic order, subordinating the mar-
ket to state power and economic nationalism. Mercantilist thinking (Hamilton, 1913; List, 1856)
holds that economic policy should be driven by national security rather than economic effi-
ciency. Tariffs, subsidies, and public investment in infrastructure and manufacturing are essen-
tial for enhancing military and economic self-sufficiency, reducing reliance on foreign
suppliers, and promoting industrial and military dominance. Dependence on Europe was seen
as a threat to the United States, and British industrial dominance was perceived as a threat to
Germany, as argued by Hamilton (1913) and List (1856). In the past decade, a similar neo-
mercantilist argument has emerged (Blackwill & Harris, 2016; Miller, 2022; Sullivan, 2023),
suggesting that the United States should deploy industrial policy, trade restrictions, and control
over strategic technologies to counter China's rise, treating economic policy as a central instru-
ment of national security and geopolitical competition.

An alternative state–market order traces back to the ideas of laissez-faire and comparative
advantage (Ricardo, 1817; Smith, 1776). These principles in classical political economy pertain
to an economic order characterized by the invisible hand, voluntary exchange, free-market
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competition, low barriers to entry, global welfare-improving free trade, and a limited role for
the state. It is thus a market-based economic order, in which national governments agree to rules
that limit their ability to intervene in markets. The market-based order is associated with vari-
ous trade-and investment-promotion rules and institutions. For commerce and investment to
flourish between countries, national governments develop rules of engagement to regulate the
entry, treatment, and operations of foreign businesses. The GATT/WTO, for example, has
spurred a boom in global trade because member countries agreed to follow two central rules:
non-discrimination under the most-favored-nation (MFN) principle, and reciprocal adjustments
to tariffs and non-tariff barriers (Bagwell & Staiger, 1999, 2004a, 2004b; Subramanian &
Wei, 2007). Meanwhile, in the area of foreign direct investment (FDI), 2853 bilateral investment
treaties (BITs) have been signed1 that prescribe rules for how governments treat MNEs,
addressing issues such as standards of treatment, protection against government expropriation,
free transfer of funds, and the right for firms to initiate arbitration (Elkins et al., 2006). This
type of order has been viewed by international relations scholars as integral to the Western lib-
eral international order since the end of the Second World War (Deudney & Ikenberry, 1999;
Lake et al., 2021).

To be sure, what differentiates these two economic orders is, in essence, the state–market
relationship or the relative autonomy between the state and the market (Gilpin, 2016;
Smith, 1776; Strange, 1996, 2015). These two different economic orders among nations have
very different implications for firms. When and where the market-based order is accepted and
enforced, states have a comparatively limited role in the economy, and firms follow state-
maintained market rules for voluntary exchanges, thereby facing lower risks and transaction
costs. In contrast, when and where the state-based economic order prevails, states actively influ-
ence, and even directly dictate, economic activity, and firms must grapple with widespread state
interventions, thereby increasing risks and transaction costs.2

3.2 | Role of Geopolitics

How does geopolitics relate to the two different state–market orders specifically?
Geopolitics affects which type of economic order is valued more in different countries and at
different times, and thus what order states and non-state actors create through their policies,
behaviors, and institutions, both domestic and international. When the concept was first
invented, geopolitics was defined as “the study of the state as a geographical organism”
(Kjellén, 1916). It has most frequently been associated with realist thinking about national sur-
vival in an anarchic international system (Mackinder, 2004; Mearsheimer, 2003). When geopo-
litical competition for control of space, territory, and resources is severe, national leaders and
businesses must address clear and present geopolitical dangers.3 Since the action-reaction pro-
cess (e.g., arms race, reciprocal tariff reduction, equal treatment of investment) characterizes
interstate interactions across various issue areas (e.g., conflict, trade, investment)
(Axelrod, 1984; Axelrod & Keohane, 1985; Chilton et al., 2020; Richardson, 1960), geopolitics-
induced policy restrictions in one country often lead to reciprocal reactions in another. Conse-
quently, the spread of geopolitical competition facilitates the acceptance of mercantilist eco-
nomic policies and a state-based economic order. In contrast, when geopolitical competition is
muted, diminished concerns about threats and survival reduce the salience of national security
and economic nationalism. This creates more space for mutually beneficial commercial

6 BLAKE ET AL.

 20425805, 0, D
ow

nloaded from
 https://sm

s.onlinelibrary.w
iley.com

/doi/10.1002/gsj.70022 by Spanish C
ochrane N

ational Provision (M
inisterio de Sanidad), W

iley O
nline L

ibrary on [01/07/2026]. See the T
erm

s and C
onditions (https://onlinelibrary.w

iley.com
/term

s-and-conditions) on W
iley O

nline L
ibrary for rules of use; O

A
 articles are governed by the applicable C

reative C
om

m
ons L

icense



exchanges, facilitating the acceptance of laissez-faire and open-market economic policies, as
well as the market-based economic order.

The impact of geopolitics varies across space and over time. From a spatial perspective, no
one type of economic order dominates all countries at a given moment. In fact, there often exist
spatial clusters or neighborhoods. For example, the Cold War from 1947 to December 1991,
characterized by mutual hostility, distrust, and rivalry between the United States and the USSR,
divided the world into the capitalist West and the communist East, with the remaining coun-
tries seeking to stay neutral and non-aligned (Gaddis, 2006). The two superpowers established
their own spheres of economic order. The US established the General Agreement on Tariffs and
Trade (GATT) in 1948 with 23 founding members and created the North Atlantic Treaty Orga-
nization (NATO) in 1949 to counter the Soviet military presence in Europe. In contrast, to
counter the West and rein in its allied states, the USSR established the Council for Mutual Eco-
nomic Assistance (Comecon) in early 1949 to facilitate trade and, in 1955, created a collective
defense organization, the Warsaw Pact. The United States and its allies and friendly nations
negotiated a market-oriented economic order among themselves; the Soviet Union largely
imposed a state-oriented economic order on its members.4 Hence, depending on where they
operated, foreign firms had to engage and follow different rules of the game under these two
distinct economic orders.

From a temporal perspective, communities of countries can experience fluctuations in geo-
political competition, which in turn shapes the desirability of different economic orders. The
European Union, for example, has forged an advanced market-based order in which commer-
cial transactions across member states' borders are largely regulated by rules that limit national
government intervention. This order has developed as geopolitical concerns on the continent
have declined to the point that, today, few Europeans harbor fears that their national survival is
threatened by another European Union member state. This stands in contrast to Europe prior
to 1945, where geopolitical concerns were dominant, and the economic order was driven by
considerations of state power. For instance, a pillar of German foreign policy under the Nazis
drew on the mercantilist playbook to cultivate economic dependencies that could then be lever-
aged against other countries (Hirschman, 1980).

Importantly, while interstate geopolitical competition can be in a stable equilibrium, it can
also fall out of it. In a disequilibrium state, interstate relations are in a transitory status. For
example, enemies can drop some of their previous rivalry and become less conflictual or even
friendly (e.g., the United States and United Kingdom transitioned from intense rivalry to a close
partnership in the early 1900s; Brazil and Argentina ended their decades of tense relations and
entered stable cooperation in the 1980s) (Kupchan, 2010). During disequilibrium in geopolitical
competition, the future equilibrium state can be uncertain and thus difficult to predict; conse-
quently, the corresponding state–market order is difficult for firms to determine until a new sta-
ble equilibrium is reached.

3.3 | Summary Comparison

Figure 1 provides a graphical illustration to summarize our conceptualization about anarchy,
geopolitical competition, and the prevailing state–market relations in an MNE's business envi-
ronments. In the absence of a world government that establishes a single global order, MNEs
often confront distinct geopolitical environments. As noted on the left side of Figure 1, there is
a stable equilibrium level of geopolitical competition in the firm's immediate environment,
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which firms can observe and infer. The equilibrium level of geopolitical competition can be low
(e.g., France and Germany during the past several decades, with no arms race or sanctions
between them), or it can be high (e.g., the United States and the Soviet Union during the Cold
War, with intense arms race, heavy sanctions, and proxy military conflicts).

When geopolitical competition among a dyad or a group of countries is low in equilibrium,
states have little incentive to intervene in markets for national security reasons (although they
may still do so for other regulatory purposes, such as health and safety or antitrust enforce-
ment). In the absence of such state intervention, the state–market relationship can be character-
ized as a market-based order. All else equal, firms face fewer regulatory barriers and predatory
state behaviors when engaging in cross-border transactions. By contrast, when geopolitical com-
petition among a group of countries is high in equilibrium, governments are incentivized to
intervene in the market for national security purposes. Because of such state interventions
(e.g., export controls, investment screening, sanctions, nationalization, and entry restrictions),
the state–market relationship can be characterized as a state-based order. Ceteris paribus, firms
must meet additional regulatory requirements and face greater risks of nationalization when
engaging in cross-border transactions. Geopolitical competition in a stable equilibrium has a
clear implication. When the level of geopolitical competition is predictable and path-dependent,
firms know the type of business environment in which they are operating: state-based or
market-based orders. In turn, firms make geopolitics-related decisions under certainty.

On the right side of Figure 1, geopolitical competition in a firm's business environment is in
disequilibrium. At least one state has an incentive to deviate from the current level of competi-
tion and change the status quo by either increasing or decreasing hostility. In this type of envi-
ronment, the future level of geopolitical competition is unstable, in flux, and difficult for states
and firms to predict. When states cannot determine the future stable equilibrium level of geopo-
litical competition, they cannot determine the equilibrium level of market intervention for
national security purposes. In this situation, firms do not know whether the prevailing state–
market relationship will be market-based or state-based. Hence, market expectations and beliefs

Anarchy
(absence of world government)

Stable equilibrium
of geopolitical competition

Disequilibrium
of geopolitical competition

Low High Low High

Market-based order State-based order Market-based order State-based order

FIGURE 1 Anarchy, geopolitical competition, and prevailing state–market relations. Notes: (1) The left side

indicates stable equilibrium levels of geopolitical competition, with little uncertainty (denoted by solid lines); the

right side indicates a disequilibrium, with high uncertainty about the future equilibrium (denoted by dashed

lines). (2) Different types of geopolitical competition and state–market orders can coexist in space. (3) States

could transition from one type of geopolitical competition and state–market order to another over time.
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often diverge, and firms make decisions under uncertainty. As the order emerges or evolves,
firms must adapt and learn, updating their beliefs and expectations. In this situation, the order
is changing and is more endogenous (it could be, but not necessarily, driven by firm behavior
such as lobbying), and firms often hold transient beliefs and expectations that they continually
update. Many examples can illustrate this situation. Western firms that had invested in or were
contemplating investing in Russia at the end of the Cold War were unsure which type of order
would eventually prevail. Similarly, American firms sought to determine whether to continue
operating in China or leave as the United States–China rivalry intensified after COVID-19.

As a caveat, our approach to the study of geopolitics and firm strategy differs significantly
from applying the realism-liberalism paradigms to IB research (Witt, 2019). This is for several
reasons. First, realism and liberalism are not coherent theories; they comprise multiple variants
that can be logically inconsistent with one another.5 Second, these “isms” represent paradigms,
that is, a set of axioms and ontological assumptions that are invariant across time and space.
Thus, they do not represent states of the world so much as beliefs about how the world works,
which helps explain how even within the same tradition, inconsistencies can emerge. Third,
most of the variants of the “ism” paradigms are primarily concerned with issues that do not
directly shed light on the relationship between geopolitics and firms. Indeed, most realists
would regard economic affairs as, at best, epiphenomenal and hence, have little to say about
multinational firms at all (Waltz, 1979). Fourth, these “isms” of international relations theory
have been challenged by international relations scholars in favor of mid-range theories that
may leverage insights from multiple paradigms (Lake, 2011; Maliniak et al., 2011;
Powell, 1994). This is because relying on a single paradigm alone can lead to conflicting expla-
nations (due to multiple variants of the same paradigm) and incomplete explanations (no single
paradigm is sufficient). Accordingly, our approach is to set aside paradigmatic debates and
return to first principles, focusing on how the fundamental forces of anarchy, security dilemma,
geopolitical competition, and the state–market relationship interact to shape an economic
order, offering a richer and more general account of how geopolitics affects firm operations and
strategies.

In the sections below, we first discuss the policy implications of each prevailing state–
market relationship for firms, and then explore firm strategies across different state–market
orders. During these discussions, we assume that firms are certain about the equilibrium level
of geopolitical competition and the prevailing state–market order in their operating environ-
ments. Next, we address the case in which geopolitical competition is in disequilibrium, the
prevailing state–market relationship is more endogenous and evolving, and firms are uncertain
about the direction of the future state–market order and thus must choose strategies to cope
with this shifting business environment.

4 | CONSEQUENCES FOR MULTINATIONAL ENTERPRISES

Whether geopolitics engenders a market-based or state-based order for international commerce
has a powerful effect on MNEs' global expansion. As noted earlier, under each type of state–
market order, governments regulate firms and the market in qualitatively different ways: an
efficiency-driven laissez-faire approach vs. a national-security-oriented state-interventionist
approach. Below, we discuss how the government regulates under each type of order, thereby
affecting four issues critical for firms: market entry, security of property rights, equal treatment,
and institutional alignment. As demonstrated by Jandhyala (2025), these four core issues
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fundamentally shape MNEs' ability to participate in international markets and execute global
strategies.

• Market entry: the ease with which MNEs enter foreign markets, whether to sell their goods
and services, engage in productive activities, or source inputs and components.

• Security of property rights: the extent to which MNEs' asset ownership rights, including
the right to appropriate rents, are respected when operating in a foreign country.

• Equal treatment: the extent to which market conditions are similar for MNEs and domestic
firms, as well as MNEs from different countries when operating in foreign countries.

• Institutional alignment: the extent to which formal regulations are harmonized across dif-
ferent countries where MNEs operate.

4.1 | Market entry

Due to anarchy and national sovereignty, governments have the right to prevent MNEs from
operating within their jurisdictions. The extent to which a national government exercises such
a right varies systematically under the two alternative economic orders.

Under a market-based order, governments negotiate with each other and agree to mutually
constrain their exercise of this right, thereby lowering barriers to entry for firms from all partici-
pating countries. Under the Washington Consensus, for example, privatization, liberalization,
and regulatory reform facilitated the entry of MNEs across countries and industries, even in
previously regulated sectors such as telecommunications and electricity (Henisz et al., 2005). At
the regional level, states have committed to allowing the free flow of goods and capital through
agreements such as the North American Free Trade Agreement (NAFTA). At the same time,
the European Union has gone one step further by permitting the free flow of labor across bor-
ders. Under a system with reduced barriers to entry, firms have greater scope for internationali-
zation, moving beyond their home country to seek new markets and efficiency gains. Thus,
location and market-entry strategies become increasingly relevant sources of competitive
advantage (Cuervo-Cazurra & Dau, 2009; Kumaraswamy et al., 2012). Another implication of
the market-based order is that as MNEs have greater freedom to choose where to locate, compe-
tition between states to attract FDI intensifies (Barros & Cabral, 2000) and MNEs' bargaining
power with host governments increases (Eden et al., 2004; Vernon, 1971). Thus, successful firms
are better positioned to negotiate more favorable policies and secure a greater share of any rents
they may generate.

Under a state-based order, market entry is more restricted as national governments are con-
cerned about their own power, autonomy, and security. Foreign MNEs' operations may affect
those governments' ability to exert and resist coercive pressures in their relations with other
countries. Many countries have a long history of exercising economic statecraft. They use con-
trol over (access to) economic resources as tools of leverage over one another (Baldwin, 2020;
Hirschman, 1980). Host governments thus worry about foreign control of domestic firms or sig-
nificant economic resources, through which MNEs' home governments can gain political influ-
ence and threaten host national interests and security. Similarly, host governments are
concerned that a home-country bias may lead foreign MNEs to prioritize local infrastructure
and R&D investments in their home countries, thereby providing the latter with an economic
and security advantage over the host country (Belderbos et al., 2013). A related issue is that
rents extracted from the host country by foreign firms may be leveraged by the home country
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government and converted into the home country's military or economic strength
(Kastner, 2007; Li & Vashchilko, 2010). In other words, when an MNE repatriates profits to its
home country, those resources may strengthen that country's economic and military advantage
relative to the host country. Thus, governments may erect barriers to entry to maintain national
ownership and control over critical parts of the economy, thereby reducing their exposure to
coercion by other nations.

4.2 | Security of property rights

MNEs are always concerned about protecting their investments abroad and repatriating earn-
ings from foreign markets. Their transactions, contracts, and business activities may be subject
to the obsolescing bargain, expropriation, and disputes with partner firms and host govern-
ments (Henisz, 2000; Kobrin, 1979; Li, 2009; Vernon, 1971). The risk of such government
behaviors, however, differs between the two economic orders.

Under the market-based order, MNEs are protected as states voluntarily agree to negotiated
multilateral or bilateral rules that limit their ability to pursue actions or policies that may vio-
late firms' property rights.6 For instance, the WTO system introduced the Trade-Related Aspects
of Intellectual Property Rights Agreement (TRIPs), under which signatories agreed to guarantee
foreign firms a minimum level of protection for their intellectual property. As this agreement is
part of the WTO framework, the commitment to safeguard property rights is enforceable
through the WTO's binding dispute settlement mechanism. As noted above, countries have also
signed bilateral and regional trade and investment agreements that provide broader, more far-
reaching guarantees of MNEs' property rights, as well as mechanisms for dispute resolution and
enforcement. The most prominent mechanism is international arbitration, in which parties to a
commercial dispute—even sovereign states—agree to have a neutral arbitrator or tribunal to
settle the dispute in accordance with previously agreed rules. Arbitration clauses in thousands
of treaties grant MNEs (rather than their home countries) the right to seek international arbi-
tration to enforce their property rights if they believe those rights have been violated by a host
government and they do not trust local judicial institutions to protect them. Moreover, this sys-
tem is consistent with the goal of promoting market exchange over state power as disputes are
settled according to legal principles rather than the material power of the host or home country
(Albino-Pimentel et al., 2018; Blake & Moschieri, 2017).

Under the state-based order, host governments prioritize their own power and security and
are therefore reluctant to cede sovereignty to international courts or tribunals. As a result, rela-
tionships between MNEs and host governments are more likely to exhibit the bargaining
dynamics familiar to IB scholars, and an MNE's ability to secure its property rights depends on
its bargaining power. Prior scholarship has identified different sources of bargaining leverage
between foreign firms and host countries (Cannizzaro, 2020; Dorobantu et al., 2020;
Duanmu, 2014; Kobrin, 1987; Müllner & Puck, 2018). In particular, foreign firms that provide
access to economic and political resources that are particularly valuable and difficult to replace
have greater bargaining power (Eden et al., 2004; Fagre & Wells Jr, 1982; King, 2015; Nebus &
Rufin, 2010). Firms that lack such resources are more likely to encounter asset seizures, creep-
ing expropriations, and performance requirements as host governments seek to increase their
share of the rents generated by multinationals, which they can use to reward their political sup-
porters and/or increase their power relative to other nations.
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4.3 | Equal treatment

The market-based and state-based economic orders, driven by anarchy, sovereignty, and geopo-
litical competition, often differ systematically in how host governments treat foreign firms oper-
ating across international borders.

A market-based order, by definition, seeks to promote market mechanisms and reduce state
intervention in shaping market outcomes. Thus, the rules and institutions associated with the
order are likely to foster a more even playing field by limiting governments' propensity to favor
their own firms and discriminate against foreign enterprises (Pandya, 2014; Van Assche
et al., 2024). Moreover, as the order is based on voluntary participation and the principle of reci-
procity, it entails commitments by states to non-discrimination among firms from different
countries. Thus, for example, the Most-Favored-Nation Treatment clause (Article I) of the 1994
General Agreement on Tariffs and Trade (GATT) stipulated that companies from any member
country engaged in trade with another member country would face the same duties. In the
same vein, the National Treatment clause (Article III) required that domestic and foreign firms
be treated in a largely similar manner (GATT, 1994). National-Treatment and Most-
Favored-Nation clauses were also incorporated into bilateral investment treaties governing for-
eign direct investment (Elkins et al., 2006).

Under a state-based order, host governments have incentives to discriminate against foreign
MNEs. Above, we explained why host governments operating under this order may seek to
limit the entry of foreign firms, that is, to reduce their vulnerability to economic coercion from
other countries. For the same reasons, they may also seek to favor domestic firms over foreign
competitors, expecting local firms to be more loyal and less susceptible to foreign government
influence (Choudhury et al., 2025). Indeed, by affording favorable treatment to domestic com-
panies, they strengthen those organizations as potential tools of economic statecraft in their
relations with foreign countries. Moreover, in the absence of a reciprocal framework that char-
acterizes a market-based order, governments are less incentivized to promise national treatment
to foreign MNEs to ensure that “their” MNEs are not discriminated against in other countries.

Another reason for an uneven playing field in a state-based order is security ties between
nations. Even the most powerful states cannot achieve all of their geopolitical objectives by act-
ing alone. Countries rely on the support of security allies, or other states with aligned or similar
interests (Davis, 2023). Despite their differences in power, military allies mutually promote each
other's welfare because they need not worry about the national security externalities of welfare-
enhancing trade and investment (Gowa & Mansfield, 1993; Li & Vashchilko, 2010). Thus, coun-
tries have an interest in maintaining positive relations with allies, including how they treat
MNEs from allied countries. Empirically, foreign trade and investment flows are stronger
between geopolitical allies (Biglaiser & DeRouen Jr, 2007; Gowa & Mansfield, 1993; Li &
Vashchilko, 2010; Pollins, 1989).

Because national security externalities and power asymmetries are less likely to be exploited
between friendly nations and allies, the incentives to restrict foreign firms' access and favor
domestic companies are weakened. Thus, when host governments “discriminate” against for-
eign enterprises, they reserve the most adverse treatment for firms from geopolitical rivals or
adversaries. In this vein, recent scholarship has found that when the interests of home and host
states in global affairs diverge, host governments are more likely to intervene in foreign acquisi-
tions (Bertrand et al., 2016). Similarly, host governments challenge acquisitions by firms from
geopolitical rivals, particularly when the acquiring firm is likely to threaten national interests
(Wang et al., 2021).
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4.4 | Institutional alignment

Given anarchy and state sovereignty, countries adopt different institutions through which
MNEs must navigate. To the extent that these institutions align between home and host coun-
tries, MNEs face lower transaction costs when investing abroad. Thus, a vast literature in inter-
national business suggests that MNEs are more likely to invest in countries with low
institutional distance (Berry et al., 2010; Salomon & Wu, 2012; Xu & Shenkar, 2002).

Under the market-based order, institutional distances shrink precisely for this reason: to
support cross-border market transactions, states often voluntarily align their regulations. For
example, the European Union has pursued greater regulatory harmonization, which has helped
boost cross-border M&A activity, consistent with the European Commission's ultimate goal of a
single market for M&A. However, the absence of a single legal framework across Europe still
makes cross-border M&A transactions relatively more difficult than domestic transactions
(Moschieri & Campa, 2009). The formal institutional framework that underpins a market-based
order can also foster greater alignment of informal institutions and norms. For example,
through contact and collaboration in intergovernmental organizations that influence the world
order, actors from different countries develop shared norms and values that underpin policy
convergence, trust, and relational governance (Egel & Obermeier, 2023; Ingram &
Torfason, 2010; Rangan & Sengul, 2009). Similarly, as formal institutional barriers are disman-
tled to facilitate MNE movement across borders, multinationals help diffuse norms from their
home countries, fostering greater alignment in areas such as labor and environmental practices
(Malesky & Mosley, 2018).

While states may seek institutional alignment, achieving it is difficult because states dis-
agree over how institutions should align. This is because states often pursue international stan-
dards that closely resemble their own, thereby reducing the adjustment costs they and their
firms incur. Under the state-based system, to prevent rival nations and their firms from gaining
an advantage in economic and, by extension, geopolitical competition, there is greater intensity
in competition over which standards are adopted, particularly among powerful countries that
do not want to give ground on standards. In international finance, for instance, recent financial
sanctions imposed on Russia by the United States and its geopolitical allies, together with
mounting economic and political tensions between the United States and China, could result in
the bifurcation of the international financial system into two silos (Eichengreen, 2024). Cutting
Russia off from the SWIFT system and Russia's increasing use of the RMB in international set-
tlements are just two examples of that trend. Less powerful nations face pressure to adopt stan-
dards imposed by more powerful countries. The net result is a more fractured set of standards
and regulations.

4.5 | Summary comparison

In Table 1, we provide a summary comparison of how the four core issues of concern to MNEs
are affected differently under a market-based versus a state-based order. It is clear that, across
the board, a market-based order helps to reduce transaction costs and improve efficiency for
MNEs. It is associated with lower barriers to entry, less discrimination based on foreignness
and nationality, greater protection of property rights, and higher levels of institutional align-
ment. Thus, we should expect greater cross-border activity by multinationals to occur among
countries that endorse and comply with the market-based economic order.
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In contrast, within a state-based economic order, national security concerns and power
dynamics are often at the crux of international commerce. Firms need to be concerned about
the impact of power and national security in at least two respects. First, because national secu-
rity concerns matter more in a state-based order, national governments are concerned that mul-
tinational activities may undermine the balance of power among them and other states. Thus,
the state-based economic order promotes a mercantilist focus on the relative distribution of ben-
efits rather than absolute efficiency gains. Foreign MNEs are not only sources of capital, tech-
nology, and jobs but also potential sources of home-country leverage that host governments
must guard against. Second, home country power affects the operating environment for MNEs,
such that firms from more powerful states will encounter lower transaction costs, including
potentially lower barriers to entry, more secure protection of property rights, and better treat-
ment. This is because powerful home governments, when unrestrained, can (threaten to) coerce
less powerful countries into adopting policies that favor “their” firms. Indeed, they may be able
to pressure the host government to grant their MNEs more favorable treatment than domestic
firms. By contrast, firms from less powerful countries will be more likely to experience negative
discrimination.

TABLE 1 Geopolitics-induced economic orders and MNE global expansion.

Core issues MNE concerns Market-based order State-based order

Market
entry

Can MNEs enter a foreign
market to operate and sell
their goods and services
there?

Low barriers to entry;
expanded market access;
limited investment screening

Higher barriers to entry;
market access is restricted to
serve national interests;
greater restrictions on where,
when, and how foreign firms
can expand internationally

Investment
security

Are MNEs' property rights
protected?

Relatively secure with low
probability of expropriation.
Access to international legal
dispute resolution
mechanism to challenge
state actions

Property rights are
contingent on how MNEs
serve political interests and
their bargaining power

Equal
treatment

Are the rules of market
competition similar for
MNEs and domestic firms,
as well as MNEs from
different countries?

National treatment; most-
favored nation (MFN)

Different rules for domestic
and foreign firms. MNEs
from different home
countries face varying
investment environments
depending on the
relationship between their
home and host countries.
Firms from “friendly”
countries are treated better
than firms from “rival”
countries

Institutional
alignment

What are MNE transaction
costs in operating across
countries?

Consensus-driven common
institutional and technical
standards across countries
minimize transaction costs

Power-based competition for
standards leads to fractured
institutional and technical
standards, which increases
MNE transaction costs
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5 | COMPETING UNDER DIFFERENT ECONOMIC ORDERS

What strategies should multinationals adopt under the two distinct economic orders to be pros-
perous and successful, that is, to sustain superior financial performance while effectively esta-
blishing and managing competitive operations across multiple national markets? In this
section, we will explore which types of firms, strategies, and capabilities are rewarded under the
two different economic orders. To compete successfully, a firm's strategy should align with, or
“fit,” its external institutional environment (Ahuja & Yayavaram, 2011; Peng et al., 2009). Since
MNEs face different environments under market-based and state-based orders, we examine
how firms can profit under each condition.

5.1 | Competing under a market-based order

Under a market-based order, MNEs face greater equality in market opportunities and in the
protection of property rights. Moreover, the lowering of barriers to entry and deeper institu-
tional alignment enable firms to more easily develop globally integrated operations. Under
these conditions, what separates winners from less successful firms is their ability to prioritize
efficiency. Successful firms are more likely to invest in aggregation and arbitrage strategies to
maximize efficiency globally (Ghemawat, 2007). They will focus on achieving economies of
scale and/or scope, coordinating operations across countries, and maximizing potential gains by
exploiting differences across borders (Bartlett & Ghoshal, 2002; Kogut & Zander, 1992, 1993;
Martinez & Jarillo, 1989). MNEs become central actors in global value chains, integrating their
geographically dispersed strategic partners, specialized suppliers, and customer bases into com-
plex structures (Kano et al., 2020). Because success hinges on their market competitiveness,
they are more likely to invest in product quality, innovation, and productivity. Indeed, long-
held theories of the MNE emphasize the efficiency-enhancing properties of cross-border activity
(Buckley & Casson, 1976; Dunning, 1981), and empirical analysis of cross-border acquisitions
supports this view (Clougherty & Skousen, 2021).

At the same time, equal treatment also gives rise to greater heterogeneity among successful
firms. More equal market opportunities allow both large and small firms to succeed. Similarly,
firms from less powerful home countries can also compete based on innovation and/or effi-
ciency. Firms from emerging markets, for example, use international expansion as a spring-
board to acquire strategic resources and reduce their institutional and market constraints at
home while compensating for their competitive weakness (Luo & Tung, 2007).

Although a market-based order centers on market competition and rewards firms with
superior market capabilities, this does not render non-market capabilities irrelevant. Indeed,
firms will benefit from developing non-market capabilities attuned to the market-based order.
As rules and institutions are developed through a deliberative, consensus- or negotiation-based
approach, they cannot be changed without a similarly broad negotiated consensus. Institutions
are thus “sticky,” and consensus increases the probability of state compliance with the rules
governing the treatment of MNEs (Maggi & Morelli, 2006). As a result, successful firms will
focus on shaping and leveraging the rules of the game to protect their interests. For example,
because trade and investment agreements provide a pathway for firms to pursue their interests
through a legal, rule-based process, developing legal capabilities to secure and enforce property
rights when operating across borders is valuable and essential (Bagley, 2008; Beazer &
Blake, 2018). In addition, the “rules of the game” themselves may be open to potential rewriting
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and contestation, which MNEs often seek to influence through corporate political activities
(Katic & Hillman, 2023). However, in contrast to domestic settings, rules are set by multiple
states, requiring MNEs to mobilize governments and stakeholders internationally to shape
international rules. An example of this is the aforementioned TRIPs agreement, which is partly
a consequence of American, European, and Japanese firms working together to lobby for intel-
lectual property to be brought under the WTO's umbrella (Sell, 2003).

5.2 | Competing under a state-based order

Under a state-based order, MNEs encounter higher barriers to market entry and different rules
for market engagement based on a firm's country of origin. Firms from more powerful and
friendly home countries have better market access, preferential treatment for property rights,
and lower transaction costs. Under these conditions, an MNE's nationality or country of origin
plays a greater role in shaping its success.

Thus, a key challenge for MNEs is managing country-of-origin effects. They can do so by
minimizing investments that cross geopolitical fault lines (Adarkwah et al., 2024; Sinani &
Zilja, 2025; Wang et al., 2021) or by reshaping perceptions of nationality through relocating con-
trol rights away from the home country. For example, MNEs can license their technical skills
and management know-how to domestic firms without equity participation or direct control,
thereby circumventing the principal objection to MNE investment—foreign control of local
industry (Wright, 1971). Successful firms are thus more likely to invest in international adapta-
tion strategies (Ghemawat, 2007), wherein localizing in different markets calls for demonstrat-
ing relevance to national goals to mitigate security concerns.

Further, under a state-based order, firms are less able to rely on international rules and
institutions that constrain governments and support market activities because national govern-
ments are more likely to violate or dissolve those rules and institutions to advance what they
perceive as their national interests and national security. Such interventions may include bar-
riers to entry, infringement on property rights, discriminatory treatment, and misaligned insti-
tutional rules, thus disrupting MNEs' operations, constraining their freedom of action, and
undermining the security of their investments. In such an environment, it would be unwise to
focus completely on scale and efficiency. Rather, MNEs prioritize strategies that promote flexi-
bility, resilience, and reduced exposure to downside risks. Such strategies include partnerships
with other firms (Delios & Henisz, 2003; Henisz, 2000) and cultivating supply chain diversifica-
tion (Enderwick, 2011).

To survive and succeed in a state-based order, MNEs must also develop and leverage their
own bargaining power over governments. In other words, in a world where how firms are
treated is determined more by bargaining with the state rather than over international institu-
tions, success is shaped by a firm's bargaining power vis-à-vis the host government. One source
of bargaining power is leveraging home-country political influence and diplomatic ties (Li
et al., 2018). Firms can also gain leverage over governments by cultivating economic or political
resource dependencies in the host country. MNEs have economic power, or structural power, to
the extent that governments are dependent on them for critical resources such as technology,
employment, and access to foreign markets. Firms can use the threat of cutting off access to
these resources to deter governments from taking actions that negatively affect their interests
(Culpepper & Reinke, 2014; Culpepper & Thelen, 2020). The corporate political activity and
political markets literatures have highlighted how firms can secure favorable treatment from
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governments in exchange for information, financial resources, and political support (Bonardi
et al., 2005). Larger firms with unique, highly sought-after resources have the greatest
bargaining power over host and home governments. This leverage can help firms access foreign
markets, secure favorable treatment, and protect property rights in the absence of market-
supporting institutions. As such, these firms are best positioned to succeed in a state-based
order, all else being equal.

Prior research indicates that firms differ in their ability to engage effectively with political
actors, and firms with stronger political capabilities are more likely to succeed under state-based
orders (Holburn & Zelner, 2010). Indeed, strong political capabilities may enable firms that lack
economic resources, such as size or unique technologies, to survive under a state-based system
if those capabilities extend to forging political alliances with other firms and stakeholders to
augment their power. For instance, firms can seek to work with their supply chain partners in
the host country (Johns & Wellhausen, 2016) or collaborate with other firms through business
associations to protect their rights and interests in a volatile policy environment (Doner &
Schneider, 2000; Rajwani et al., 2015).

5.3 | Summary comparison

In Table 2, we provide a summary comparison of the sources of competitive advantage, market
and non-market strategies of successful MNEs, and the scope for strategic success under a
market-based versus a state-based order. Overall, under a market-based order, MNEs exploit
the greater assurance of market access, equal treatment, investment security, and institutional
alignment to pursue strategies that emphasize global efficiency to gain an advantage. These
characteristics also enable smaller firms and those from less-powerful home countries to com-
pete in global markets by emphasizing product quality, innovation, and productivity. Non-
market strategies of MNEs are then focused on shaping or leveraging the international rules of
the game to protect their interests.

By contrast, under a state-based order, where national goals, state power, and security con-
cerns are prominent, MNEs focus on adaptation strategies to achieve local relevance and ensure
their fit with the national environment. MNEs' relative power—through their home country or
their own bargaining vis-à-vis the host government—becomes essential to success. Thus, firms
focus on strategies that emphasize local relevance and resilience while managing their country-
of-origin effects. In such a system, large MNEs with greater structural or bargaining power will
out-compete their more constrained rivals.

6 | GEOPOLITICAL DISEQUILIBRIUM, STATE–MARKET
ORDERS, AND FIRM CHOICES

So far, our analysis has focused on scenarios where a stable equilibrium level of geopolitical
competition exists in a firm's business environment, which can be low or high, as shown on the
left side of Figure 1. The analysis is based on two important premises. First, the state–market
order is taken as largely exogenous and stable by both state and market actors. Second, firms
know which order prevails and is dominant in their business environment. These two premises
are justifiable in scenarios on the left side of Figure 1 because the prevailing state–market order
has taken hold and become consolidated. It means that individual states and firms can take the
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prevailing state–market order as given because for individuals to overturn or change the exis-
ting order, the probability is very small, and the cost is too high. In addition, because the
existing state–market order is prevalent, it is natural that firms know the type of order they are
in. But, as the right side of Figure 1 illustrates, there is also a time and place when and where
geopolitical competition is in disequilibrium, and firms cannot predict the future equilibrium
state–market order.

In an earlier section, we argued that the type of state–market order likely to prevail is a
function of geopolitical competition, a point that is relevant to the right side of Figure 1 as well.
International relations scholars often propose that the equilibrium level of geopolitical competi-
tion can be disrupted by three types of shifts, that is, shifts in the distribution of power, domes-
tic politics, and shared values and identities. First, some scholars point to international politics
and the distribution of material power among countries (Mearsheimer, 2003; Waltz, 1979), how
major power wars occur when a rising challenger overtakes the dominant hegemon in power
(Organski & Kugler, 1980), or how rapid, large shifts in power prevent states from making cred-
ible agreements, leading to inefficient war rather than negotiated settlements (Powell, 2004).
Second, other scholars highlight the significance of domestic regime type (De Mesquita
et al., 2004; Oneal & Russett, 1999) and the impact of right-wing populism on the perception of
foreigners as threats to the homeland (Blake et al., 2024). Third, shared beliefs/culture can
change regarding whether others are viewed as friends, rivals, or enemies (Wendt, 1999). How
nation-states collectively interpret their geopolitical setting drives the type of state–market order
they seek to create, hence the potential for orders to vary across time and space. Indeed, social
constructivist scholars in international relations have long argued that “anarchy is what states
make of it” (Wendt, 1992). Therefore, the stability of the equilibrium level of geopolitical com-
petition depends on conditions at the international, domestic, and even individual levels. These
conditions are not constant, and when they shift, they can push countries out of equilibrium
and toward a new equilibrium and a new form of state–market order. In this situation, it is less
costly and more feasible to change the state–market order, thereby making it more endogenous.

For example, following the Second World War, American hegemony, the threat of the Soviet
Union, and the economic devastation of Europe combined to generate historically low levels of

TABLE 2 MNE global strategy under two economic orders.

Market-based order State-based order

Competitive advantage Efficiency Nationality; Bargaining power

Strategic focus (market) International aggregation and arbitrage
strategies, achieving economies of
scale/scope through global efficiencies
and exploiting differences across
countries to gain advantage

International adaptation strategies,
ensuring localization in different
markets to highlight relevance to
national goals and mitigate security
concerns

Strategic focus (non-
market)

Shaping and leveraging the rules of the
game to protect their interests

Developing political and economic
resource dependence to protect their
interest

Scope for strategic
success

Broad: Success is possible for small and
large firms; firms from powerful and
non-powerful home countries

Narrow: Success is concentrated in
large MNEs with greater structural or
bargaining power; firms from more
powerful countries
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perceived geopolitical competition among countries in Western Europe. This enabled European
states and other allies to come together to create a market-based order in the West, forming
institutions such as the GATT, the IMF, the World Bank, and the EU. This example illustrates
that state–market orders are endogenous to geopolitical competition and the actions of states
under different competitive equilibria. However, it is also valuable in highlighting that transi-
tions between equilibria are seldom speedy or predictable. In the early stages of the European
project, there was significant residual mistrust, and integration advanced slowly, beginning
with the pooling of coal and steel production so that “any war between France and Germany
becomes not merely unthinkable, but materially impossible” (Rosato, 2010; Schuman, 1950).
Thus, even as it began to scale back state intervention, Europe did not jump into full adoption
of a market-based order. Crucially, no one, including multinational firms operating in Europe
at that time, could have known for sure if Europe would continue to move toward ever more
market-based integration (as it did later on), or if a return to geopolitical competition and con-
flict on the continent was likely to take place and, with it, a state-based order and return to mer-
cantilism (as it did during the interwar years and WWII).

6.1 | Competing under uncertainty

What do firms do when they cannot predict the future prevailing state–market order? One plau-
sible response is to develop strategic flexibility by cultivating real options. A real option exists
when a firm has the opportunity, but not the obligation, to take action with regard to an invest-
ment or operation (Dixit & Pindyck, 1994). The literature identifies two key types of options:
(a) growth/incremental options, which involve investments, assets, or activities that can be
scaled up, abandoned, or sold off in the future; (b) switching/flexibility options, which involve
alternative investments, assets, or activities among which one can redistribute resources and
effort to facilitate strategic change (Bowman & Hurry, 1993; McGrath, 1997; Oriani &
Sobrero, 2008). These options are particularly valuable to firms when faced with environmental
uncertainty because they afford managers greater flexibility to respond to changing external cir-
cumstances (Belderbos & Zou, 2009; Bowman & Hurry, 1993; Chung et al., 2010; Cuypers &
Martin, 2010; Kogut, 1991; Kogut & Kulatilaka, 1994; Lee & Makhija, 2009; Oriani &
Sobrero, 2008; Tang & Tikoo, 1999; Trigeorgis, 1996; Vassolo et al., 2004). In the context of
MNEs, the literature has examined both forms of real options.

In line with prior work, firms can develop switching options across different locations (Kim
et al., 1993; Kogut, 1991; Kogut & Kulatilaka, 1994; Lee & Makhija, 2009; Tang & Tikoo, 1999;
Tong & Reuer, 2007). The key difference in our setting is that economic orders characterize
groups of countries, so options need to be across these groupings (rather than individual coun-
tries) if firms wish to hedge against the risks associated with uncertainty in a given order.

A US multinational firm may reasonably view heightened geopolitical competition between
the United States and China as posing a challenge to a global market-based order. This would
be particularly so if that competition led those countries to impose greater barriers to trade and
investment and to display a greater willingness to flout restrictions imposed by the WTO
and other global institutions that help preserve a market-based order. However, the firm may
be unsure whether geopolitical competition between the major powers will increase or decrease
in the future, and thus the extent to which the future will be characterized by a global market-
based order or a state-based order. In such circumstances, the firm can cultivate options in dif-
ferent ways. First, the firm can invest in capacity and operations across multiple regional or
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dyadic orders that reward the firm's capabilities. For example, the firm could ensure that it has
a presence in India, China, and the EU. This way, if global-level uncertainty is resolved unfa-
vorably for the firm, it can leverage its existing market knowledge, established business rela-
tionships, and other assets to shift operations to other locations (Kogut & Kulatilaka, 1994;
Rangan, 1998).

Alternatively, our hypothetical firm could be operating under a market-based order, but is
uncertain about its durability in light of growing geopolitical competition. The firm can begin
making incremental investments in assets aligned with success under a state-based order
(Table 2), such as greater localization of foreign subsidiary operations, joint ventures with
domestic partners to moderate nationality, and alliances with other firms to build size and
bargaining power. These remain growth options, as the scale of commitment in such actions is
moderate, providing flexibility to return to practices suited to a more market-based order if geo-
political competition dies down. Growth options have featured in the literature on international
joint ventures (IJVs) where scholars have viewed IJVs as responses to uncertainty that provide
firms with the option to acquire greater equity or even full ownership of the venture if that
uncertainty is resolved favorably in the future (Cuypers & Martin, 2010; Kogut, 1991; Reuer &
Tong, 2005; Tong et al., 2008). Thus, an IJV would be attractive because MNEs can potentially
moderate their ownership stake depending on the extent to which they need to localize.

Taken together, firms that are successful amid geopolitical competition in disequilibrium,
when it is difficult to determine prevailing (or future) state–market relationships, will prioritize
strategic flexibility. Cultivating real options offers a promising strategy that enables firms to
avoid a passive “wait and see” approach while still mitigating downside risks.

When firms cannot predict the future prevailing state–market order, they interpret uncer-
tainty differently, leading them to adopt different real options strategies. A firm's real options
investments will reflect its managers' cognitive biases in evaluating the degree and importance
of the uncertainty they face (Lee et al., 2023). This not only means that different firms will eval-
uate the same external environment differently, but also that managers within the same firm
may have different expectations. For example, when senior managers of a mining company
were assessing the potential acquisition of a mine in a politically risky country, each had differ-
ent estimates of the probability of hazardous events, focused on different aspects of risk, and
made different recommendations (Maitland & Sammartino, 2015). It thus follows that there will
be greater heterogeneity in firm strategy under these circumstances.

7 | DISCUSSION

To understand how geopolitics affects the activities of MNEs, we have argued that scholars of inter-
national business must go to the first principles of international relations. Multinational firms oper-
ate in an anarchic international system in which there is no world government to safeguard the
interests of nation-states, let alone firms. This persistent condition generates a security dilemma
among countries, the severity of which shapes whether governments prioritize geopolitical con-
cerns, including territorial, resource, and technological control, to ensure national security and sur-
vival. In equilibrium, when countries do not perceive one another as threats and geopolitical
competition is muted, an economic order that promotes voluntary cross-border market transactions
can emerge and become consolidated. This stable market-based order entails lower barriers to entry,
greater protection of property rights, less discrimination among firms, and lower transaction costs
for multinationals. A different equilibrium is also possible, where geopolitical competition is more
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severe. Here, governments intervene more frequently and persistently in MNE activities to safe-
guard their interests and maintain their relative power. This type of economic order, which priori-
tizes national security and state power, is associated with higher barriers, risks, and transaction
costs for MNEs. Different orders not only structure the operating environment for MNEs but also
systematically reward different resources and capabilities.

We believe the geopolitical-economic order (GEO) framework that we have developed can
serve as a common conceptual foundation for researchers studying how geopolitics affects
MNEs. By linking first-principles forces in international relations (anarchy and the security
dilemma), the central concern of classical political economy (the state–market relationship),
geopolitics, and firm strategy, our conceptual framework is sufficiently general to encompass
previously identified mechanisms (e.g., legitimacy, nationalism, instability) and a range of sce-
narios (e.g., low, high, or disequilibrium levels of geopolitical competition). It thus provides a
basis for scholars and managers to analyze the impact of geopolitics across time (past, present,
and future) and across countries. Moreover, it can guide researchers to consider a common set
of variables and sources of MNE heterogeneity that go beyond firm-specific capabilities to fac-
tors such as the relative power of an MNE's home country and its networks of geopolitical ties.

We reiterate that the significance of geopolitical concerns and the type of prevailing eco-
nomic order in firms' business environments vary across time and space. This condition creates
a dynamic and complex environment for MNEs that warrants further investigation in future
scholarship. In particular, there is scope to advance our understanding of how firms adapt to
changes in the type of orders under which they operate. The current era appears to present a
ripe opportunity for such research, as many aspects of the global economy are witnessing
a weakening of the market-based order and a potential resurgence of a state-based order. While
recent analyses have focused on deglobalization (Aguilera et al., 2019; Witt et al., 2023) as part
of this retrenchment from a market-based order, the question of which strategies enable firms
to adapt more successfully to such shifts remains open and critical for IB scholars. In consider-
ing these questions, scholars should be cautious in viewing the transition from one order to
another as swift and predictable. Rather, when geopolitical competition is pushed out of equi-
librium, it is typically unclear for some time whether the previous state–market order will con-
tinue or be replaced by a different one. Faced with high uncertainty about the prevailing state–
market relationship, we argue that firms will benefit from prioritizing strategic flexibility.

In addition, as multiple types of orders often coexist across different parts of the world econ-
omy, further investigation into how global firms manage across these types is necessary. For
instance, how do economic orders affect firm location decisions? We know that location deci-
sions are affected by host-country characteristics such as resource endowments and domestic
institutions, but what role does the geopolitically induced economic order in which the host
country is embedded play?

Finally, how do firms balance the competing demands of different economic orders? In a
world characterized by multiple orders of different types, firms that seek to be truly global in
scale must develop resources and capabilities that drive competitive advantage across both
state-based and market-based orders and possess the flexibility to combine and deploy those
capabilities effectively. This is particularly so if one expects, as many do, that a world composed
of multiple blocs is beginning to emerge, and these blocs develop economic order in different
ways. The literature on institutional distance emphasizes the compatibility between institu-
tional conditions and firm capabilities (Kostova, 1999); however, less is known about how capa-
bilities rewarded across contexts interact and mutually reinforce one another. For instance, can
a firm that manages complex global supply chains and generates economies of scale in
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countries following the market-based order capitalize on these capabilities by developing politi-
cal resources that enable it to expand its operations into other countries under the state-based
order? There are also organizational implications that scholars should explore. Advances in
communications and transportation technologies over the last 50 years have enabled greater
centralization of activities. However, a more fragmented world in which international com-
merce is organized under different principles across regions would imply greater decentraliza-
tion within multinational firms, granting national or regional units greater autonomy to
develop capabilities and manage operations (Dunning & Lundan, 2008).
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ENDNOTES
1 UNCTAD International Investment Agreements Navigator: https://investmentpolicy.unctad.org.
2 To keep our analysis tractable, we treat the two economic orders as discrete ideal types. But one may consider
them the two polar ends of a continuum defined by the relative autonomy of the market from the state, thereby
accommodating variants in between, such as the coordinated market economy, state capitalism, and market
socialism. We are grateful to an anonymous reviewer for pointing this out.

3 For example, in 2025, global trade wars, US–China rivalry, cyber attacks, and wars in Ukraine and the Middle
East are top geopolitical concerns for managers and firms according to S&P Global (https://www.spglobal.
com/en/research-insights/market-insights/geopolitical-risk) and SHRM Business (https://www.shrm.org/
enterprise-solutions/insights).

4 While the Bretton Woods system was partially motivated to counter the spread of communism, the prevailing
state-market order among its participants was largely market-based as geopolitical competition and security
concerns between them were comparatively low. In contrast, within the Soviet bloc, relations among member
states were marked by Soviet military and economic dominance, ideological pressure, political control and
coercion, and the threat of military intervention (e.g., the Hungarian Revolution of 1956 and Prague Spring).

5 For example, within realism one may find classical realism (Morgenthau, 1948), structural realism (Waltz, 1979),
and offensive realism (Mearsheimer, 2003), while within liberalism there is classical liberalism (Moravcsik, 1997)
and neoliberalism (Keohane, 1984; Keohane & Nye, 1977; Powell, 1994), among others.

6 Even if powerful states may have asymmetric influence, they exert their influence within the confines of those
rules.
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