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This study investigates the effect of historical military conflict (between the home countries of ven-
ture capital (VC) firms and portfolio companies) on the performance of cross-border VC investments.
Using exhaustive data on global cross-border investments during 1986-2017, we find that adverse
memories imprinted by historical military conflict have a negative effect on cross-border performance
as measured by internal rate of return and public market equivalent. We show that nation-dyadic
(i.e. political affinity) and ownership control strategy (i.e. board seat and syndication)-related contin-
gencies moderate the relationship between historical military conflict and cross-border performance.
Collectively, our findings shed light on the presence of intergroup interaction challenges and mistrust
when investing in cross-border VC deals and demonstrate channels to mitigate their adverse effects.

Introduction

In light of recent internationalization of venture capi-
tal (VC) investment (Ahlstrom and Bruton, 2006; Bru-
ton, Ahlstrom and Yeh, 2004; Bruton, Fried and Mani-
gart, 2005), a number of studies have explained why VC
firms make cross-border investments. The reasons driv-
ing the decision to invest abroad are limited investment
opportunities in a domestic market, intense domestic
competition and risk diversification motives (Buchner
et al., 2018; Gompers and Lerner, 2000). Further, some
studies have found that geographic, cultural and insti-
tutional differences between the home and host coun-
tries affect cross-border performance (see Buchner ez al.,
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2018; Cumming and Johan, 2017; Cumming, Knill and
Syvrud, 2016; Dai, Jo and Kassicieh, 2012; Dai and Na-
hata, 2016; Y. Li, Vertinsky and Li, 2014; Y. Li and
Zahra, 2012; Lutz et al., 2013; Meuleman et al., 2017,
Tykvova and Schertler, 2014).

While prior studies are immensely insightful, schol-
ars are increasingly being called upon to consider
‘new realities’ in international business by integrat-
ing an international relations perspective (Buckley,
2022; Buckley and Casson, 2021; Teece, 2020). There
are three distinct streams of international relations
theory that are grounded in realism, liberalism and
constructivism (Snyder, 2004; Walt, 1998; Witt, 2019).
The realism-based approach in international relations
creates interstate tensions by giving prominence to
state actors and national security (Lobell, 2017; Waltz,
2010). In contrast, the liberalism and constructivism-
based approaches are focused on reducing tensions
by promoting liberal values such as free markets and
democracy, fostering economic interdependence and
creating intergovernmental institutions (Keohane and
Nye, 1987). Given the central role of geopolitics in
today’s macro-environment, it is crucial to integrate
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realism into an international relations perspective
(Buckley, 2022; Teece, 2020).

With this in mind, this study explores the role of his-
torical military conflict in intergroup interactions be-
tween VC firms and portfolio companies during the
holding period. Given VC’s heavy involvement in in-
vestment deals as investor, coach and mentor, the qual-
ity of the interactions and trust between VC firms
and portfolio companies’ managers during the hold-
ing period (i.e. ex-post) could affect the performance of
cross-border investments. Although opportunistic be-
haviour and mistrust driven by adversarial international
relations might not be noticeable at the time of in-
vestment, they are likely to become salient when VC
firms are coaching and monitoring their portfolio start-
ups (Espenlaub, Khurshed and Mohamed, 2015; Giot
and Schwienbacher, 2007; Gompers and Lerner, 2001;
Jaaskeldinen, Maula and Seppa, 2006; Sapienza, Mani-
gart and Vermeir, 1996; Sethuram, Taussig and Gaur,
2021) and setting up the performance milestones needed
to qualify for new rounds of financing (Pahnke et al.,
2015). In turn, such opportunistic behaviour might not
be considered by the VC firms when deciding on in-
vestments, but may hamper the performance of cross-
border investments. Hence, VC firms often monitor and
locate close to the portfolio companies (Bellavitis, Ri-
etveld and Filatotchev, 2020; Lerner, 1994; Sapienza,
Manigart and Vermeir, 1996) to mitigate such oppor-
tunism during the holding period.

While it is plausible to expect that VC firms would
avoid investing in countries with higher levels of his-
torical military conflict, economic consideration pre-
vails when making cross-border investment decisions
(ex-ante). This is owing to the bounded rationality prob-
lem faced by economic agents such as VC investors, as
they are extremely focused on diversifying investment
portfolios across different geographic locations (Mani-
gart et al., 2006) without paying much attention to inter-
national relations and geopolitics. For instance, despite
the historical adversarial relationship between China
and Japan owing to the intense historical military con-
flict (e.g. genocide) in the early twentieth century, Soft-
bank group from Japan is one of the top five share-
holders of Alibaba (a Chinese e-commerce company).
Although VC firms could potentially invest in hostile
countries as evinced by the above case, we argue that
historical military conflict induces inter-organizational
challenges during the post-investment (ex-post) period
and influences cross-border performance (Dushnitsky
and Shaver, 2009; Katila, Rosenberger and Eisenhardt,
2008).

As such, our study aims to extend prior cross-border
VC investment literature by revealing how the inter-
group tension challenges between VC and portfolio
company managers during the investment holding pe-
riod influence cross-border performance. Further, we

explore boundary conditions under which the effect
of historical military conflict on performance changes.
In particular, we focus on nation-dyadic and owner-
ship control contingencies, which influence mechanisms
through which historical military conflict affects VC
performance. Using a unique and exhaustive global
dataset on cross-border VC investment provided by
the CEPRES database during 1986-2017, our results
show that historical military conflict has a negative ef-
fect on cross-border performance. Next, we find that
political affinity and board seat attenuate the histori-
cal military conflict—cross-border VC performance rela-
tionship, while syndication (at least partially) accentu-
ates the relationship.

Our primary contribution is to extend prior VC
studies by underscoring the importance of interna-
tional relations to manage intergroup challenges in
cross-border investments (Buchner ez al., 2018; Dai, Jo
and Kassicieh, 2012; Espenlaub, Khurshed and Mo-
hamed, 2015; Fieberg et al., 2021; Sapienza, Manigart
and Vermeir, 1996; Shenkar, Luo and Yeheskel, 2008).
Previous international business studies examine the role
of international relations in foreign direct investments
(Q. Li and Vashchilko, 2010; Pandya, 2016), cross-
border acquisitions (C. Li et al, 2020) and sovereign
wealth fund investments (Knill, Lee and Mauck, 2012),
which are different from cross-border VC investments.
For instance, cross-border acquisitions occur between
incumbent firms as acquirers and target firms with a
steady cash flow. In a similar vein, foreign direct in-
vestments are often made by established multinational
enterprises and sovereign wealth fund investments are
focused on investing in mature firms. Nevertheless, in
cross-border VC investments, VC firms become owners
of young and entrepreneurial portfolio companies. In
turn, VC firms need to constantly monitor and interact
with the portfolio company throughout the holding
period. Since coaching and dynamic interactions are
salient during the investment holding period, an in-
sight into the international relations between the VC
and portfolio company in cross-border investments is
interesting and novel.

Finally, we provide new insights into how VC firms
deal with intergroup tensions and interaction chal-
lenges. Our contingency approach of investigating the
inter-relationships provides a basis for understanding
the roles of control and collaboration that are pivotal to
the success in today’s new normal landscape for inter-
national business (Felin and Foss, 2005; Foss and Ped-
erson, 2019; Raisch, Hargrave and Van De Ven, 2018).

Theory and hypotheses

According to the realism-based approach of interna-
tional relations, historical military conflict is considered
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one of the most salient and consequential components
of international relations (Deutsch, 1973; Jones, Bre-
mer and Singer, 1996), which can have a long-lasting im-
printing effect on the countries involved and their pop-
ulations’ collective memories, attitudes and behaviours
over generations (Arikan, Arikan and Shenkar, 2020;
Deutsch, 1973; Mosse, 1991). With this in mind, we view
the VC-portfolio company relationship through the
lens of intergroup relations theory, which addresses the
role of social categorization and social identity/status
(Tajfel, 1982; Tajfel and Turner, 1979) in intergroup ten-
sions between organizations originating from different
countries (C. Li et al, 2020). In negotiations and so-
cial identity research, adverse memories imprinted on
individuals have been shown to affect in-group versus
out-group identification, as well as interaction dynam-
ics and negotiation outcomes (Tse, Francis and Walls,
1994). Such adverse memories can create unfavourable
social perceptions and cognitive biases (Pruitt and Ru-
bin, 1986). For example, the categories of in-group
and out-group are formed based on national animos-
ity or similarity of (national) traits between VC firms
and portfolio companies (Arikan, Arikan and Shenkar,
2020). Generally, individuals implicitly perceive, retain
and process information about in-group members more
favourably than out-group members (Hamilton and
Trolier, 1986).

In the context of the VC—portfolio company relation-
ship, if managers or employees of a portfolio company
have negative collective memories about a VC firm in
view of historical military conflict, then they would la-
bel that VC firm as an out-group (Arikan and Shenkar,
2013). Such a biased and prejudiced categorization
would result in contrasting parameters hampering their
interaction quality and trust during the holding period.
Subsequently, our predictions articulate how cognitive
and effective interaction processes and trust between VC
firms and portfolio companies are shaped by historical
military conflict (Abrams and Hogg, 1988; Tajfel and
Turner, 1979, 1986). Given that individuals in general —
and those working for organizations — use nationality as
the dominant sense-making vehicle for intergroup rela-
tions in international settings (Salk and Shenkar, 2001),
we postulate that historical military conflict creates in-
tergroup tensions and mistrust, hindering smooth inter-
actions and cooperation (C. Li et al., 2020). This is per-
tinent during the holding period of cross-border invest-
ment, which is characterized by frequent interactions
between VC firms and portfolio companies.

Historical military conflict and cross-border VC
performance

Historical military conflict between two nations is
likely to affect individual behaviour in each of the na-
tions, either contemporaneously or backward looking

Buchner et al.

through inherited historical interpretations from past
generations (Arikan, Arikan and Shenkar, 2020). Since
memories accumulate over time, the remembrance of
these collective assets is likely to be influential in the
group context (Halbwachs, 1939). Further, individuals
are affected by national sentiments shaped by how
history is retained in the minds of individuals as a col-
lective memory (Klein and Ettensoe, 1999). Although
some country-dyadic relations have normalized even
after intense conflict, many, if not all, military conflicts
and their consequences have been passed down over the
generations and are still subject to the collective memo-
ries of the countries involved (Halbwachs, 1992; Mosse,
1991; D. Wang, Du and Marquis, 2019). Hence, the
collective memory formed by historical military conflict
is manifested as stereotyping and directly applies to the
formation of animosity and amity (Arikan and Shenkar,
2013; Linville, Salovey and Fischer, 1986). If decision-
makers have a negative collective memory about their
counterparts, then they could label them an out-group
out of animosity (Arikan, Arikan and Shenkar, 2020).
Thus, it is reasonable to posit that frequent historical
military conflict leads to considerable stereotyping and
prejudice towards the antagonistic country (Bar-Tal,
2000; Guiso, Sapienza and Zingales, 2009).

Subsequently, the unfriendly attitudes and behaviours
derived from frequent historical military conflict can be
detrimental to the quality of interactions between the
two parties, which is a critical element in cross-border
investments. The quality of interaction is highly rele-
vant because the general partners of VC firms frequently
provide advice and monitoring to their portfolio com-
panies during the holding period (Buchner et al., 2018;
Hain, Johan and Wang, 2016). For instance, VC firms
are usually involved with their portfolio companies for
3-10 years and then exit (Kaplan and Stroémberg, 2009),
creating a context whereby sentiment due to historical
military conflict could influence the outcome of cross-
border investment over many years. In contrast to cross-
border acquisitions, VC firms interact with the portfolio
company during the holding period, but eventually exit
the investment based on contractual agreements with
the portfolio company. If unfriendly attitudes prevail in
the VC—portfolio company interaction, then members
of the two parties will resist each other in conflicting
relationships rather than working together to reap the
benefits of VC investment (Verbeke, 2010).

In addition, intergroup categorization derived from
accumulated historical military conflict between the
home countries of VC firms and portfolio companies
could cause a shift in power distribution between the
principal and agent, inducing redundant rivalry and
agent opportunism. In this sense, greater accumulation
of historical military conflict can give rise to the portfo-
lio company’s opportunistic behaviour (e.g. breach of
property and control rights, contract enforcement is-
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sues) by taking advantage of its home-country environ-
ment, after the investment has been committed by VC
firms (Arikan and Shenkar, 2013; Dinc and Erel, 2013;
Kim, Steensma and Park, 2019). Opportunism prevents
reaping benefits from the VC firm’s involvement as in-
vestor, coach and mentor, such as extraction of syner-
gies and unfolding of the portfolio company’s creative
potential (Shenkar, Luo and Yeheskel, 2008). Hence,
such behaviour complicates collaboration and interac-
tion processes between VC firms and portfolio compa-
nies, thereby diminishing the value creation potential of
VC investment.

Given the above premises, we argue that intergroup
tension is likely to rise with the greater accumulation
of historical military conflict. As individuals associate
themselves with their home country, we expect histori-
cal military conflict to induce negative sentiments affect-
ing individuals’ level of trust, compromising the qual-
ity of interactions between VC firms and portfolio com-
panies (Arikan and Shenkar, 2013). Historical military
conflict not only diminishes relational trust between VC
firms and portfolio companies, but also institutional
trust towards the home countries of VC firms and port-
folio companies (Hain, Johan and Wang, 2016). As di-
minishing trust could create a hostile attitude and pre-
vent smooth interaction, cross-border VC investment
in countries with historical military conflict is likely to
lead to recurring, in-depth friction between VC firms
and portfolio companies (Gao, Wang and Che, 2018).
Thus, frequent and in-depth friction increases agency
and oversight costs, leading to negative performance
outcomes for VC firms (Kaplan and Stromberg, 2001;
Lerner, 1995).

In sum, cross-border VC investment in countries with
historical military conflict can induce partner-related
opportunism and create mistrust and tensions between
VC firms and portfolio companies, leading to moral haz-
ard and intergroup tensions (Dai and Nahata, 2016;
Hain, Johan and Wang, 2016; Kim, Steensma and Park,
2019). Therefore, we formally hypothesize that a higher
degree of historical military conflict is likely to decrease
internal rate of return (IRR) and public market equiva-
lent (PME).!

HI: There is a negative relationship between cross-
border VC performance and historical military conflict
between the home countries of the VC firms and their
portfolio companies.

'Our deal-level performance measures are based on cross-
border deals that are fully realized and exited by the VC (3746
deals).

Political affinity, historical military conflict and
cross-border VC performance

H1 suggests that VC firms originating from countries
characterized by historical military conflict with the
countries of portfolio companies are likely to face in-
tergroup tensions, opportunism and mistrust. Here we
argue that VC firms will be able to mitigate agency prob-
lems and intergroup tensions (Bertrand, Betschinger
and Settles, 2016; Fieberg et al., 2021; Hasija, Liou and
Ellstrand, 2020) by considering contemporary politi-
cal affinity. Political affinity is a yearly measure cap-
turing the degree of alignment in national interests be-
tween two countries that are shaped by a variety of
factors including governing structures, political culture
and idiosyncratic political agendas (Gartzke, 2000). En-
hancing political affinity is less likely to cause dispute
and pose a threat to each other’s national interests (see
Bertrand, Betschinger and Settles, 2016; Fieberg et al.,
2021; Gao, Wang and Che, 2018; Hasija, Liou and ElI-
strand, 2020; C. Li et al., 2020).

Higher levels of political affinity expose VC firms to
fewer intergroup tensions and less opportunism derived
from the negative sentiment imprinted by historical mil-
itary conflict (Yoon, Peillex and Buckley, 2021). In other
words, political affinity driving the (gradual) decline
of the negative sentiment can offset the pitfalls of op-
portunism and intergroup tensions affecting VC per-
formance (Fieberg et al., 2021; Yiu et al., 2021). Thus,
we expect the negative effect of historical military con-
flict on cross-border performance to be weakened with
higher political affinity (e.g. which is likely to exhibit cul-
tural similarities) between the countries of VC firms and
portfolio companies. Formally:

H?2: Political affinity between the home countries of the
VC firms and their portfolio companies attenuates the
negative effect of historical military conflict on cross-
border performance.

Ownership control, historical military conflict and
cross-border VC performance

The next two hypotheses explain how the ownership
control strategy influences the ability of VC firms to
mitigate the intergroup tensions derived from histori-
cal military conflict. Prior studies on the risk of op-
portunism (Dow, Baack and Parente, 2020; Zhou and
Xu, 2012) underscore the need for VC firms to ensure
sufficiently high levels of control needed to allow VC
firms to confidently transfer advanced knowledge to
the portfolio company for improved VC performance.
In contrast, other studies stressing value creation (e.g.
the knowledge-based perspective of Kogut and Zander,
1995) emphasize the need for VC firms to have high lev-
els of collaboration with other VC firms through syn-
dication, to mobilize more resources to diversify risks.
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Based on these two ownership control strategies (Li
et al., 2009; Sundaramurthy and Lewis, 2003), H3 and
H4 theorize the moderating role of board seat and syn-
dication.

Holding a board seat in the portfolio company would
provide VC firms with some level of control. VC firms
can exercise voting rights and impose restrictions, if nec-
essary, on portfolio companies during their involvement
(Gompers, 1995; Kaplan and Stromberg, 2001). Fur-
ther, a board seat allows VC firms to mitigate informa-
tion asymmetry and monitor executive behaviour in the
portfolio companies (Eisenhardt, 1989; Gabrielsson and
Huse, 2002; Humphery-Jenner, Sautner and Suchard,
2017). Nevertheless, holding a board seat in the port-
folio company may induce slower decision-making pro-
cesses, less candid discussions of managerial perfor-
mance and biases against risk-taking (Yermack, 1996).
Although having external board members from VC
firms could bring a breadth of knowledge and differ-
ent approaches to problem-solving, it might exacerbate
the adverse effects of historical military conflict (Keller,
2001).

Despite the contrasting arguments on the role of a
board seat, we assume that the benefits of having a
board seat outweigh its costs, thereby mitigating the
negative relationship between historical military conflict
and VC performance. For instance, while historical mil-
itary conflict increases the uncertainty regarding the in-
tergroup tensions and conflicts, VC firms taking a board
seat are able to increase the oversight and effective mon-
itoring of their portfolio companies. Since VC firms and
portfolio companies use each other’s nationality as their
sense-making vehicle (Salk and Shenkar, 2001), leading
to intergroup tensions, having a board seat in a port-
folio company gives the VC firms confidence in dealing
with intergroup problems. In addition, a lack of gover-
nance for VC firms in the portfolio companies can lead
to greater tensions between VC and portfolio compa-
nies, resulting in portfolio companies’ opportunistic be-
haviour and difficult interactions. With better hierarchi-
cal control, VC firms can minimize opportunistic be-
haviour and mitigate intergroup tensions (Kaplan and
Stromberg, 2001) due to historical military conflict be-
tween the home countries of VC firms and portfolio
companies.

In sum, we expect the negative effect of historical mil-
itary conflict on cross-border performance to be weaker
when VC firms hold a board seat in the portfolio com-
panies. Formally:

H3: Holding a board seat attenuates the negative effect
of historical military conflict on cross-border VC per-
formance.

A diverse VC consortium consisting of foreign VC
firms and local VC firms would be under considerable
pressure when historical military conflict leads to an-

Buchner et al.

imosity, hatred and prejudice (Bar-Tal, 2000; Guiso,
Sapienza and Zingales, 2009). Subsequently, the VC syn-
dication could lead to possible frictions between the dif-
ferent VC firms on handling the adverse outcome of
the portfolio company in an unfriendly country (Kim
and Park, 2021). In this sense, where VC firms face a
higher degree of historical military conflict, competitive
alliance partners could augment the conflicts of inter-
est, with the possibility of detrimental intellectual prop-
erty ‘leakage’ and the risk of social capital appropriation
(Makarevich, 2018). Moreover, owing to the competi-
tive tension in syndication, VC firms might not be able
to effectively deal with problems associated with inter-
group interactions and reduce the opportunism of the
portfolio company, induced by frequent military con-
flicts between the home countries of VC firms and port-
folio companies.

In sum, we expect the negative effect of historical
military conflict on cross-border performance to be
strengthened when VC firms syndicate with diverse part-
ners. Formally:

H4a: Syndications consisting of diverse members accen-
tuate the negative effects of historical military conflict
on cross-border VC performance.

Despite the challenges of diverse VC syndication to
manage portfolio companies located in countries with
higher levels of military conflict, such a syndication en-
ables VC firms to diversify the risks associated with their
portfolio company (Lerner, 1994; Manigart et al., 2006).
Syndications allow VC firms to share risk and to access
valuable resources by forming inter-VC alliances (Fer-
rary, 2010; Hopp and Rieder, 2011; Makarevich, 2018;
Wright and Lockett, 2003). In this sense, syndications
help VC firms to effectively deal with problems associ-
ated with intergroup interactions by mitigating informa-
tion asymmetry and adverse selection problems (Bellavi-
tis, Rietveld and Filatotchev, 2020; Lockett and Wright,
2001) through active and collective monitoring (Jensen
and Meckling, 1976).

In sum, we expect the negative effect of historical mil-
itary conflict on cross-border performance to be weak-
ened when VC firms syndicate with diverse partners.
Formally:

H4b: Syndications consisting of diverse members atten-
uate the negative effect of historical military conflict
on cross-border VC performance.

Methods

Data and sample

This study relies entirely on proprietary data obtained
from a private consulting company, the Centre for Pri-
vate Equity Research (CEPRES). CEPRES gathers data
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from private capital firms that participate in a general-
partner network. Firms that participate in this network
report monthly cash flows and investment details (e.g.
industry, investment stage, etc.) for each deal they have
made in the past. This allows us to compute the IRR and
PME at individual deal level. Other databases (including
VentureXpert) provide IRR at the fund level. CEPRES
complies with the confidentiality requirements of the
private capital industry, which helps to improve data ac-
curacy and representativeness by limiting self-reporting
bias. This means that no third parties are able to identify
the performance of individual firms, funds or managers.
The importance of such anonymity is that it eliminates
the incentives for VC and private equity firms to over-
state the results they report to CEPRES. The lack of
anonymity in other databases may result in overstating
and backfilling information, a situation that amounts to
positive self-reporting bias.”> CEPRES data are used in a
number of studies, including those of Krohmer, Lauter-
bach and Calanog (2009), Cumming, Schmidt and Walz
(2010), Franzoni, Nowak and Phalippou (2012) and Es-
penlaub, Khurshed and Mohamed (2015). In our re-
search design, investigating the effect of historical mil-
itary conflict and political affinity on performance is
more meaningful at investment deal level than at fund
level. Since the fund might invest in multiple countries,
the relationship between cross-border investments and
historical military conflict might not be clear and could
be distorted.?

In addition, we use the Military Interstate Dispute
(MID) and Correlates of War (COW) databases to op-
erationalize our main variables of interest. The MID
database is carefully constructed through a panel of in-
ternational relations faculty quantifying events of con-
flict. These implicit or explicit tensions arising from ac-
tions between nations are weighted by the severity of
the type of event, ranging from verbal attacks to mil-
itary action (Goldstein, 1992). It is noted that indirect
and implicit aggressions of conflict are also quantified
(see Online Appendix OA.2 for details).

Our sample of cross-border investments includes
fully realized (i.e. exited) investments (Jddskeldinen and
Maula, 2014). This is mainly because the performance
of VC investments can only be calculated when the VC
firms have fully exited the investments (Dai, Jo and
Kassicieh, 2012). Nevertheless, we account for possible
bias in our results associated with unrealized or only
partially realized deals using sample selection methods.

>The database does not provide detailed information on the
types of partners involved in the syndication.

3The CEPRES database does not provide any indicator for relo-
cation of the portfolio company during the investment holding
period. This potentially might be a concern, but a randomized
search of 30% of the portfolio companies’ locations shows that
the locations are the same as reported in the database.

Consistent with the literature, we define an investment
as cross-border if a portfolio company is located in a
country different from the home country of the VC
firm’s headquarters (Buchner et al., 2018). Our inter-
national sample includes four regions: North America
(1173 deals); Europe, excluding the United Kingdom
(1022 deals); the United Kingdom (763 deals); and the
rest of the world (ROW, 788 deals). In Table OA.4 we
further report the breakdown of portfolio company lo-
cation by VC home country. Based on the sample distri-
bution, there is no evidence to suggest that our results
might be driven by a few country pairs.*

Variables

Dependent variables. We use IRR as a time-sensitive
absolute measure of performance, computed as the dis-
count rate which equates the present value of the net
cash flow to zero. The CEPRES database provides in-
formation on the cash flows invested from entry to exit,
including dividend repayments and proceeds from exit.
We use PME as an alternative measure of performance;
this is computed by discounting the VC investment’s
cash inflow and outflow relative to a public benchmark
in the VC home country (Buchner et al., 2018).°

Independent and moderating variables. The military
conflict approximates the opposing militarized actions
between two countries (Arikan, Arikan and Shenkar,
2020; Deutsch, 1973). The MID database provides mil-
itarized events that one country initiates against the
government, official representatives, forces, property
or territory of another country (Ghosn and Bennett,
2003; Jones, Bremer and Singer, 1996). These milita-
rized events include the explicit threat to resort to armed
forces, the display or mobilization of armed forces, the
use of armed forces short of war, or war involving at
least 1000 fatalities (Ghosn, Palmer and Bremer, 2004).
We construct the accumulated militarized actions start-
ing from 1918 weighted by the severity of the interven-
tion. We follow C. Li et al. (2020) using the scale de-
veloped by Goldstein (1992) to weigh different types of
conflict, direct or indirect, based on their severity. This
classification scheme is in line with our theory, because
more severe military conflict tends to have a longer-
lasting and more severe imprinting effect on a country’s
population.®

As a moderator, we use yearly political affinity, which
measures the degree of closeness of votes at United
Nations’ General Assemblies between states (Gartzke,

“We thank an anonymous referee for pointing out the impor-
tance of analysing the sample distribution.

STable OA.1 summarizes information on the panel data vari-
ables used in the main analysis.

®Please refer to the Online Appendix OA..2 for conceptualizing
and operationalizing of the measure.

© 2023 The Authors. British Journal of Management published by John Wiley & Sons Ltd on behalf of British Academy of
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2000). This measure has been used in several recent in-
ternational business studies (Bertrand, Betschinger and
Settles, 2016; Fieberg et al., 2021; Hasija, Liou and Ell-
strand, 2020). We use the COW database to construct
and merge the political affinity measure with our cross-
border VC investments dataset. In the assembly, mem-
bers have the choice between three voting options: ap-
prove, disapprove or abstain on an issue. Using this vot-
ing data, the value of political affinity ranges between
—1 and +1, where the country dyads made completely
opposite votes or the country dyads had an identical vot-
ing pattern, respectively (Bertrand, Betschinger and Set-
tles, 2016; Hasija, Liou and Ellstrand, 2020). The mea-
sure is calculated as follows:

o D(vis Vi)
Political Afﬁnltyij = ZW
t

where Dy is the sum of the metric distance (in ab-
solute value) between V; and Vj of each country,
and D{"*denotes the largest distance between those
votes. Following D. Wang et al (2021), we compute
an alternative measure for political affinity, which is
year-varying and median-based, on the country dyad
level retrieved from the GDELT database (Leetaru and
Schrodt, 2013). The corporation event measure approx-
imates news events and classifies based on the Goldstein
(1992) framework:’

Cooperation Events = log (Z(fcoop)(wcoop) + 1)

Addressing skewness and the diminishing effects of
multiple events, we log-transform the product of the fre-
quency of news events (feoop) and scores (Weoop ), Similar
to Davis, Fuchs and Johnson (2019).

Our variable of interest (i.e. historical military con-
flict) is not influenced by the characteristics of VC activ-
ities, and this suggests that the effect of historical mili-
tary conflict is likely to be one way, with reverse causality
an unlikely outcome. Therefore, the issue of endogeneity
is not a concern for our variables of interest (i.e. histor-
ical military conflict).

We include other moderators such as board seat and
syndication. Board seat is an indicator that takes the
value one if the VC firm takes a board seat in the portfo-
lio company, and zero otherwise (Gabrielsson and Huse,
2002; Gompers, 1995). Syndication is a dummy variable
that takes the value one if the cross-border investments
are syndicated between lead foreign VC firms and local
VC firms, and zero otherwise (Tykvova and Schertler,
2014). Finally, we approximate VC-specific experience
as the number of deals a general partner has done in the

"Following Wang et al. (2021), to focus on material events we
only count events that score larger than +5.2.

Buchner et al.

past in the same country as the current deal. VC inter-
national experience is measured as the number of deals
a general partner has done in the past in countries other
than his/her main office prior to the current deal.

Control variables. We include various distance mea-
sures that have been attributed to influence cross-border
performance. We measure the geographical distance in
miles between the countries’ capitals (Dai, Jo and Kas-
sicieh, 2012; Lutz et al., 2013); the cultural distance is
based on Hofstede’s measures (Dai and Nahata, 2016;
Hofstede and Bond, 1988) and the regulatory distance
is constructed using the regulatory quality score (Y. Li
and Zahra, 2012). We approximate the political stability
distance by the differences in stability score and the le-
gal system between home and host country (La Porta
et al, 1998; Y. Li, Vertinsky and Li, 2014). The gov-
ernment fractionalization index of the portfolio coun-
try measures the degree of power sharing (Beck et al.,
2001).

Furthermore, to consider the economic opportunity
residing in the country of the portfolio company, we
use the host country’s GDP growth (Arikan, Arikan
and Shenkar, 2020; C. Li et al., 2020), foreign direct in-
vestment (FDI) amount, unemployment rate and trade
openness (Jeng and Wells, 2000; Yoon, Peillex and Buck-
ley, 2021) collected from the World Bank, and initial
public offering (IPO) activity retrieved from Refinitiv.
Since exit opportunity is influenced by economic condi-
tions, these variables are likely to influence whether or
not the cross-border investments are fully realized.

Moreover, we include VC-specific variables such as
VC firm’s age, investment size and fund age (Buchner
et al., 2018; Dai, Jo and Kassicieh, 2012; Meuleman
et al., 2017). We measure stock market liquidity sim-
ilarly to Lutz et al (2013). Finally, we control for the
year, financing stage and industry fixed effects in all our
analysis.

Results
Preliminary analysis

Table 1 reports the mean, median and standard devi-
ation of the variables based on the national origin of
the VC firms. As expected, the investment size is large
and VC firms are mature, as measured by age, in North
America. The investment holding period is shorter for
VC firms located in the rest of the world than those lo-
cated in North America, Europe or the United King-
dom (Kaplan and Strémberg, 2009). European VC firms
invest most of their capital in seed deals, while UK
and North American VC firms invest in early-stage in-
vestments, consistent with industry reports (see Invest

80ur results remain robust, including year fixed effects as re-
ported in Table OA.9, Model 1.

© 2023 The Authors. British Journal of Management published by John Wiley & Sons Ltd on behalf of British Academy of
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Europe, 2020). Political affinity between the home coun-
tries of VC firms and portfolio companies is highest
for the European Union and lowest for North Amer-
ica. This suggests that VC firms from the European
Union tend to invest in countries with which they have
strong relationships and similar national interests. It is
evident from the table that North American VC firms
finance deals that are geographically and culturally dis-
tant from their countries, unlike VC firms located in
the United Kingdom, European Union or rest of the
world. The economic opportunity proxies, as measured
by GDP growth, FDI and unemployment rates, are rela-
tively higher in the rest of the world compared to North
America, the United Kingdom and Europe. Meanwhile,
IPO activity and trade openness are higher for VC firms
located in North America, Europe and the United King-
dom.

In line with prior empirical evidence (Cumming and
Zambelli, 2013), write-off rates for VC firms originat-
ing in EU countries (18.90%) are the highest, followed
by the United Kingdom (14.90%) and North America
(13.30%). It is not surprising that exits through IPO and
merger and acquisition (M&A) routes are higher in the
United Kingdom, Europe and North America than the
rest of the world, because of developed capital markets
in these regions (Groh, von Liechtenstein and Lieser,
2010).

Econometric models and tests of hypotheses

Our analysis is based on cross-border deals that are ex-
ited (realized), while some of the investments are not ex-
ited (unrealized) by the end of the sample period. Simi-
larly, the cross-border performance is influenced by the
choice of cross-border investment. Possibly these two is-
sues might induce bias to our analysis. To address these
concerns, we use two-stage Heckman models (Tables 2
and 3) with two estimates of stage I probability, simi-
lar to Espenlaub, Khurshed and Mohamed (2015). The
extended Heckman model estimates (i) the probability
of fully realizing investments and (ii) the likelihood of
cross-border investment. Since the standard error might
be biased, we use a bootstrapped standard error to over-
come this problem. Our exclusion criteria in stage I in-
clude proxies for host countries’ economic opportunity,
which influences the probability of cross-border invest-
ments and the likelihood of exiting investments. We
measure the host country’s economic opportunity us-
ing GDP growth, FDI movement, unemployment rate,
IPO activities and trade openness. Since VC firms are
associated with their cross-border portfolio companies
over a longer period, the impact of economic opportu-
nity at the time of cross-border investment might influ-
ence the decision to invest more than the expected per-
formance VC firms. Hence, this satisfies the exclusion
restrictions criterion. In the second stage, we employ

Buchner et al.

ordinary least squares (OLS) models for a sample of
fully realized deals and control the sample selection and
choice of cross-border investment with an inverse Mills
ratio.

The results for the probit models (stage I) are reported
in Table 2 and show that IPO activity and economic
opportunities indeed increase the exit probability of
cross-border investment choice. Model I shows that his-
torical military conflict has a negative impact on IRR,
while political affinity has a positive impact on perfor-
mance — controlling for distance-specific and VC firm
characteristics, industry, country and financing stage
fixed effects. Models II-1V show the moderating effects
of political affinity, board seat and syndication, respec-
tively. The interaction term of political affinity in Model
I1 is positive and statistically significant. In economic
terms, a one standard deviation increase in historical
military conflict decreases the performance by approx-
imately 10%. Nevertheless, in countries with higher
political affinity the performance is positive, at 3%. The
fact that better political affinity moderates the negative
effect of historical military conflict is consistent with C.
Li et al (2020), due to the inverse relationship between
political affinity and cultural difference. The authors
show that higher cultural differences (i.e. low political
affinity) negatively influence cross-border performance.
Our results show that high political affinity (i.e. low
cultural difference) mitigates the negative effect of his-
torical military conflict on performance. Models I1I and
IV show that holding a board seat and syndicating with
local VC firms are alternative channels in which the VC
firms can positively moderate the negative effect of his-
torical military conflict on cross-border performance.
In terms of economic significance, historical military
conflict leads to a negative 6% IRR in the absence of a
board seat, while the presence of a board seat leads to
a positive 2% IRR. Similarly, syndication with local VC
firms leads to a positive 9.5% annual IRR.

We use PME as an additional performance measure
in Table 3, which compares cross-border performance to
public market indices. Our method of estimating PME
is similar to Kaplan and Schoar (2005), but we mea-
sure the performance at a deal rather than at fund level.
The results of Table 3 show that the effect of historical
military conflict on cross-border performance is robust
using PME. However, high political affinity, holding a
board seat and syndicating with local VC firms all mod-
erate the negative effect of historical military conflict on
performance. In terms of economic significance, a one
standard deviation increase in historical military con-
flict decreases the PME by 3%, to 7%. This evidence is
statistically and economically significant. Overall, our
results are consistent with the findings of previous stud-
ies (e.g. C. Li et al, 2020). The negative effect of his-
torical military conflict on IRR or PME is stronger
than that reported for cross-border M&A. Possibly, the
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Table 3. Two-stage extended Heckman model (PME). The table reports the second stage considering the realized cross-border VC investments and the
effect of the variables of interest on VC performance. The first-stage models are similar to that reported in Table 2. The dependent variable is the PME
in the second stage, instead of the IRR. The coefficients represent the effect of a unit change on the PME, given that all other variables are held constant.
The p-value for this statistic is reported in parentheses. The independent variables are categorized into distance and control variables, including fixed
effects. The interaction terms represent the multiplication of the historical military conflict with the dummy of (i) high political affinity, (ii) board seat

and (iii) syndication

Second stage: OLS

Variables Coeft. p-Val Coeft. p-Val Coeff. p-Val Coeff. p-Val
Historical military conflict x High 0.010  (0.03)
political affinity
Historical military conflict x Board seat 0.060  (0.02)
Historical military conflict x Syndication 0.250  (0.03)
Distance and Historical military conflict —0.058  (0.000 —0.100  (0.02) —0.040 (0.03) —0.040  (0.02)
friction Political affinity 0.069  (0.04) 0.079  (0.04) 0.088  (0.02)
characteristics ~ High political affinity (dummy) 0.096  (0.02)
Geographical distance 0.002  (0.18) 0.000  (0.18) 0.000  (0.16) 0.000  (0.18)
Cultural distance 0.005  (0.13) 0.002  (0.57) 0.004  (0.15) 0.004  (0.12)
Regulatory distance 0.066  (0.04) 0.048  (0.05) 0.061  (0.01) 0.061  (0.01)
Political stability distance —0.038  (0.02) —0.001 (0.95) —0.046 (0.03) —0.042  (0.05)
Legal system —0.020  (0.07) —0.011 (0.07) —0.016 (0.08) —0.014  (0.06)
Government fractionalization index —0.143  (0.06) —0.147 (0.05) —0.133  (0.07) —0.111 (0.09)
Economic GDP growth (host)
opportunity FDI movement (host)
Unemployment (host)
IPO activity (host)
Trade openness (host) 0.002  (0.07) 0.001  (0.05) 0.001  (0.07) 0.001  (0.05)
Control variables  VC age 0.034  (0.05) 0.016  (0.02) 0.044  (0.00) 0.039  (0.01)
Fund age 0.095  (0.00) 0.078  (0.00) 0.070  (0.00) 0.076  (0.00)
Investment size 0.045  (0.00) 0.022  (0.05) 0.027  (0.02) 0.029  (0.01)
Investment duration 0.025  (0.00) 0.036  (0.00) 0.031  (0.00) 0.030  (0.00)
Stock market LiQ 0.002  (0.06) 0.001  (0.06) 0.000  (0.08) 0.000  (0.09)
Post-1997 —0.102  (0.04) —0.06 0.09) —0.105  (0.05) —0.086  (0.04)
Syndication 0.049  (0.02) 0.057  (0.02) 0.057  (0.02) 0.073  (0.01)
Board seat —0.039  (0.02) —0.044  (0.03)
Inverse Mills T 0.015  (0.19) 0.022  (0.07) 0.018  (0.17) 0.013  (0.17)
Inverse Mills 11 0.020  (0.16) 0.020  (0.08) 0.022  (0.22) 0.019  (0.19)
Fixed effects FE — Industry Y Y Y Y
FE — Country Y Y Y Y
FE — Stage finance Y Y Y Y
Adj. R-squared 0.116 0.102 0.114 0.115
N 3746 3746 3746 3746

difference is due to different performance measures (i.e.
IRR or PME vs cumulative abnormal returns).’

Table 4 shows the results for the cross-border per-
formance as measured by IRR. Model I shows the ef-
fect of historical military conflict on IRR, controlling
for distance-specific and VC firm characteristics, indus-
try, country and financing stage fixed effects. Model 11
shows the effects of historical military conflict on IRR,
controlling for all characteristics.

Historical military conflict consistently has a nega-
tive effect on IRR. In terms of economic significance,

%Since distance variables might be highly correlated, we com-
pute the variance inflation factor and find that it has a value of
2.7, suggesting that multicollinearity is not a concern.

a one standard deviation increase in historical military
conflict decreases the IRR by 7%, to 3%, consistent
with HI1. It is worthwhile noting that the effect of mil-
itary conflict on cross-border performance is statisti-
cally significant when controlling for distance charac-
teristics. VC age, fund age, investment size, investment
duration, market liquidity and syndication all have a
positive effect on cross-border performance, consistent
with previous studies (Buchner ez al., 2018; Y. Li, Vertin-
sky and Li, 2014; L. Wang and Wang, 2012). Stated
differently, experienced VC firms, mature funds, large
investment, long-term investment, higher liquidity and
syndication partnership all enhance cross-border per-
formance. The post-1997 indicator has a negative effect
on performance, owing to the bursting of the dot-com

© 2023 The Authors. British Journal of Management published by John Wiley & Sons Ltd on behalf of British Academy of

Management.
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Figure 1. Illustration of moderating effects

bubble after the late 1990s, in line with previous evidence
(Buchner et al., 2018). Together, the results show that
a one standard deviation increase in historical military
conflict decreases the IRR between 5% and 9% in the ab-
sence of syndication, board seat and high political affin-
ity between the countries of the portfolio company and
VC firm.

The last three models in Table 4 and Figure 1'° test
H2-H4. These results show the moderating effects of
high political affinity, board seat and syndication on the
historical military conflict-IRR relationship. The mod-
erating effect of high political affinity on the relation-
ship between historical military conflict and VC perfor-
mance is positive (Figure 1a). A high degree of political
affinity helps the VC firm to overcome animosity and at-
tenuate the negative effect of prior military conflict on
cross-border performance, consistent with H2. H3 sug-
gests that having a board seat attenuates the historical
military conflict-IRR relationship. In line with our ex-
pectation, we find that a board seat has a positive mod-
erating effect (Figure 1b). This result shows that a board
seat on the VC firm’s portfolio company can mitigate
the negative effect (Gabrielsson and Huse, 2002) of his-
torical military conflict on cross-border performance. In

10We find similar results for the interaction graphs using PME;
these are available upon request.

other words, a one standard deviation increase in histor-
ical military conflict increases the performance by 2%,
from negative 7%, when political affinity is high and the
VC firm holds a board seat.

Regarding our hypothesis on syndications with di-
verse partners, the moderating effect of syndication on
the historical military conflict-IRR relationship is pos-
itive, while the direct effect of the syndication on IRR
is large and positive. This is equivalent to a 2.3% in-
crease, from negative 9%, in the absence of syndication.
However, we cannot make the claim that syndication
offsets the negative effect of historical military conflict
on the IRR, per se. Figure 1c shows the different effects
of historical military conflict on IRR between invest-
ments with and without VC firm syndications. It is ev-
ident that syndication is beneficial and leads to higher
predicted VC performance, while the overall interaction
is negative. It appears that the benefits of VC syndica-
tion decline when historical military conflict is extremely
high. In sum, while syndication boosts cross-border per-
formance in home countries of lower historical military
conflict (Table 4), it accentuates the negative relation-
ship between higher historical military conflict and IRR
(Figure Ic).

In Table 5, we use the PME as an alternative mea-
sure of performance instead of the IRR. The results are
largely consistent with the results reported in Table 4. It

© 2023 The Authors. British Journal of Management published by John Wiley & Sons Ltd on behalf of British Academy of

Management.
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is evident from Table 5 that historical military conflict
has a negative effect on PME. Overall, the results show
that historical military conflict has a significant effect on
cross-border investments. It is also evident that the neg-
ative effect of historical military conflict is less when the
VC firms syndicate, hold a board seat or there is better
political affinity between the countries of VC and port-
folio companies.

Additional analyses and robustness tests

We execute additional analyses in Table 6. We exam-
ine whether the results are influenced by year fixed ef-
fects and find that our results are robust, controlling for
year fixed effects as shown in Table 6, Model I, Panel
A. Tt is possible that entry barrier might have an im-
pact on the likelihood of cross-border in addition to
other macro variables. In Model 11, we use the FDI re-
strictiveness index as a proxy for entry barrier, collected
from the OECD database. We find that in the first stage
of the Heckman model, the FDI restrictiveness index
negatively influences the likelihood of cross-border in-
vestments. Nevertheless, our second-stage base-line re-
sults remain robust. Similarly, religion differences be-
tween VC firms and portfolio companies and past per-
formance are likely to affect cross-border performance.
We collected the main religion between the home and
host countries of the VC firms from CIA World Fact-
book. We followed Chircop, Johan and Tarsalewska
(2020) and Di Pietro and Masciarelli (2022) to compute
religion differences between the countries of VC firms
and portfolio companies. We control for religion differ-
ences in our analysis and past performance (Table 6,
Models III and 1V, Panel A), respectively. Our results
show that the negative impact of historical military con-
flict is consistent with our baseline results, controlling
for religion differences or past performance.'!
Arguably, syndication in which the lead VC is local
would have a different moderating effect compared to
syndication where the lead VC is foreign. The local syn-
dication dummy is one when the lead VC is local, and
zero otherwise (Hopp and Rieder, 2011; Tykvova and
Schertler, 2014). Similarly, the moderating effect of the
syndication might not be stronger when historical mil-
itary conflict is high between the home country of the
VC and the host country of the portfolio company. The
results of Table 6, Models I and II, Panel B show a
strong moderating effect of syndication in which the
lead VC is local.!”> We also examine the moderating ef-
fects of VC experience by separating into (i) country-

"'We thank an anonymous reviewer for suggesting the inclusion
of religious difference as an additional important variable in ex-
plaining the relationship between historical military conflict and
cross-border performance.

12We thank the reviewers for suggesting this test.

Buchner et al.

specific experience (Model II) and (ii) international ex-
perience (Model III). Our results show that the moder-
ating effect of VC experience is relatively stronger when
it is country-specific than international experience. Fi-
nally, in Model IV, we use cooperation events as an alter-
native measure of political affinity, similar to D. Wang
et al. (2021). We find that high cooperation events miti-
gate the negative effect of historical military conflict.'?

Given that VC firms in cross-border investments are
involved with their portfolio companies over time, the
time to exit is critical for VC firms. We use the exit
rate (i.e. inverse of time to exit) as an alternative mea-
sure of VC performance, consistent with previous stud-
ies (Espenlaub, Khurshed and Mohamed, 2015; Giot
and Schwienbacher, 2007). The exit rate is measured as
the inverse length of time from the investment date in
a given portfolio company to the exit date. We examine
how historical military conflict between countries influ-
ences exit rates, controlling for macro factors and VC
deal characteristics. The results of the Cox models are
reported in Table OA.5. The coefficient of historical mil-
itary conflict for the base-line result is positive and sug-
gests that the exit rate is higher when the conflict is high.

We use the yearly measure of militarized interstate
disputes at a given year instead of accumulation of pre-
vious military conflicts. The results in Table OA.6 show
that cross-border performance is negatively related to a
military conflict indicator. In fact, the IRR is lower by
15-17% compared to countries with no military conflict.
This is consistent with our base-line results reported in
Tables 4 and 5.

Furthermore, we investigate the effect of historical
military conflict by region and find that its effect is
stronger for North America than other regions. We also
find that the effect of historical military conflict is not
symmetric, but marginally different across the regions.
These results are reported in Tables OA.7 and OA.8.

Discussion and conclusions

Prior studies suggested that the quality of interaction
between VC firms and portfolio companies is crucial to
maximize the returns for VC firms (Espenlaub, Khur-
shed and Mohamed, 2015; Giot and Schwienbacher,
2007; Gompers and Lerner, 2001; Jadskeldinen, Maula
and Seppi, 2006; Sapienza, Manigart and Vermeir,
1996; Sethuram, Taussig and Gaur, 2021). Nonetheless,
relatively limited attention has been paid to explaining
its source. To address this opportunity, we draw on the
international relations perspective and intergroup rela-
tions theory to identify historical military conflict as a
novel source shaping the quality of interactions between

BOur results are robust using PME instead of IRR as a measure
of performance.

© 2023 The Authors. British Journal of Management published by John Wiley & Sons Ltd on behalf of British Academy of
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VC firms and portfolio companies. Further, we theo-
rize the presence of inter-relationships among historical
military conflict, political affinity, VC board seat, syndi-
cation and VC performance. Specifically, we argue that
political affinity and VC board seat mitigate the nega-
tive effect of historical military conflict on performance,
whereas syndication accentuates the negative effect of
historical military conflict on cross-border performance.

Our conceptual framework provides several theo-
retical contributions and implications. First, our study
provides a more balanced view of entrepreneur—VC
relationships by proposing a new source of uncoop-
erative and opportunistic attitudes between VC firms
and portfolio companies during the holding period.
Specifically, we identify historical military conflict as a
source of intergroup tensions and mistrust, influencing
the quality of interactions during the holding period
and VC performance. In fact, our analysis shows that
the explanatory power of historical military conflict on
cross-border VC performance is stronger than political
affinity, cultural, geographical and regulatory distances.
We show that these opportunistic behaviours, trig-
gered by historical military conflict, can cause tensions
between VC firms and portfolio companies.

Second, our contingency approach of investigating
the inter-relationships among historical military con-
flict, political affinity, VC board seat, syndication and
VC performance provides a basis for understanding the
control, collaboration and performance of cross-border
investments (Felin and Foss, 2005; Foss and Pederson,
2019; Raisch, Hargrave and Van De Ven, 2018). In par-
ticular, our study considers not only the board seat vari-
able to explain how more control can help VC firms pro-
tect their interests, but also syndication to understand
how collaborative efforts can prevent VC firms from ef-
fectively governing portfolio companies. The latter point
is an interesting finding, given that most prior studies fo-
cus on the benefits of syndication, with scant attention
on how VC consortia can lead to discordance between
VC firms and heighten the pressure between VC and
portfolio companies. Thus, these complementary per-
spectives on different ownership control strategies pro-
vide a more nuanced understanding of the core relation-
ship.

We also offer important lessons for VC firms, en-
trepreneurs and investors willing to engage in cross-
border investments. It is imperative that the histori-
cal development of international relations between the
home countries of VC firms and their portfolio compa-
nies should be closely monitored to appropriately mit-
igate any financial risk stemming from the investment
holding periods. VC firms interact closely with portfolio
companies during the holding period and subsequently
exit their investments, which differs from cross-border
acquisition. In addition, while VC firms are known to
evaluate the businesses and financials of the portfolio

companies, consideration of various institutional fac-
tors shaping the quality of intergroup relations may
have been partly overlooked. Given that VC firms com-
mit capital for several years, implying frequent inter-
group interactions, it is crucial for VC firms to under-
stand how to mitigate intergroup tensions and oppor-
tunism. As evidenced from our analysis, taking a board
seat is a useful measure to mitigate the negative effect
on returns for cross-border deals between countries with
historical military conflict. This is in line with the own-
ership control strategy implemented by the Japanese VC
Softbank, one of the largest shareholders of the Chi-
nese e-commerce company Alibaba. Furthermore, our
results show that syndication with diverse partners is in-
effective at managing the animosity between countries
when that animosity becomes extremely high. The above
recommendations for VC firm managers could be used
in due diligence and during the holding period to mit-
igate intergroup-related problems. From the portfolio
company’s perspective, the results indicate the impor-
tance of awareness of a collective memory and how this
may affect the day-to-day interactions with VC sponsors
in a cross-border setting. Finally, our study shows that
the importance of international relations for the success
of cross-border VC investments can be extended to a va-
riety of entrepreneurial finance and international invest-
ment settings.

Future research opportunities

Our study has some limitations that provide opportu-
nities for future research. We acknowledge the limita-
tion of the historical military conflict measure because
of the fact that it does not fully consider the sentiment or
perceptions of individual managers. Future studies em-
ploying micro-level measures (e.g. how managers of VC
firms and portfolio companies perceive other countries)
could capture the effect better, and we leave these for
future research. Nevertheless, country-level dyadic mea-
sures are widely used measures of international business
research, which is fundamentally about ‘understanding
how country-level context relates to individual and firm
behaviour’ (Beugelsdijk, Kostova and Roth, 2017, p. 31).

It is worth noting that the context of cross-border
VC investments is peculiar, because the investments
are mostly aimed at guiding and nurturing the growth
of start-up firms. Hence, the interactions between VC
firms and portfolio companies are closer than targets
and acquirers in cross-border acquisitions. Moreover,
cross-border acquisitions tend to take place between
incumbent firms as acquirers and target companies,
where the role of coaching and close monitoring is less
demanding. Although historical military conflict could
influence the performance of cross-border acquisitions,
it is not clear whether the effect of historical military
conflict is stronger or weaker in VC cross-border in-

© 2023 The Authors. British Journal of Management published by John Wiley & Sons Ltd on behalf of British Academy of
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vestments where VC firms interact closely with their
portfolio companies.

Finally, VC firms often collaborate with universities
and research institutions, or come from specific univer-
sities and research institutions; such educational ties can
foster trust and facilitate cross-border investment deci-
sions (Bianchini and Croce, 2022; Fuchs et al., 2022).
Hence, a promising line of inquiry would be to investi-
gate how educational ties influence cross-border invest-
ment decisions and performance.
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