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ABSTRACT 

 

Integrating the perspective of agency theory with that of institutional theory, we study 

how state ownership influences firms’ growth performance in a large macro economy 

such as China’s socialist market economy.  Focusing on the effects of both internal and 

external institutional settings on firms’ top managers or key agents, we propose a 

theoretical perspective of institutionally shaped agency.  This perspective identifies 

several factors that shape the behaviours of firm managers or agents, which in turn should 

affect firms’ growth performance.  Hence, important predictions are developed based on 

this theoretical perspective.  We propose the relationship between state ownership and 

firms’ growth performance (hereafter the ownership-growth relationship) shall be 

positive while under certain conditions..  Analysing a set of panel data (N = 37,856) from 

124 insurance firms in China during the period from 2005 to 2014, we find results 

different from prior research.  While research in the West has shown that private 

ownership is generally preferred to state ownership when incentives to innovate and to 

contain costs are strong (e.g., Shleifer, 1998), we demonstrate that this ownership-growth 

relationship can be positive, which is contingent upon firm strategy and local institutional 

settings.  Moreover, while research in emerging markets has shown that the effects of 

state ownership marketization can weaken one dimension of firm performance (e.g., 

Zhou, Gao, & Zhao, 2017), our findings suggest that both marketization and 

diversification can enhance the positive effects of state ownership on another dimension 

of firm performance. Finally, we also find the CEO tenure shall have positive three-way 

interaction effect of both marketization and diversification on the ownership-growth 

relationship. 
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INTRODUCTION 

 

 

“Development is the absolute principle.” 

Deng Xiaoping, 1992. 

1.1 Background of the Study 

 

In 1992, when Deng Xiaoping inspected the south of China, he delivered an important 

speech and clearly put forward the critical strategic ideas, such as “seizing the opportunity 

of growth” and “development is the absolute principle”, which indicated the direction of 

China’s future economic development.  Thus, the acceleration of development and 

seizing opportunities to grow are the most important missions of the central government 

in regard to enabling the economy of modern China to grow.   In the past 30 years, the 

leaders of the Chinese government and the central committee of the Communist Party of 

China (CPC) have stressed the creation of jobs and GDP growth.  Both the top 

management of Chinese firms and their main shareholders (the Chinese central or local 

government) should share common goals and values (i.e., the growth of firms and the 

creation of more jobs).  

 

China’s economy has been growing continuously since the reform of the economy in the 

early 1980s.  However, the level of state ownership in Chinese public-listed companies 

(PLCs) is still very high, even though the Chinese government has corporatized large 

state-owned enterprises (SOEs) and privatised some small SOEs .  While the effect of 
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state ownership is a controversial topic that needs to be investigated and researched, the 

results of the empirical evidence that arise from doing so are mixed and sometimes 

contradictory.  Furthermore, the research results regarding ownership structure and firms’ 

financial performance (i.e., Tobin’s Q, ROA, and ROE) are often conflicting and 

inconsistent (Sánchez-ballesta & García-meca, 2007).  In recent years, several authors 

have focused on the relationship between state ownership and firm performance and have 

obtained interesting findings (e.g., Zhou, Gao, & Zhao, 2017).  Ownership structure is 

widely accepted in research as an instrumental determinant of firm performance.  

According to some authors (e.g., Boisot & Child, 1996; Jefferson, 2002), state ownership 

can be defined as the percentage of ownership stake that the central and local governments 

hold in a given firm.  In both the West and the East, state ownership has been shown to 

influence different dimensions of firm performance (e.g., Zhou, Gao, & Zhao, 2017).   

 

In spite of this researches, it remains unclear how firms’ internal and external institutional 

settings may influence the ownership-growth relationship.  Our current study addresses 

this issue from a theoretical perspective of institutionally shaped agency.  Developed 

based on the notion of socially situated and socially constituted agency proposed by 

Westphal and Zajac (2013), our perspective suggests that firm managers or agents can be 

influenced by both organisational and social institutional settings, which cause them to 

function not only as rational players but also as social actors with multiple roles and 

identities, which can affect the ownership-growth relationship (Westphal & Zajac, 2013).  

 

The setting of our current study is the socialist market economy, which can be observed 

in China, Vietnam, and some former Soviet bloc countries.  Regardless of their respective 

economic reforms in the past decades, these countries still have different levels of 



3 

 

marketization, an important dimension of institutional environment.  Moreover, at the 

organisational level or firm level, there is still plenty of institutional heritage from the 

communist systems that existed before the reforms, such as the dominance of communist 

party.  Thus, in a large macro economy such as that of China, there are also different 

levels of marketization across different geographical and administrative regions, such as 

those between coastal Chinese provinces and their inland counterparts.  It would be 

interesting to study whether or not these internal and external institutional settings 

influence the firms’ growth performance. 

 

To address these issues, as mentioned above, we conduct a study with data from a socialist 

market economy.  The main focus of this ongoing discussion is the notion of motives and 

the performance of business and government agents influenced by their internal and 

external institutional settings, which can lead to different ownership-growth relationships 

in different parts of a large macro economy.   

 

In addition to this, following an approach that considers firm diversification when 

studying the issue of ownership and firms’ growth performance, we also consider the 

effect diversification might have in regard to moderating the ownership-growth 

relationship.  Diversification should be an effective corporate strategy used to encourage 

firm growth in terms of sales or revenue (e.g., Wan, Hoskisson, Wood, Yiu, & Tihanyi, 

2003; Connelly, 2017).  According to the proposed perspective of socially situated and 

constituted agency (Westphal & Zajac, 2013), firms and their managers interpret and react 

to their environments not merely as rational actors, but also as social actors with “multiple 

roles and identities” shaped by their institutional settings (Westphal & Zajac, 2013).  

Consequently, when a given firm adopts a certain corporate strategy, it may not be 
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rational, but it is necessary to adapt to its institutional environment.  Thus, the strategy of 

diversification might be selected and adopted by Chinese firms to realise their goal of 

growth, which can generate a positive effect on the ownership-growth relationship. 

 

Firms’ political ties or Guanxi may also influence firm growth.  Based on the research by 

Park & Luo (2001), political ties (local and central ties) can influence firms’ ability to 

secure resources for growth.  In addition, a firm’s internal culture may also influence firm 

growth, by which it can influence the decision-making of the CEO in a given firm.  Thus, 

the tenure of a CEO in a given firm can be a proxy of cultural influence.  A longer tenure 

should be correlated with a greater influence of the firm’s organizational culture, which 

can enhance the effects of other factors on the ownership-growth relationship.  

Consequently, a longer CEO tenure can increase the sensitivity of the ownership-growth 

performance to the influence of institutional factors. 
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1.2 Research Gaps   

 

The effects of state ownership have been heavily researched; however, the results from 

the empirical evidence produced are mixed and contradictory.  Furthermore, the research 

results regarding the effects of ownership structure on firms’ financial performance (i.e., 

Tobin’s Q, ROA, and ROE) are inconsistent and even conflicting (Sánchez-ballesta & 

García-meca, 2007).  There is still no study investigating how state ownership affects 

firms’ growth performance for a socialist market economy, which can be observed in 

China. Moreover,  since there are also no research discussing about the intermediate 

mechanism of political performance orientation,  it also remains the question of how firms’ 

internal and external institutional settings should influence firm’s growth performance 

through influencing the behaviours of various agents.  Furthermore, insufficient research 

has been conducted in diverse institutional settings in Asian socialist market economies, 

such as China. 

 

Our current study fills this gap by addressing this issue from the theoretical perspective 

of institutionally shaped agency based on socially situated and socially constituted agency 

developed by Westphal and Zajac (2013).  Our perspective suggests that firm managers 

or agents could be influenced by both organisational and social institutional settings. 

 

The Chinese market provides an excellent environment in which to study the relationship 

between level of ownership and firm value or performance.  In the 1980s, the Chinese 

government initiated the Share Issue Privatization (SIP) programme, starting the 

privatisation of state-owned enterprises into public shares.  China’s SIP programme has 

established different kinds of shares, such as individual shares, insider shares, employee 
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shares, institutional shares, foreign shares, and, most importantly, state shares (Wei, Xie, 

& Zhang, 2005). 

 

The way in which a firm’s strategies, governance, and financial performance (i.e., Tobin’s 

Q, ROA, and ROE) are influenced by ownership structure is widely studied; however, it 

remains unclear how firms’ internal and external institutional settings may influence the 

firm’s growth performance as still no investigation on how state ownership affects firms’ 

growth performance.  We expect that the influence of state ownership in China may be 

different from that in Western countries, especially after the reform of the split-share 

structure (SSS), which started in 2005 after the Chinese government realised that market 

liberalisation and privatisation can exaggerate the implementation of the legacy dual 

share structure that was born after the initial SIP programme was launched (Liao, Liu, & 

Wang, 2014). 

 

In a competitive market without significant externality, private ownership is likely to be 

superior to state ownership (i.e., Dewenter & Malatesta, 2001; Boycko et al., 1996).  The 

most general explanation for this, argued by some economists, is the lack of transferable 

residual claims from the government.  Besides, instead of profit maximisation, the 

government owned firm prefers to align itself with social and political policy goals.  

Furthermore, the employment of staff members or top management is based on political 

connections instead of an assessment of candidates’ performance, ability, and/or 

capability.  Thus, SOE normally involves information asymmetry and this causes the 

government to have to pay higher transaction costs (Q. Sun, Tong, & Tong, 2002).  SOEs 

with concentrated ownership structures involve limited disclosure, poor investor 

protection, relationship-based transactions, and rent-seeking.  However, they also have 
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protection from the government in regard to law enforcement and biased banking systems 

(Yu, 2013).  

 

This study fills the gap in the extant literature with a theoretical perspective of 

institutionally shaped agency based on socially situated and socially constituted agency 

developed by Westphal and Zajac (2013).  This perspective suggests that firms’ top 

managers or agents could be influenced by both organisational and social institutional 

settings, which could affect the ownership-growth relationship.  With state ownership in 

the socialist market economy in China, this conflict of interest can be more or less 

neutralised, which is particularly true in the cases of high levels of state ownership.  In 

China’s case, high levels of state ownership usually involve the establishment of a 

committee of the Communist Party of China (CPC).  Indeed, even in those large private 

or joint-venture Chinese enterprises today, the establishment of a CPC committee can be 

widely observed.  Moreover, in a Chinese firm with a high level of state ownership, the 

CEO and other major officials are very likely to be members of the CPC.  As party 

members, these agents’ political ideology should be consistent with that of the CPC and 

the Chinese government.  According to research, an agent’s political ideology should 

reflect his or her “set of beliefs about the proper order of society and how it can be 

achieved” (Erikson & Tedin, 2003).  It can also provide a cognitive blueprint for 

interpreting and evaluating strategic goals and strategies.  These aspects can be seen as 

the characteristics of internal institutional settings in Chinese firms today.  Finally, state 

ownership also enables a firm to obtain more tangible and intangible resources with which 

to grow in the socialist market economy in China.  For instance, when bargaining with 

local and central governments for more resources with which to use to grow, managers 

in firms with high levels of state ownership can be more effective than private firms in 
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regard to convincing government officials or agencies that they should have priority for 

the resources (Nee & Opper, 2012).  Hence, we argue that internal and external 

institutional setting influenced by state might improve firms’ growth performance for 

SOEs in the new millennium of China.  

 

Finally, our study is an integrated approach to provide empirical evident that under certain 

conditions, state ownership might have positive influence on firms’ growth performance. 

Those factors are marketization, diversifications, political ties and CEO tenure.  
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1.3 Research Topic  

State Ownership and Firms’ Growth Performance: The Perspective of Institutionally 

Shaped Agency 

 

1.4 Research Questions  

 How does state ownership impact firms’ growth performance in emerging markets? 

 To what extent does marketization impact the firm growth performance of state-

owned firms in a socialist market economy?   

 To what extent does diversification impact the firm growth performance of state-

owned firms in a socialist market economy?  

 How political ties and CEO’s tenure impact firms’ growth performance in 

emerging markets? 

 

1.5 Research Objective 

Since it is still unclear how a firm’s internal and external institutional settings may 

influence the relationship between state ownership and firms’ growth performance, we 

conduct this study with data from a socialist market economy.  We expect the results to 

provide insight for managers in regard to adjusting a firm’s internal and external 

institutional settings in order to improve firms’ growth performance.  

 

The research objective is to study how state ownership influences firms’ growth 

performance in a large macro economy such as China’s socialist market economy.  Our 

study addresses this issue from the perspective of institutionally shaped agency, 

developed from the socially situated and socially constituted agency theory proposed by 

Westphal and Zajac (2013). 
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1.6 Dissertation Components  

Table 1: Dissertation Variables 

 

Construct Variable Description 

State ownership 

Government 

shares  

State ownership refers to the percentage of 

ownership stake that the government holds in 

a firm (Zhou et al., 2017). 

Diverse 

institutional 

settings/Level of 

marketization 

Marketization 

index 

NERI of China 

Marketization is “the degree to which market 

fundamentals support economic activities, 

including the proportion of resources 

allocated through the market, the percentage 

of products with market-based prices, and the 

development of market intermediaries and 

legal systems” (Meyer & Nguyen, 2005). 

Corporate strategy, 

such 

as diversification 

Diversification 

Diversification refers to firms’ operation in 

more than one related product market (Su & 

Tsang, 2015). 

Political ties 

Local and 

Central Political 

Connections 

Dummy variable if  directors are the members 

of Chinese People’s Congress or member of 

the Chinese People’s Political Consultative 

Conference, no matter below or above the 

provincial level (Chaney, Faccio, & Parsley, 

2011) 
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CEO’s tenure 

CEO’s tenure at 

CEO position    

The numbers of years that the CEO stays at 

CEO in the particular firm.  

Firms’ growth 

performance 

Market-based 

growth 

In this study, firm performance refers to 

firms’ market-based growth performance, not 

other dimensions of firm performance. 
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1.7 Chapter Summary 

 

Since the important announcement by Deng Xiaoping, “development is the absolute 

principle”, the Chinese government and the Communist Party of China have stressed the 

creation of jobs and GDP growth in the past thirty years.  The Chinese government 

initiated the Share Issue Privatization programme and continued to transform state-owned 

enterprises into public-listed firms.  China’s economy has grown continuously, and more 

state shares are encouraged to transfer to the public market during the reformation of the 

economy, however, the level of state ownership in Chinese public-listed companies 

(PLCs) is still very high.  Both the top management of Chinese firms and their main 

shareholders (the Chinese central or local government) should share common goals and 

values (i.e., the growth of firms and the creation of more jobs).  

 

While the effect of state ownership is one of the most controversial topics investigated 

and researched, the empirical evidence from this research is still mixed and sometimes 

contradicting.  Among most of the empirical results, there is a focus on firms’ financial 

performance (i.e., Tobin’s Q, ROA, and ROE) but this is largely inconsistent and 

conflicting (Sánchez-ballesta & García-meca, 2007).  We fill this gap by studying how 

state ownership affects firms’ growth performance for the socialist market economy that 

can be observed in China.  Furthermore, we investigate how firms’ internal and external 

institutional settings influence firm performance through influencing the behaviours of 

various agents. 

 

We propose integrating the perspective of agency theory with that of institutional theory, 

to study how state ownership influences firms’ growth performance in a large macro 
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economy within China’s socialist market economy.  Focusing on the effects of both 

internal and external institutional settings on firms’ top managers or key agents, we 

propose a theoretical perspective of institutionally shaped agency. 

 

Finally, we also test the significant of influence on ownership-growth relationship  

through firm level of political ties and CEO tenure.  We believe  a firm’s internal culture 

may also influence firm growth, by which it can influence the decision-making of the 

CEO in a given firm.   
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LITERATURE REVIEW  

 

2.1 The State Ownership-Performance Relationship 

 

There already exists quite a lot of research studying the effects of state ownership on firm 

performance; unfortunately, the results from empirical studies are mixed, inconsistent and 

often contradictory (Sánchez-ballesta & García-meca, 2007).  Some studies focus on the 

effects of institutional ownership, state ownership, foreign ownership, individual 

ownership, insider ownership, and ownership, concentrating on firms’ financial 

performance.  However, our study investigates how institutionally shaped agency affects 

the relationship between state ownership and firms’ growth performance. 

 

Before presenting our argument, we will review the different effects investigated by other 

authors on state ownership in regard to firm performance.  

 

2.1.1 Negative Impact  

Researchers began studying the ownership-growth relationship a long time ago and quite 

a lot of empirical findings have since been published (e.g., Beatty & Zajac, 1994; Zhou, 

Gao, & Zhao, 2017).  In general, it has been found that private ownership is more 

competitive than state ownership, especially in regard to incentives to innovate.  

Government-owned firms are normally argued to serve the public’s and minority 

shareholders’ interests less effectively (Grossman & Krueger, 1993) because they are 

typically less efficient (Boycko et al., 1995; Dewenter & Malatesta, 2001).  Qi, Wu, and 
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Zhang (2000) come to the conclusion that the level of state ownership is negatively 

affected by operating efficiency/performance by examining listed Chinese firms from a 

sample drawn between 1991 and 1996 from the Shanghai Stock Exchange.  

 

In emerging economies, some researchers show that state ownership is negatively related 

to innovation output, new product sales, consequent revenue increases, and firm 

performance (e.g., Jefferson et al., 2003; Xu & Zhang, 2008; Guan et al., 2009; Ayyagari 

et al., 2011). 

  

Besides, La Porta et al. (2002) conclude that state ownership has a negative effect on firm 

performance in the financial service industry.  They demonstrate this by using country-

level data; the higher the level of government has ownership on a firm, the lower the 

economic growth for a sample of 92 countries in 1970.  Moreover, in the banking industry, 

Barth et al. (2001) show that government ownership tends to be associated with poorer 

profit growth.  

 

Similarly, some researchers have suggested that a negative relationship exists between 

state ownership and firm performance by using data sourced from China (Xu & Wang, 

1999; Qi, Wu, & Zhang, 2000; Sun & Tong, 2003).  In government-dominated, public-

listed firms in China, the government is supposed to be responsible for monitoring; 

however, it seems the state is controlled intensively from top to bottom.  From daily 

routine operations and major decisions, such as the appointment of employees, especially 

top managers, and important strategy determination, the Chinese government attempts to 

maintain harmony in society and take political considerations into account (Y. Su, Xu, & 

Phan, 2008).  However, although the negative impact of concentrated ownership is well 
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researched, empirical studies on a large macro economy such as China’s socialist market 

economy are still very limited. 

 

Empirical studies suggest that mixed ownership may affect firm performance and that 

state ownership always plays a significant role in public firms (Nee, 1992; Xu & Wang, 

1999).  Ramaswamy (2001) argues that the top managers of SOEs sometime ignore profit 

maximisation because they are pursuing political goals.  Then, their employment and 

price output is low; thus, profitability is low as well (Ramaswamy, 2001).  Hence, due to 

the dual-principal problem, Ramaswamy argues that state-controlled firms have a lower 

degree of market orientation compared to other public firms.  Based on agency theory, it 

is more easy for concentrated shareholders to take conjunctive actions (Shleifer & Vishny, 

1997).  Hill & Snell (1898) also test and conclude that the contingency factor and the 

concentrated shares of minority shareholders afford non-state shareholders more voting 

power with which to encourage firm market activities and performance.  Thus, the 

development of the firm’s market orientation might be improved with more minority 

shareholders (Song, Wang, & Cavusgil, 2015).  Research in emerging markets has also 

shown that state ownership marketization can weaken financial performance (e.g., Zhou, 

Gao, & Zhao, 2017). 

 

By using a sample of Chinese public-listed companies, Y. Su et al. (2008) find that the 

higher the concentration of ownership, the more power large shareholders have to appoint 

their own associates unilaterally to top managerial and even board positions  (Y. Su et al., 

2008).  Thus, the owners of SOEs might appoint top managers and directors without 

consulting other shareholder groups, because they are sympathetic to the state’s strategic, 

institutional, and political objectives.  As a result of this, there is the greater potential of 
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collusion between large state shareholders and top management.  Furthermore, the state 

might play an active role in the company to achieve national interests using incentives, or 

even spinning off from parent companies in regard to institutional and political objectives.  

Consequently, the state in SOEs has dominant control over management; thus, the top 

managers and/or directors act according to the state, with common social interests and 

identities, because they are employed by the same bureaucracy and/or political party.  

Chen argues that concentrated state ownership is more likely to protect the state’s interests 

(Y. Y. Chen & Young, 2010) and eventually, the interests of the top management are not 

according to the interests of the other shareholders.   

 

Concentrated state-owned companies are normally limited in terms of disclosure, as they 

have poor investor protection (Yu, 2013).  State shareholders are normally non-

marketized, with tighter bureaucratic constraints, limited capacity to address market 

failures, less efficiency in allocating resources, and suffering from restricted managerial 

autonomy, which may restrict their growth capabilities due to the compromises that take 

place in terms of different institutional conditions (Delios, Wu, & Zhou, 2006).  

 

However, there is some evidence suggesting that the relationship between state ownership 

and corporate performance is not necessarily negative or even positive in certain 

circumstances.  In the next section, we discuss the articles elaborating on the positive 

impact of state ownership. 
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2.1.2 Positive Impact 

It is not debatable that state ownership should significantly impact firm efficiency, 

performance, and even value in emerging markets (Megginson & Netter, 2001).  In one 

of the largest emerging markets, the Chinese government plays a determinative and 

decisive role in economic strategy.  Business performance, operating efficiency, and firm 

value corresponding to the influence of state ownership are very interesting topics for 

investigation and China is an ideal environment to study.  As mentioned in the previous 

section, the empirical results from previous research are mixed, contradicting, and 

inconsistent (B. Zhou, Guo, Hua, & Doukas, 2012).  Although some researchers show 

that state-owned firms have lower market valuation, less profitability, and financial 

performance such as ROE, ROA, and Tobin’s Q (Q. Chen, Goldstein, & Jiang, 2007), 

there are also some studies that suggest that state ownership is not significantly less 

efficient than private ownership (Caves & Christensen, 1980; Kay & Thompson, 1986; 

Martin & Parker, 1995; Wortzel, 2012; Kole & Mulherin, 1998).  On the other hand, 

Calomiris, Fisman, and Wang, (2010) conclude that a positive relationship exists between 

state ownership and firm value.  In actuality, when a government firm privatises, it is very 

rare that most of its controlling shares are sold or all of the stakes are entered into the 

open stock market.  Perotti (1995) shows that local governments normally just privatise 

smaller proportions of SOEs to gain sufficient incentives to encourage the top managers 

to perform better, in order to improve the firms’ value.  Boardman and Laurin (2000) also 

conclude that a positive relationship exists between state ownership and the stock returns 

of companies after partial privatisation, since the largest stakeholder, the government, 

presents a reliable and credible image to the market and does not expropriate shareholders’ 

wealth.  
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Furthermore, Sun, Tong, and Tong (2002) conclude by investigating the firm 

performance of Chinese listed firms, with data from 1994 to 1997, that market 

performance that has decreased to a certain level will improve dramatically when state 

equity ownership increases.  They argue that, because of the state ownership, the firm’s 

performance might be enhanced, since the government provides valuable resources to 

numerous business connections and political supporters (Yu, 2013).  

 

With the increase of state ownership in a given firm, the appointment of a CEO is mainly 

decided by the government according to political loyalty.  Thus, the strategic decisions 

made by this CEO and his or her team are more likely to be shaped in line with the largest 

shareholder (i.e., a certain government department or organisation).  For example, the 

major strategic decisions made by major Chinese banks are more consistent with the 

financial policies of the government than with the competitive environments in financial 

markets at home and abroad (e.g., La Porta et al., 2002; Jefferson et al., 2003; Guan et al., 

2009; Xu & Zhang, 2008).  

 

Chen, Firth, and Xu (2009) find that, in certain circumstances, commercialised state 

ownership might provide advantages to SOEs.  She finds that certain types of SOE might 

perform better than private ownership when the law enforcement is capricious and weak 

or the institutional setting/environment is comparatively underdeveloped.  Empirical 

evidence suggests that privatisation in China helps to improve the firm performance of 

state ownership (G. Chen, Firth, & Xu, 2009).  However, it remains unclear how these 

factors directly influence firm performance or only have a moderating effect on the 

ownership-growth relationship.  These aspects can be seen as the characteristics of 
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internal or external institutional settings in Chinese firms today, but it remains unclear 

how state ownership influences firms’ growth performance. 

 

Even though the state ownership coverage over the whole public-listed market decreased 

dramatically after 2006, it still remains very high in some major and strategically 

important industry sectors (e.g., the broadcasting, publishing, and media sector, the 

natural gas, petrol, mining sector, and the banking, insurance, and finance sector).  

Empirical results reveal that the government is providing SOEs with a great deal of 

support and numerous political connections, which produce a higher level of state 

ownership, more superiority, and more benefits than other dispersed ownership structures 

(Yu, 2013). 

 

For SOEs in China, the government is normally the dominant owner.  The government is 

not only responsible for monitoring but also directing and controlling the firms.  From 

major decisions (e.g., the appointment of top executives and managers) down to detailed 

daily operations, the Chinese government attempts to maintain harmony in society by 

considering political concerns (Y. Y. Chen & Young, 2010).  Tian (2001) concluded that, 

while state ownership is sufficiently large, corporate value will increase,  higher levels of 

state ownership will occur, and there will be more positive correlations with profit.  

However, the opposite results have been reported by other economists and researchers 

(e.g., Sun et al., 2002).  Furthermore, some studies find that institutions (some of which 

are actually supported and controlled by the government) and the state play very 

important roles in helping firms in their own emerging market to grow through 

internationalisation with cross-border acquisitions and mergers into other well-developed 

markets (Du & Boateng, 2015).  This argument is supported by empirical results showing 
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that SOE acquirers and mergers perform in more superior ways, in terms of long-terms 

stock performance, than privately owned enterprise acquirers.  This indicates that Chinese 

mergers and acquisitions gain government interventions and overcome the inefficiency 

of state ownership (B. Zhou, Guo, Hua, & Doukas, 2012). 

 

The state ownership of firms in China is actually held by different types of institutions 

and agencies.  These agencies aim to control the degree of commercialisation of the firms 

and dictate the extent of the political intervention invested in listed companies.  Henk, 

Cole and Fu (2014) investigate some types of state ownership and find that SOE-CG 

(SOEs affiliated to the central government) monitors and controls listed firms more 

effectively than other types of ownership across several points of comparison.  In contrast 

to this, they find that state asset management bureaus (SAMBs) are not better in terms of 

the associations with firm performance than public firms with dominant shareholders 

from private investors (Henk, Cole, & Fu, 2014). 

 

More recently, several authors have conducted interesting analyses on the relationship 

between state ownership and firm performance (e.g., Zhou, Gao, & Zhao, 2017).  In an 

emerging economy, they find that state ownership obtains more crucial R&D resources 

and the successful rate of R&D input into innovation output might be increased under 

high levels of industrial competition compared to private firms.  Hong and Wang (2017) 

demonstrate with a large sample of Chinese manufacturing firms that state ownership 

might positively moderate the effect of R&D intensity on innovation performance.  State 

ownership, as a shareholder of SOEs, influences innovation by exerting various kinds of 

institutional pressure on firms.  The government influences the incentives and ability of 

firms to develop innovation (Yi, Hong, & Wang, 2017).  Regulatory pressures might be 
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higher for SOEs than for other firms, since SOEs have a greater need to conform to 

institutional prescriptions and serve government objectives (Wang, Hong, Mario & 

Wright, 2012) in order to enjoy a higher level of legitimacy and socio-political approval.  

This in turn helps them to create innovation by reducing regulatory uncertainty, 

mitigating agency problems, and securing scarce resources in the quasi-market economy 

(Shleifer & Vishny, 1998).  

 

We understand that government shareholders may engage themselves in corruption, 

enrichment, expropriation, and rent-seeking behaviour, stripping firms’ cash flows on 

behalf of bureaucrats and politicians or for the sake of the general public and, as a result, 

suppressing SOE performance (S. J. Chen, Chen, & Wei, 2017).  Chen (2017) 

demonstrates that state ownership significantly negatively affects Chinese airline 

performance, but only up to a certain threshold; beyond that point, the performance 

improves when the government stake increases.  The presence of government 

shareholders through preferential treatment, such as accommodating regulations, bailouts, 

exclusive access to resources, and favourable loan and trade terms, in turn improves SOE 

performance.  Hence, the harm inflicted on SOEs by state ownership is balanced out.  

This empirical evidence shows that the hand an SOE is dealt depends on the percentage 

of ownership of its government shareholder.  The government will most likely lend the 

SOE a helping hand for further performance enhancement when its shareholding is large, 

since it stands to reap the financial rewards when the SOE performs successfully, a notion 

supported by Qian (2002) and by Tian and Estrin (2008).  However, a low level of state 

ownership will motivate the government shareholder to be less generous, since the cost 

resulting from its wealth diverting act will be disproportionately borne by other 

shareholders of the SOE (S. J. Chen et al., 2017).  
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With the present-day state ownership in the socialist market economy in China, the threat 

of ownership-management conflicts of interest can be more or less neutralised.  In China’s 

case, most firms with state ownership, even large private or joint venture Chinese 

enterprises, have to establish a committee with the Chinese Communist Party.  Through 

the CPC, the management behaviour and decision strategies of the top management are 

more or less influenced by the central government or the Communist Party.  In a Chinese 

firm with a high level of state ownership, the CEO and other major officials are very 

likely to be members of the CPC.  Due to their CPC membership, these agents’ political 

ideology should be consistent with that of the CPC and the Chinese government today.  

According to research, an agent’s political ideology should reflect his or her “set of beliefs 

about the proper order of society and how it can be achieved” (Erikson & Tedin, 2003). 

 

Recently, due to marketization, even with different levels across China, state-owned 

enterprises have integrated new competitive features in order to operate as quasi-market 

corporate intermediaries, to “modernize governance and manage globalization”, which 

enables them to hone their effectiveness and gain competitive advantage over others 

during structural market transitions (M. H. Li, Cui, & Lu, 2017). 
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2.2 State Ownership in China 

 

After Deng Xiaoping’s Southern Tour in 1992, he clearly put forward strategic ideas such 

as “seizing the opportunity of growth” and “development is the absolute principle”, which 

indicated future directions for China’s economic development.  The CPC realised that, as 

a socialist market economy, some previous regulatory restrictions should be loosened.  

Thus, the government adopted some practical approaches in the private sector in order to 

enable the Chinese economy to grow (W. Zhou, 2011).  In 1997, during the 15th Party 

Congress of the CPC, the government indicated that they considered the private section 

to be as equally important as the public sector in the economy by formally removing 

ideological discrimination (Atherton, 2008).  

 

In the mid-1980s, the Chinese government started corporatizing some small- and 

medium-size SOEs and tried to privatise them as a major element of the second stage of 

the economic reform, which was starting from 1988.  The establishment of the Shanghai 

Stock Exchange and Shenzhen Stock Exchange in 1990 was a great step toward China’s 

initial SIP programme.  SOEs only issued a very small portion of tradable, exchange-

listed shares for the public, available for institutional or individual investors (Liao et al., 

2014). 

According to China’s laws, a listed firm has six types of shares: 

1. State ownership; 

2. Foreign ownership;  

3. Legal person ownership; 

4. Management ownership; 

5. Employee ownership; 

6. Individual shares ownership. 
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Unlike most studies focusing on state ownership and financial performance, we are  

studying the relationship between state ownership and firms’ growth performance, since 

the largest institutional influencer in the socialist market economy is the government and 

their common goal is economic growth.   

 

State ownership refers to the percentage of shares held by the government in a firm and 

SOEs are the firms with majority state ownership (Guan & Jefferson, 2009).  SOEs 

normally act as agencies of the government, following and executing the state’s 

regulations and policies.  For both developed and emerging markets, state ownership 

exists in various forms and has emerged in many countries.  In most of the stock market, 

various types of state-controlled firms represent up to 20% of the total stock market value 

(Lazzarini & Aguilera, 2015).  Other than financial performance, there already exist a 

large number of studies investigating the effect of state ownership on many other aspects 

such as innovation performance, firm values and so on, however, most the results  

 

The state or government agency provides resources such as policy information, monopoly 

privileges, resident status and related public benefits, land, and long-term financial capital 

support, all of which are critical to firm innovation input/output and/or diversification.  

Long-term financial capital support is crucial, as innovation and diversification need a 

long period of return/payback and sometimes involve very high levels of risk.  Having 

government support in regard to research funding and local legal protection, SOEs are 

encouraged to innovate and develop in order to increase their innovation performance 

(Bong, Hee, & Williams, 2011). 
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According to many authors (e.g., Boisot & Child, 1996; Jefferson, 2002), state ownership 

can be defined as the percentage of ownership stake that the central and local government 

hold in a given firm.  In both the West and the East, state ownership has been shown to 

influence different dimensions of firm performance (e.g., Zhou, Gao, & Zhao, 2017).   

 

Most listed Chinese firms are considered to be state-owned enterprises and their 

ownership has unique characteristics unlike in other more advanced economies.  

Ownership shares can be classified as state shares, legal person shares, management 

ownership, employee ownership, and individual shares.  With the approval of the 

government, legal person shares owned by separate legal entities can be sold to other legal 

entities; however, they cannot be traded on the Shanghai Stock Exchange (SSE) or the 

Shenzhen Stock Exchange (SZSE).  Shares issued to individuals, management, and 

employees are restricted, as they are tradable only to domestic Chinese citizens (Xiao & 

Yuan, 2007). 

 

Non-tradable shares issued from listed firms in China are mainly held by the state and/or 

by legal entities, which are highly related to the government.  Both Class A and B shares 

are tradable and listed in the Shenzhen Stock Exchange (SZSE) and the Shanghai Stock 

Exchange (SHSE).  The company can have several types of shareholders, as mentioned 

above, and legal persons, individual domestic owners, employees, and even the state can 

issue A shares and B shares to foreign private owners listed, regardless of which exchange 

is involved.  Class A shares are issued to local Chinese investors, whereas Class B shares 

are issued to foreign investors, including investors from Hong Kong and Taiwan.  Class 

H shares can be listed and traded on the Hong Kong Stock Exchange (HKSE) and are 

issued by selected “red chip” Chinese companies (Allen, Qian, & Qian, 2005).  One of 
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the purposes of these arrangements is to capture the shifts in ownership from state 

shareholders to private shareholders in regard to several types of ownership, such as legal 

persons, employees, and private investors.  By Chinese law, the categorisation of 

shareholders (A-share, B-share, and H-share owners) is defined and recorded in official 

regulations and documents (N. Zhou, Delios, Zhou, & Wei, 2008).  However, for state-

owned companies, the portion of the share available for the opened market is small.  

Moreover, the listed state-owned companies are the children, grandchildren, or even 

great-grandchildren of the giant mother state companies.  Thus, even for listed state-

owned companies, the shares owned by the public are extremely small, compared to the 

original mother companies’ whole equity.  B shares were originally limited to foreign 

investments; however, after 19 February 2001, the China Securities Regulatory 

Commission began permitting the exchange of B shares through the secondary market to 

domestic citizens in China.  Though the face values of B shares are set in renminbi, B 

shares traded in Shanghai are in US dollars, whereas those traded in Shenzhen are in Hong 

Kong dollars. 
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Figure 1: Types of Common Stocks in China  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 (Allen et al., 2005) 

Prior to the 1980s, in China, most enterprises were state-owned; that is, the government 

was the owner.  The Chinese government initiated the Share Issue Privatization 

programme in the 1980s to begin the privatisation of state-owned enterprises to public 

shares.  Further elaborating on the previous paragraphs, through the SIP programme, the 

Chinese government has established several classes of shares, such as individual, insider, 

employee, institutional, foreign, and state shares (Wei et al., 2005).  However, the 

government has maintained its voting control by issuing both the tradable shares and non-
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tradable shares of the listed companies in the China market.  There are two kinds of non-

tradable shares of listed companies: state-owned shares and social legal person shares.  A 

social legal person is a non-state-owned legal entity.  Even for state-owned enterprises, 

H shares are tradable shares listed on the Hong Kong Stock Exchange and are freely 

tradable by any person in Hong Kong.  Most of the state-owned shares (domestic shares) 

have been converted into either A shares or H shares in since 2005, following the Split 

Share Structure Reform issued by the CSRC.  The listed Hong Kong H shares were either 

new shares issued by the companies or shares converted from state-owned shares.  H 

shares are quoted in Hong Kong dollars.  “Red chip” companies are registered outside of 

China, and their shares are ordinary shares.  The controlling shareholders of a company 

may directly or indirectly hold a large percentage of its share capital.  The remaining 

share capital is held by the public. 

 

Some public-listed companies in China may look like wholly privately owned companies, 

but are actually mainly owned by the state, through state-owned legal person shares.  

According to the official categorisation, state-owned legal person shares fall into legal 

person share categories.  Thus, while checking the level of state ownership, we have to 

check and clarify the identity of the legal person shareholder to confirm whether or not 

he or she is a state shareholder or whether or not the legal person shareholders are actually 

the owners with strong state affiliations.  For instance, the largest owner of Yanjing Beer 

is the Beijing Yanjing Brewery Co., Ltd., classified under the official scheme as a legal 

person shareholder, with 70% of the controlling shares.  Based on this classification, we 

would expect it to be a mainly privately owned company and totally independent of the 

state.  However, in actuality, Beijing Municipal Government almost completely controls 
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Beijing Yanjing Brewery Co., Ltd.; thus, Yanjing Beer is still considered to be a state-

owned company, not a private company (N. Zhou et al., 2008). 

 

Finally, foreign ownership originates in non-mainland Chinese residencies and consists 

of shares owned by foreign investors, including residents of Hong Kong, Macau, and 

Taiwan.  More specifically, foreign shares include H shares and B shares.  H shares are 

the shares issued by Chinese listed firms and traded on the Hong Kong Stock Exchange 

(Wei et al., 2005).  The share price of the firm issued in Hong Kong is normally 

discounted, compared to the value of the A shares issued, in order to attract foreign 

investors.  B shares are listed on the Shanghai and Shenzhen Stock Exchanges with 

renminbi-denominated shares.  Before February 2001, B shares could only be subscribed 

to and traded by foreign investors and residents of Hong Kong, Macau, and Taiwan.  

Transactions are made in US dollars for B shares listed in Shanghai and in Hong Kong 

dollars for those listed in Shenzhen.  On average, the level of foreign equity ownership is 

quite low, due to restrictions enforced by the Chinese government. 
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2.3 Institutional Theory 

 

What is the meaning of institutional? There are two defining elements:  

1. A rule-like quality of an organised pattern of action (exterior); 

2. Embedded formal structures, such as formal aspects of organisations that are not 

tied to particular actors or situations (non-personal/objective) (Zucker, 1987). 

Besides, there are two defining processes:  

1. Imitative or mimetic, adopting others’ successful elements when uncertain about 

alternatives; 

2. The normative transmission of social facts, generally from external sources, such as 

the professions (DiMaggio & Powell, 1983).  

 

The defining coercive process is central to state legitimation in the environment-as-

institution approach, but it is explicitly considered deinstitutionalising in the organisation-

as-institution approach, since any use of sanctions indicates that other attractive 

alternatives exist (Zucker, 1987). 

 

Institutional theory has been considered as a crucial theoretical perspective in 

organisational and management research (Cornelissen, Durand, Fiss, Lammers, & Vaara, 

2015).  It is asserted by institutional theorists that institutional environments often create 

market pressure and can strongly influence the development of the formal structures in 

an organisation.  Innovative structures that improve technical efficiency in early-adopting 

organisations are legitimised in the environment.  Rowan and Meyer propose that 

organisations can maintain or gain legitimacy in the institutional environment by 

accepting these “institutional myths”.  “Vocabularies of structure” are normally adopted 
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by the organisations; thus, organisational roles, procedures, and methodologies, services, 

and job titles are prevalent in the environment.  For instance, for a developing country, if 

the government is heavily promoting “good” service as the core value of success in the 

service industry, all government departments and even the private sector has to follow the 

norm of “good” services.  Based on “good faith”, the prominent display and adoption of 

“trappings of legitimacy” as institutionally acceptable may help to preserve an 

atmosphere of organisational action.  Legitimacy in the institutional environment might 

help to ensure the organisation survives and grows (J. W. Meyer & Rowan, 1977). 

 

Within an institutional environment, Powell and DiMaggio propose that one institutional 

pressure is to increase the homogeneity of organisational structures.  Normally, three 

types of pressure will be adopted in similarly structured firms.  First, coercive pressures 

come from legal mandates or influence from the organisations they are dependent upon.  

Second, mimetic pressures to copy successful forms arise during periods of uncertainty.  

Third, normative pressures to conform to homogeneity stem from the similar attitudes 

and approaches of professional groups and associations brought into the firm through the 

firm’s hiring practices (DiMaggio & Powell, 1983).  

 

Institutional logic is widely defined and generally understood as consisting of the patterns 

of assumptions, norms, values, practices, beliefs, and rules that constitute subsystems of 

institutions in society.  To be more specific, institutional logic can be identified as several 

ideal types, such as the state, a country, a nation, a community, the market, a corporation, 

a religion, a profession, and family.  It is also related to social components and has a 

strong, enduring history (J. Su, Zhai, & Karlsson, 2017).  For example, in 1992, when 

Deng Xiaoping announced the growth and development strategy, the acceleration of 
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development and seizing the opportunity to grow were established as the most important 

missions of the central government.  Hence, in the past 30 years, several leaders of the 

Chinese government and the central CPC committee stressed the creation of jobs and GDP 

growth.  Meanwhile, both the top management of Chinese firms and their main 

shareholders (the Chinese central or local governments) shared common goals and values 

related to the development of firms and the creation of more jobs.  This can be explained 

by institutional theories of organisation, by which a complex and generalised view of 

organisations is provided.  Organisations are always influenced by prescriptive or 

normative pressures, such as the state.  Under certain circumstances and institutional 

leadership, an organisation might be guided by legitimate elements and pressure.  The 

effect of state requirements might sometimes involve directing attention away from 

expected task performance and influencing standard operating procedures to conform to 

professional certification (Zucker, 1987).  

 

While “change” is an inherently agentic-political endeavour or process, DiMaggio 

suggests that institutions exist beyond simple manipulation or outcomes.  To explain 

“change”, DiMaggio suggests that actors could “push against” institutions because the 

internal dynamics of institutional processes present space in which actors can bargain and 

negotiate, at which point new and alternative institutional forms could be envisioned.  His 

solution to this interactional paradox was to treat institutional work as “situated”, in so 

far as institutions tend to persist when the material or ideal interests of actors align with 

existing arrangements; when they do not align due to emergent political interests, then 

the potential for deinstitutionalisation grows.  The implication of this is that the agency-

structure relationship shifts in regard to “situated sets of institution-related processes 

when actors mobilise organised interests (DiMaggio & Powell, 1983). 
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Referring to DiMaggio’s argument, institutional theory focuses on parts of 

“organizational life that are so exteriorized and intersubjective that no actor is likely to 

question them”.  The most important part involves the way in which, “as long as action 

is guided by norms or constitutive expectations, variation in actor interest will not play a 

role in its outcome” (DiMaggio & Powell, 1983).  Durable social structures and 

institutions constitute “multifaceted, social activities, mixed with symbolic elements and 

material resources” that ensure stability and shared meaning; these are the expectations 

of high levels of institutionalisation (Scott, Quarterly, Dec, & Scott, 2007).  Institutional 

change is not likely to happen if the actors involved prefer “certainty and predictability 

in organizational life” (DiMaggio & Powell, 1983).  While providing a strong argument, 

DiMaggio suggests that the notion of rational-actor models of agency is a top-down 

version of social order that presents a narrow view of the social world.  This is also an 

illustration of one of the modes of the agency-structure relationship, instead of a statement 

relating to the range of possible sets that might emerge in various social settings.  

DiMaggio argues that, within an institutional framework, foundational elements cannot 

be limited.  Thus, the introduction of agency within institutional theory is described as 

“the ways in which institutional and interest-based approaches to organisational change 

are consistent with and capable of enriching one another” (DiMaggio & Powell, 1983).  

Hence, the way in which agency and interest might be introduced into institutional 

frameworks was initiated by DiMaggio but does not express the same perspective as we 

propose in this paper.  

 

For government-dominated, public-listed Chinese firms, the role of the government 

involves intensive monitoring and control from the top to the bottom.  From important 
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decisions to daily routine operations, the Chinese government attempts to maintain 

harmony in society by taking political considerations into account, instead of disregarding 

the interests of shareholders (Y. Su et al., 2008).  Consequently, the higher the level of 

ownership concentration, the greater the power of major shareholders to unilaterally 

appoint the top managerial and board positions using their own associates (Y. Su et al., 

2008).  Thus, state owners do not need to seek advice or consult with other shareholder 

groups to appoint directors and top managers who are sympathetic to their strategic 

objectives, especially the state’s political goals.  For state-dominated, controlled 

enterprises, the top managers and directors representing the state are more likely to have 

common interests and a shared social identity, since they are always appointed from the 

same political party and/or bureaucracy.  For SOEs with high levels of state ownership, 

the effect of the ownership concentration is to impinge the state’s and, by extension, the 

management’s interests (Y. Y. Chen & Young, 2010).  In China’s case, high levels of 

state ownership usually involve the establishment of a committee of the CPC.  The CEO 

and other major officials are very likely to be members of the CPC.  Being party members, 

these agents’ political ideology should be consistent with that of the CPC and the Chinese 

government today.  According to research, an agent’s political ideology should reflect his 

or her “set of beliefs about the proper order of society and how it can be achieved” 

(Erikson & Tedin, 2003).  It can also provide a cognitive blueprint for interpreting and 

evaluating strategic goals and strategies.  All these can be seen as the characteristics of 

the internal institutional settings in Chinese firms today.  

 

With critical influences involved in control and regulatory policies influencing major and 

scarce resources, the government profoundly shapes firms’ competitive 

environments/settings since, among the institutions in emerging economies, the 
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government is the most salient (Nee & Opper, 2012).  Through their connection with the 

CPC, SOEs are able to access important policy information, valuable resources, and gain 

government support and advantages, which can foster innovation and growth and improve 

performance (V. Z. Chen, 2014). 

 

With all these characteristics, the internal institutional setting in Chinese firms today may 

significantly influence the ownership-growth relationship.  Specifically, in the years 

during which the central CPC committee stressed the creation of jobs, innovation, and 

GDP growth, the separation of the management and ownership of Chinese firms may not 

have resulted in a great deal of conflict or negative effects on the growth performance of 

Chinese firms.  Both the top management of Chinese firms and their main shareholders 

(i.e., the Chinese central or local governments) should share common goals and values 

(i.e., the growth of firms and the creation of more jobs).  In a macro economy such as that 

of China, which stresses shared value, the higher the proportion of state ownership, the 

stronger the effect of internal institutions.   

 

Institutions are commonly considered as formal and/or informal “rules of the game in a 

society” (North, 1990; p. 3), prior studies have found that a country’s institutional 

environment partially shapes firms’ strategies and approaches to internationalization and 

product diversification (Ma, Ding, & Yuan, 2016). China is one of the largest socialist 

market economies ruled by one political party that exists together with state ownership.  

We expect that the internal and external institutional settings at both organisational and 

societal levels will influence the behaviours that affect the growth performance of firm 

managers and agents.  
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2.4 Agency Theory 

 

Michael and William defined “an agency relationship as a contract under which one or 

more persons (the principal(s)) engage another person (the agent) to perform some service 

on their behalf which involves delegating some decision making authority to the agent”.  

This theory suggests that the separation of corporate ownership and control can 

potentially lead to self-interested actions by managers.  It suggests well-known principal-

agent problems; for example, the divergence of interests between owners and managers 

causes the agent (management) to fail to maximise the welfare of the principal 

(shareholders) (Jensen & Meckling, 1976).  Moreover, principal-agent problems also 

increase the conflicts of interest between different stakeholders of the firm; they separate 

the decision-making, risk-bearing, and control functions of firms.  Thus, the fundamental 

theoretical perspective of the conceptual model of agency theory is related to ownership 

structure and board composition (George & Mciver, 2011).  The outside directors of state- 

or foreign-owned firms are considered to be relatively independent, compared to the 

insiders, and may perform better in regard to controlling and monitoring the top 

management, thereby improving firm performance (Walsh & Seward, 1990).  

Concentrated ownership is important for innovation activity, from an agency perspective, 

as it provides effective controlling and monitoring mechanisms.  Normally, large state or 

foreign shareholders might have attractive incentives and the necessary capacity to 

monitor and influence the top management; thus, voting control and the threat of taking 

over might put pressure on the firm (Belloc, 2010). 

 

Agency theory has been characterised as a theory of the ownership structure of the 

organisation and the investigation of the relationships between principals and agents 
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(Mascarenhas, 1989; Jensen & Meckling, 1976).  In the past, some research has 

demonstrated that principals can be heterogeneous, as they can obtain different interests 

and incentives.  Especially in emerging economies, when state and non-state shareholders 

both own state-controlled public firms, a dual-principal problem may occur and create 

different targets and goals (Song, Wang, & Cavusgil, 2015).  As mentioned previously, 

due to partial privatisation, many of China’s public firms have shareholders that 

concurrently mix with state and non-state shareholders; thus, the principal-principal 

phenomenon might be present and characterised as the result of the SIP programme (J. T. 

Li & Tang, 2010).   

 

Consequently, previously state-owned firms have been encouraged to transfer some 

shares to individuals and a number of institutions just to fulfil the partial privatisation 

process.  However, agents are still able to carry out government intervention and control 

within the firms (Tian, 2001).  This also creates goal conflicts between the state and other 

shareholders (Dharwadkar, George, & Brandes, 2000).  The minority shareholders and 

the dominant state may have different determinations of strategies and goals because they 

may have different behaviours, different directions in mind, and different corporate 

priorities (Gedajlovic, 1993).  Normally, other shareholders prefer to improve market 

performance; however, the state owner in China has to follow the CPC’s direction and 

always pursues political goals, such as growth through increasing employment and non-

profit-maximising goals (Song, Wang, & Tamer, 2015). 

 

According to agency theory, the separation of ownership from management leads to 

conflicts of interest and creates agency costs that can negatively impact firm performance; 

thus, state ownership might be less competitive than private ownership.  In general, state-
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owned firms serve public interest less (Grossman & Krueger, 1993) because they are 

typically less efficient (Boycko et al., 1995; Dewenter & Malatesta, 2001).  However, in 

emerging economies like China, due to the increase in state ownership in a given firm, 

the CEO of a firm is more likely to behave like a government official, rather than an 

executive of a private firm.  The appointment of a CEO in a firm with high levels of state 

ownership is mainly decided by the government, according to his or her political loyalties.  

As a result, the strategic decisions made by this CEO and his or her team are likely to be 

shaped in line with the largest shareholder (i.e., a certain government department or 

organisation). 

 

Although many authors have adopted agency theory to study the relationship between 

ownership and performance (Shleifer & Vishny, 1996; Perrini, Rossi, & Rovetta, 2008; 

Demsetz, 2001), with state ownership in the socialist market economy in China, the threat 

of conflicts of interest can be neutralised with high levels of state ownership.  As 

mentioned previously, in China’s case, committees of the Chinese Communist Party are 

always formed within an SOE.  Moreover, even in large private or joint-venture Chinese 

enterprises today, the establishment of CPC committees can be widely observed.  

Normally, the CEO and other major officials of SOEs are likely to be members of the 

CPC.  Due to their CPC membership, these agents’ political ideology should be consistent 

with that of the CPC and the Chinese government.  Through the CEO, the government 

may provide cognitive guidelines for interpreting and evaluating strategic goals and 

strategies. 

 

For these SOEs, with enough of a controlling share from the state, the most powerful 

benefits derived from the state and the top management are the aligned incentive 
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motivations from the government leader.  Those leaders work within the political world 

and their pasts, presents, and futures are tied to the reputation of their relationship and 

connection with the CPC.  The top management of a firm can maintain lifelong 

commitment to the institution or organisation and create continuous investments (Davis 

et al., 1997). 

 

With the increase in state ownership, the CEO of a firm is more likely to behave like a 

government official because the appointment of the CEO in an SOE is mainly decided by 

the government, according to his or her political loyalties.  Hence, strategic decisions are 

likely to be shaped in line with the government departments or organisations in question.  

These can be seen as the characteristics of internal institutional settings in Chinese firms 

today. 
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2.5 Marketization 

 

Prior research has suggested the effect of diverse institutional on firm’s performance, thus, 

marketization may have moderating effects but depends of circumstances.  Several 

authors have reported supporting evidence, for instance, Musacchio and Lazzarini (2014) 

report that institutional development in Brazil significantly affects the role of government 

ownership in various types of enterprises, and Khanna and Palepu (2000) found that 

institutional development in Chile reduces the benefits of business group membership. 

 

With low marketization, it is more likely that government officials may abuse their power 

and conduct more rent seeking activities. On the other hand, in regions with a high level 

of marketization, local governments may coordinate economic activities in their 

respective regions but let the market govern firm activities or business transactions.  Also, 

they are more likely to respect and protect the rule of law, which should help control the 

abuse of government power and the rent seeking activities of government officials. 

 

A key element in these diverse institutional settings is the level of local marketization, 

which includes well-established capital markets, labour markets, legal monitoring, and 

enforcement systems (e.g., Khanna & Palepu, 1997; Hoskisson, 2000; Ramamurti, 2000).  

Marketization not only supports efficient free market transactions, but also prevents rent-

seeking and the abuse of power by government officials.  Therefore, local governments 

in regions with low levels of marketization are more likely to function as “visible hands” 

that intervene in economic activities and business practices.  Indeed, even today, many 

Chinese firms still frequently complain about personal interference from and the abuse of 

power by government officials. 
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China began the process of marketization in 1979; however, different regions expanded 

at different paces, according to national economic development, and the resulting 

differences between regions are significant.  The reformation began on the east coast of 

China and gradually spread to the western region, but with a lesser degree of 

marketization.  The overall performance is different in different regions based on per 

capita GDP, as well as in some other aspects such as innovation input and output.  

According to the China Market Index published by Fan Gang in 2011, eastern regions, 

such as Shanghai, Beijing, and Jiangsu, and southern regions, such as Shenzhen and 

Guangzhou, possess the highest degree of marketization.  Western regions, such as 

Ningxia, Tibet, Qinghai, and Xinjiang, have the lowest degree of marketization (Cheng, 

Wang, Keung, & Bai, 2017).  

 

Both internal and external factors influence firm strategies and outcomes (Liu, Lu, & 

Ghizema, 2014) and institutions’ formal (e.g., policies, regulations, or laws) and informal 

rules (e.g., beliefs, norms, culture, and ethics) can place political, legal, social, or other 

constraints on individuals and even influence organisational choices.  Consequently, 

institutional pressure is considered as the rules of a game that can significantly influence 

firm behaviour (McCloskey, 2016).  Market mechanisms and government interventions 

coexist in the Chinese economy; thus, across different regions, the uneven marketization 

process may impact the strategic choices and performance of Chinese firms (Gao & 

Murray, 2010; Hong, Wang, & Kafouros, 2015).  Regions with higher degrees of 

marketization in China (e.g., the coastal Guangdong province and Shanghai province) 

face greater market competition and are more likely to obtain more business opportunities.  

Thus, in order to be more competitive, firms have to allocate more resources to improve 
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efficiently.  Consequently, a higher degree of marketization will increase the efficiency 

of market competition (Liu, Lu, & Ghizema, 2014) and resource allocation (Gao & 

Murray, 2010).  In contrast to this, in regions with lower levels of marketization, the 

government may intervene significantly in competition and resource allocation.  In this 

way, the competitiveness and efficiency of  firms may be reduced, since they can easily 

obtain more protection from the government.  Thus, a lower degree of marketization may 

reduce a firm’s competitive power, operation efficiency, and innovation capability (Gao 

& Murray, 2010; Wang, Ahlstrom, Nair, & Hang, 2008).  

 

Marketization levels in different provinces can be conceptualised as economic freedom, 

as defined by Fan et al. (2017), which can used to conduct research or to study the regional 

economic situation in China.  This index is published periodically; the most recent edition 

was published for the years from 2008 to 2014.  The level of marketization of different 

provinces can be operationalised and measured using the marketization indices recorded 

from different provinces (Fan et al., 2017). Marketization is “the degree to which market 

fundamentals support economic activities, including the proportion of resources allocated 

through the market, the percentage of products with market-based prices, and the 

development of market intermediaries and legal systems” (Meyer & Nguyen, 2005)  For 

instance, by using panel data from 1998 to 2003 at the provincial level, based on the NERI 

Index, Zhou (2011) creates a regional deregulation index.   

 

Recently, using provincial-level panel data from 1997 to 2008, Hasan and Kobeissi (2015) 

concluded that marketization moderates business growth.  In particular, they show that 

positive effects grow in a number of businesses when the overall marketization index is 

large (Y. Zhou & Hall, 2017).  The main drivers of this are “factors market development”, 
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the “development of non-state economy”, and “legal frameworks” among those sub-

indices defined by Meyer & Nguyen (2005).  

 

We understand that both organisations and institutions can influence firm strategies and 

performance (K. E. Meyer & Nguyen, 2005); thus, the degree of marketization may 

influence firm strategies (Xie, 2017).  Firms in different regions of China face different 

forms of competition (Liu, Lu, & Ghizema, 2014) and the adaptation of different levels 

of marketization may influence their capability to grow in different regions.  Hence, we 

expect a high level of marketization to function as a restriction against rent-seeking by 

firm agents and government officials.  This should help to enhance a positive ownership-

growth relationship.  
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2.6 Diversification 

 

Different types of diversification strategies are associated with different sets of economic 

benefits.  If firms adopt unrelated diversification strategies, they can realise the benefits 

of efficient internal governance mechanisms and, if firms adopt related diversification 

strategies, they can realise the benefits of economies of scope by minimizing unit cost 

(Hill, Hitt, & Hoskisson, 1992). 

 

Extensive research has been conducted within the strategic management literature 

focusing on the relationship between diversification strategy and economic performance. 

(Hill et al., 1992).  However, a great deal of research on diversification has ignored the 

importance of implementation in regard to the strategy and firm performance relationship.  

Over 40 years ago, Chandler (1962) explained that the way in which a diversification 

strategy is implemented is the key element to success instead of just the idea of 

diversification alone.  The firm has to adopt an appropriate internal institutional setting 

and organisational arrangements; diversification alone cannot produce a superior 

performance.  Many prior studies, ignoring the effects of organisational characteristics, 

may produce incomplete and erroneous results (Hill et al., 1992).  

 

Diversification, according to research, can be an effective corporate strategy in helping a 

firm grow faster in terms of its sales or total revenue (e.g., Wan, Hoskisson, Wood, Yiu, 

& Tihanyi, 2003; Connelly, 2017).  A corporate strategy, such as product diversification, 

may also moderate the ownership-growth relationship.  According to the perspective of 

socially situated and constituted agency (Westphal & Zajac, 2013), firms and their 

managers interpret and react to their environments not merely as rational beings but also 
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as social actors with “multiple roles and identities” shaped by their institutional settings 

(Westphal & Zajac, 2013).  When a given firm adopts a certain corporate strategy, it may 

not be rational to adapt to its institutional environment.  Thus, this strategy is more likely 

to be selected or adopted by Chinese firms to realise their goal of growth, which can have 

a positive effect on the ownership-growth relationship 

 

Diversification and performance is perhaps the most researched topic in the strategic 

management literature (Chatterjee & Wernerfelt, 1991), which focuses mainly on single 

business firms with quite a lot of disadvantages, such as suffering from limited economies 

of scare compared to diversification.  The advantages of diversification are converting 

underutilised assets and achieving economies of scope by combining activities and 

sharing resources along the value chain.  In contrast to this, there are also some arguments 

that increasing diversification beyond a critical point may cancel out the benefits and 

increase operating costs, stopping the firm from improving its performance.  Expanding 

unrelated diversification has been found to increase excess pressure on the top 

management and hamper control and monitoring, decision-making, and proper 

governance.  The costs of increased diversification may overwrite and outweigh potential 

benefits beyond a certain point of product diversification; thus, it becomes more difficult 

to transfer competencies and share activity units, resulting in effort losses and 

diseconomies.  Unrelated diversification (that is, diversifying outside of core businesses 

or competencies) may increase operating costs that interfere with performance.  Articles 

featuring meta-analyses provide support and anecdotal evidence related to this argument  

(Palich, Cardinal, & Miller, 2000).  
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The rapid pace of product diversification and the impending rapid growth into 

international markets (geographic diversification) are the common features of the listed 

companies in China with growth and heightened competitiveness.  In this paper, we argue 

that related product diversification may have significant implications for state ownership 

and firms’ growth performance in regard to the moderating effects of the diversification 

strategies of listed companies under different levels of marketization within different 

provinces in China.  We highlight recent developments of state ownership in China’s 

companies and indicate how external institutional motivations and internal strategies 

affect firms’ growth performance in different regions of China  (N. Zhou et al., 2008). 

 

Since four decades ago, China’s strong economic development and growth has dominated 

the business and economy press.  Deng Xiaoping has already identified that “seizing the 

opportunity of growth” and “development is the absolute principle” are the most 

important directions for China in regard to developing the economy.  By facilitating the 

establishment of the Shenzhen and Shanghai stock markets in the early 1990s, growth 

was stimulated through the partial transfers of state-owned shares into private ownership.  

The goals, motivations, and capabilities of firms are strongly related to the identities of 

their owners and how widely-held or dispersed the shareholding is in the company in 

question (Shleifer, 1998).  China’s listed companies continue to grow in domestic markets 

through diversification and some are also beginning to expand  into other provinces and 

even into international markets (Deng, 2007).  In this article, we measure and identify the 

moderating effects of diversification on the ownership-growth relationship in China.  We 

contend that the strategies diverging along the dimensions of related product and 

geographic diversification may affect the ownership-growth relationship (N. Zhou et al., 

2008).  
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Product diversification, according to research, can be an effective corporate strategy to 

help a firm grow faster in terms of its sales or total revenue (e.g., Wan et al., 2003; 

Petrenko, 2016; Connelly, 2017).  Therefore, this strategy is likely to be selected or 

adopted by Chinese firms to realise their goal of growth, which can have a positive effect 

on the ownership-growth relationship.  Hence, we expect product diversification to 

positively moderate the relationship between state ownership and firms’ growth 

performance. 
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2.7 Political Ties 

 

Firms’ political ties or Guanxi may also influence firm growth.  According to research 

(Park & Luo, 2001), political ties can influence firms’ ability to secure resources for 

growth.  Political ties have been getting many scholars’ attention for a long time of period, 

and it is defined as personal level or firm level or organizational level linkages between 

political actors and top managers (Peng & Luo, 2000). Building connection and 

relationships with various state or government agencies (i.e., political ties) is a necessary 

factor for firm survival (Hillman, 2005). Corporate political connections normally appear 

in various forms of structure. One of the common form is having the appointment of top 

managers and/or directors who have been working for government or state-related 

institutions or agencies (Sun, Mellahi, Wright, & Xu, 2015). Ma also concludes political 

capital positively moderated the relationship between the subnational institutional 

environment and entrepreneurial firms’ degree of internationalization (Ma et al., 2016).  

In general, prior research concludes that the benefits of managerial political ties normally 

tend to surpass the costs of maintaining the ties, since they argue that firms’ performance 

depend on political connections, external environments for crucial information and 

resources, which could minimize the control of access to government resources and 

uncertainty (Hillman, 2005). 

 

The contribution of political ties may be different due to different countries, area and/or 

political regimes with different political institutions or legal system (Choi, Jia, & Lu, 2014) 

getting preferential treatment from the government.  Several empirical studies also 

provided evident showing political ties shall affect sales growth (Zheng, Singh & Mitchell, 

2015), IPO pricing (Yang, 2013), firm strategy of diversification (Zhu & Chung, 2014), 
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and easing the access to bank loans, (Zhao & Lu, 2016) raw materials, lighter taxation, 

loose regulation and foreign direct investment (Lu, Liu, Wright, & Filatotchev, 2014).  

On the contrary, some scholars also argue political connections might generate negative 

influence on the connected firms (e.g. Chaney, Faccio, & Parsley, 2011), especially on 

the accounting information remaining opaque due to the protection created by political 

connections. 

 

Political ties shall be classified into personal and firm or organizational levels.  At the 

personal level, corporate executives and political agents can exploit and develop 

reciprocal ties, which lead to formal linkages on the board or taking management 

positions.  We argue that for state owned firms, CEO is more likely assigned by state or 

the Party, thus, the personal level of political ties can be partially represented CEO tenure. 

On the other hand,  types of political ties in firm level can be defined as local and central 

ties.  Central ties are considered as those connections formed at the national or federal 

levels of government. Local ties are considered as those connections formed at sub-

national levels such as provinces and cities (Sun, Mellahi, Wright, & Xu, 2015).  With 

the appointments of directors coming ex-government officials, members of Chinese 

People’s Congress and member of the Chinese People’s Political Consultative 

Conference at or below the provincial level are considered local-level connections, on the 

other hand if above the provincial level are classified as central-level connections 

(Chaney et al., 2011).  In general, in Chinese, no matter state or non-state owned listed 

firms always appoint more local officials as directors in order to share the discretionary 

power over resource allocation from the local government (Chen, Li, Su, & Sun, 2011). 
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Based on the view of socially situated and socially constituted agency posited by 

Westphal and Zajac (2013), we propose institutionally shaped agency and our perspective 

suggests that firm managers or agents can be influenced by both organisational and social 

institutional settings such as political environment, which cause them to function not only 

as rational players but also as social actors with multiple roles, identities brought by 

political connections, which can affect the ownership-growth relationship 
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2.8 CEO’s Tenure 

 

CEO tenure is one of the factor related to a spectrum of important strategically outcomes 

which were commonly investigated by researchers and trait in the upper echelons 

literature (Hou, Priem, & Goranova, 2014). Those outcomes discussed from previous 

literatures are the commitment to the status quo (Hambrick, Geletkanycz & Fredrickson, 

1993), the firm performance (Henderson, Miller, & Hambrick, 2006), the strategic change 

(Boeker, 1997), the investment strategies (Barker, Mueller, Barker, & George, 2002) the 

invention (Wu, Levitas & Priem, 2005), and risk taking (Shen & Cannella, 2002). 

 

We expect CEO’s tenure shall influence the ownership-growth relationship as well.  

Based on the view of socially situated and socially constituted agency posited by 

Westphal and Zajac (2013), we propose a theoretical perspective of institutionally shaped 

agency suggests that firm managers such as CEO can be influenced by both organisational 

and social institutional settings, which cause them to function not only as rational players 

but also as social actors with multiple roles and identities, which can affect the ownership-

growth relationship.  Therefore, the strategic decisions made by this CEO and his or her 

team are likely to be shaped in line with the largest shareholder, the state. For a  long-

tenured CEOs, he or she might be more sensitive towards the change of external 

institutional setting such as marketization.  The more experienced CEO in his/her position 

of the firm, the more familiar of his/her own products, the firm and the market.   

 

In addition, a firm’s internal culture may also influence firm growth. Specifically, this 

culture can influence the decision-making of the CEO in a given firm.  The longer the 

CEO functioning, the firm, the more likely he/she will be influenced by the culture.  In 



53 

 

this sense, the tenure of a CEO in a given firm can be a proxy of cultural influence.  A 

longer tenure should be correlated with a greater influence of the firm’s organizational 

culture, which in term can enhance the effects of other factors on the ownership-growth 

relationship.  In other words, a longer CEO tenure can increase the sensitivity of the 

ownership-growth performance to the influence of institutional factors. 
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2.9 Chapter Summary 

 

The effects of state ownership on firm performance have been widely researched; 

however, the results from empirical studies are often mixed, inconsistent, and even 

contradicting (Sánchez-ballesta & García-meca, 2007).  Most of them focus on firms’ 

financial performance (i.e., Tobin’s Q, ROA, ROE); however, our study focuses on firms’ 

growth performance, since the Chinese government has stressed the growth of the GDP 

and the economy for the past 40 years.   

 

Researchers who have studied the ownership-growth relationship with empirical findings 

(e.g., Beatty & Zajac, 1994; Zhou, Gao, & Zhao, 2017) generally conclude that private 

ownership is more competitive than state ownership.  They argue that government-owned 

firms normally do less to serve the public’s and minority shareholders’ interests 

(Grossman & Krueger, 1993) because they are typically less efficient (Boycko et al., 1995; 

Dewenter & Malatesta, 2001).  La Porta et al. (2002) and Barth et al. (2001) show that 

state ownership has a negative effect on firm performance in both the financial service 

industry and the bank industry.  Ramaswamy (2001) argues that the top managers of 

government-owned firms sometimes ignore profit-maximization in order to pursue 

political goals.  Research on emerging markets has also shown that the effects of state 

ownership and marketization can weaken financial performance (e.g., Zhou, Gao, & Zhao, 

2017). 

 

Y. Su et al. (2008) find that the higher the level of ownership concentration, such as in 

regard to the state, the greater the power of large shareholders to appoint their own 

associates unilaterally to top managerial and even board positions, as they are most likely 
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compassionate to the state’s strategic, institutional, and political objectives.  Government 

agents in SOEs have dominant control over management, who are employed by the same 

bureaucracy and/or political party and act according to the state, with common social 

interests and identities.  Chen (2010) concludes that concentrated state ownership is likely 

to protect the state’s interests (Chen & Young, 2010) and, eventually, the interests of the 

top management, but not the interests of other minor shareholders.   

 

State ownership should significantly impact firm efficiency, performance, and even value 

in emerging markets (Megginson & Netter, 2001).  However, how and to what extent?  

Some research suggests that state ownership is not significantly less efficient than private 

ownership (Caves & Christensen, 1980; Kay & Thompson, 1986; Martin & Parker, 1995; 

Wortzel, 2012; Kole & Mulherin, 1998).  Calomiris, Fisman, and Wang (2010) conclude 

that a positive relationship exists between state ownership and firm value.  Perotti (1995) 

shows with smaller proportions that privatised SOEs can gain sufficient incentives to 

encourage the top managers to perform better, in order to improve firms’ value.  

Boardman and Laurin (2000) also conclude that a positive relationship exists between 

state ownership and stock returns.  

 

Furthermore, Sun and Tong (2002) conclude that SOEs improve performance 

dramatically when the state equity ownership increases to certain extents, since the 

government provides valuable resources, numerous business connections, and political 

support (Yu, 2013).  With high levels of state ownership, the appointment of CEOs and 

the top management is mainly decided by the government, according to his or her political 

loyalties.  Thus, the strategic decisions made by the CEO and his or her team are likely 

to be shaped in line with the largest shareholder (i.e., a certain government department or 
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organisation).  Chen finds that, when the law enforcement is capricious and weak, the 

institutional setting or environment is comparatively underdeveloped, the commercialised 

state ownership might provide a number of advantages to firms.  Chen (2017) 

demonstrates that Chinese airline performance improves when the government stake 

increases to a certain level.   

 

With today’s state ownership in China’s socialist market economy, the threat of 

ownership-management conflicts of interest can be more or less neutralised.  In China’s 

case, most firms with state ownership, even large private or joint venture Chinese 

enterprises, have to establish a committee of the Chinese Communist Party.  Through the 

CPC, the managerial behaviour or decision strategies of the top management are more or 

less influenced by the central government or the Communist Party.  These aspects can be 

seen as the characteristics of internal or external institutional settings in Chinese firms 

today, but it remains unclear how state ownership influences firms’ growth performance. 

 

Institutional environment often creates market pressure and can strongly influence the 

development of formal structures in an organisation.  Government ownership and 

involvement inside and outside an organisation might affect firm performance.  Rowan 

and Meyer (1997) propose that an organisation can maintain or gain legitimacy in an 

institutional environment by accepting these “institutional myths”.  “Vocabularies of 

structure” are normally adopted by the organisation; thus, organisational roles, procedures, 

methodologies, services, and job titles are prevalent in the environment. 

 

Agency theory suggests that the separation of corporate ownership and control potentially 

leads to self-interested actions by top managers.  Moreover, principal-agent problems also 
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increase the conflicts of interest between different stakeholders of the firm, and separate 

the decision-making, risk-bearing, and control functions in firms.  In China, agents are 

able to execute government intervention and control within firms (Tian, 2001) and this 

creates goal conflicts between the state and other shareholders (Dharwadkar et al., 2000).  

However, we argue that the state owner and top managers have to follow the CPC’s 

direction and pursue political goals, such as growth with increasing employment and non-

profit-maximising goals (Song, Wang, & Tamer, 2015).  The CEOs and other major 

officials of SOEs are very likely to be members of the CPC.  Due to their CPC 

membership, these agents’ political ideology should be consistent with that of the CPC 

and the Chinese government.  Through the CEO, the government may provide a cognitive 

guideline for interpreting and evaluating strategic goals and strategies. 

 

A key element in these diverse institutional settings is the level of local marketization, as 

this not only supports efficient free market transactions, but also prevents rent-seeking 

and abuse of power by government officials.  Hence, local governments in regions with 

low levels of marketization are likely to intervene in economic activities and business 

practices.  Thus, we expect that a high level of marketization can help enhance a positive 

ownership-growth relationship. 

 

Different diversification strategies are associated with various sets of economic benefits 

and related diversification can realise the benefits of economies of scope (Hill et al., 1992).  

Product diversification can be an effective corporate strategy to help a firm grow faster 

in terms of its sales or total revenue (e.g., Wan et al., 2003; Petrenko, 2016; Connelly, 

2017).  This strategy is likely to be selected or adopted by Chinese firms to help realise 

their goal of growth, which can have a positive effect on the ownership-growth 
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relationship.  Hence, we expect product diversification to positively moderate the 

relationship between state ownership and firms’ growth performance. 

 

In addition to that, based  on the research by Park & Luo (2001), political ties  can 

influence firm growth.  CEO’s tenure may also affect firm performance, commitment to 

the status quo, the strategic change,  the investment strategies, the invention and risk 

taking.  Besides, a firm’s internal culture may also influence firm growth, by which it can 

influence the decision-making of the CEO in a given firm.  Thus, the tenure of a CEO in 

a given firm can be a proxy of cultural influence.  Consequently, a longer CEO’s tenure 

shall increase the sensitivity of the ownership-growth performance to the influence of 

institutional factors. 
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THEORETICAL MODEL AND HYPOTHESES DEVELOPMENT 

 

3.1 Theoretical Background 

 

Researchers began to study ownership-growth relationships a long time ago and several 

empirical findings have been documented (e.g., Beatty & Zajac, 1994; Zhou et al., 2017).  

For instance, it has been found that private ownership is generally preferred to state 

ownership when incentives to innovate and to contain costs are strong, and especially 

when competition between suppliers, reputational mechanisms, and the possibility of 

provision by private not-for-profit firms, as well as political patronage and corruption, are 

brought into play (Shleifer, 1998).  State-owned firms are argued to be unable to better 

serve public interest (e.g., Grossman & Krueger, 1993) because they are typically 

inefficient (e.g., Dewenter & Malatesta, 2001).  In emerging economies, some researchers 

show that state ownership has negative effects on innovation, new product sales, and 

consequent revenue increase (e.g., Jefferson, 2002; Xu & Zhang, 2008; Ayyagari et al., 

2011).  

 

In the financial service industry, state ownership can also have a negative effect on firm 

performance.  For instance, using country-level data, La Porta et al. (2002) demonstrate 

that higher levels of state ownership of firms in 1970 are associated with lower levels of 

economic growth for a sample of 92 countries.  In addition to this, Barth et al. (2001) also 

show that state ownership in the financial service industry tends to be associated with 

poorer growth.  However, with state ownership in the socialist market economy of China, 
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this threat of conflicts of interest may be more or less neutralised, which is particularly 

true in the case of high levels of state ownership (S. J. Chen et al., 2017).  In China’s case, 

since 1992, Deng Xiaoping has put forward strategic ideas, such as “seizing the 

opportunity of growth” and “development is the absolute principle”, which drive the 

future direction of China’s economic development and growth.  Thus, the acceleration of 

development and seizing the opportunity to grow are the most important missions of the 

central government in order to boost the economy of modern China.  In Chinese firms, 

high levels of state ownership usually involve the establishment of a committee of the 

CPC.  We argue that the establishment of a CPC committee may drive firms to be more 

competitive and to grow according to the government’s own agenda. 

 

Our current study addresses this research gap from a theoretical perspective, integrating 

the perspective of agency theory with that of institutional theory. 
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3.2 Institutionally Shaped Agency 

 

Based on the view of socially situated and socially constituted agency posited by 

Westphal and Zajac (2013), we propose a theoretical perspective of institutionally shaped 

agency in this section in order to study the issue of ownership-growth relationships.   

 

Many authors have adopted agency theory to study the relationship between ownership 

and performance (Shleifer & Vishny, 1996; Perrini, Rossi, & Rovetta, 2008; Demsetz, 

2001).  According to agency theory (e.g., Jensen & Meckling, 1976), the separation of 

ownership from management leads to conflicts of interest and creates agency costs that 

can negatively impact firm performance.  However, with state ownership in China’s 

socialist market economy, this threat of conflicts of interest can be more or less 

neutralised, which is particularly true in the case of high levels state ownership. Our 

perspective suggests that firm managers or agents can be influenced by both 

organisational and social institutional settings, which cause them to function not only as 

rational players but also as social actors with multiple roles and identities, which can 

affect the ownership-growth relationship.  In China’s case, high levels of state ownership 

usually involve the establishment of a committee of the CPC.  Indeed, the establishment 

of a CPC committee can be observed even in large private or joint-venture Chinese 

enterprises today.   

 

Moreover, in a Chinese firm with a high level of state ownership, the CEO and other 

major officials are very likely to be members of the CPC.  Due to their CPC membership, 

these agents’ political ideology should be consistent with that of the CPC and the Chinese 

government.  An agent’s political ideology should reflect his or her “set of beliefs about 
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the proper order of society and how it can be achieved” (Erikson & Tedin, 2003).  It can 

also provide a cognitive guideline for interpreting and evaluating strategic goals and 

strategies. 

 

With the increase of state ownership in a given firm, the CEO of that firm is more likely 

to behave like a government official, rather than an executive in a private firm.  The 

appointment of a CEO in a firm with high levels of state ownership is mainly decided by 

the government, according to political loyalty.  Therefore, the strategic decisions made 

by this CEO and his or her team are likely to be shaped in line with the largest shareholder 

(i.e., a certain government department or organisation).  For instance, the major strategic 

decisions made by major Chinese banks, which all have very high levels of state 

ownership, are more consistent with the financial policies of the government, rather than 

with competitive environments in financial markets at home and abroad (e.g., Porta, 

Lopez-de-silanes, Shleifer, & Link, 2002; Jefferson, Albert, Xiaojing, & Xiaoyun, 2003; 

Xu & Zhang, 2008).  These aspects can be seen as the characteristics of internal 

institutional settings in Chinese firms today. 

 

Finally, state ownership also enables a firm to obtain more tangible and intangible 

resources with which to grow in China’s socialist market economy.  For instance, when 

bargaining with the local and central government for more resources with which to grow, 

managers in firms with high levels of state ownership can be more effective than private 

firms in convincing government officials or agencies that they should have priority for 

the resources (Nee & Opper, 2012). 
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3.3 The Model 

 

 

 

 

 

 

 

 

 

We develop five Hypothesizes from the above conceptual model. 

i. H1, The moderating effect of external Institutional Development 

(Marketization) 

ii. H2, The moderating effect of Internal Strategy Development ( such as 

Diversification) 

iii. H3,  The moderating effects of Internal Political Ties; 

iv. H4a, the 3-way interactions effect of CEO’s tenure on Marketization effect; 

v. H4b, the 3-way interactions effect of CEO’s tenure on Diversification effect; 

 

 

 

 

 

Figure 2: A Conceptual Model of Ownership-Growth Relation  
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3.4 Hypotheses Development  

 

Based on the view of socially situated and socially constituted agency posited by 

Westphal and Zajac (2013), we propose a theoretical perspective of institutionally shaped 

agency in this section in order to study the issue of ownership-growth relationship.  Our 

current study is mainly based on a socialist market economy, which can be observed in 

China.  Not only because of the economic reforms that have taken place during the past 

few decades, different countries still have different levels of marketization, which is an 

important dimension of institutional environment.  Furthermore, at the organisational 

level or firm level in China, there is still plenty of institutional heritage from the 

communist systems that existed before the reforms, such as the dominance of the 

Communist Party.  Thus, in a large macro economy like that of China, there are also 

different levels of marketization across different geographical and administrative regions, 

such as those between coastal Chinese provinces and their inland counterparts.  It would 

be of interest to study whether these internal and external institutional settings influence 

the relationship between state ownership and firms’ growth performance.  We expect the 

growth performance of business and government agents to be influenced by their internal 

and external institutional settings, which can lead to different relationships between state 

ownership and firms’ growth performance in different parts of a large macro economy. 

Additionally, prior literature considers related diversification as a useful firm strategy for 

diversified firms to compensate for the lack of formal institutions in an emerging 

economy by creating internal capital, labour, and product markets (Lee, Peng, & Lee, 

2008).  By considering the way in which firms internally create institutions settings 

through product diversification, we also consider the moderating effect of product 

diversification on the ownership-growth relationship. 
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There are many possible moderators, we proposed several of them which are the most 

relevant to our study to examine institutionally shaped agency.  The moderators we 

identified are marketization, diversification, firm level political ties, CEO’s political ties 

and the three-way interactions between CEO’s tenure with the firm/position on 

moderating effect by marketization. 

 

Since research results regarding the effect of ownership structure on firms’ financial 

performance (i.e., ROA, ROE, and Tobin’s Q) are often conflicting and inconsistent 

(García-meca & Sánchez-ballesta, 2009), and there is still no study investigating how 

state ownership affects firms’ growth performance in socialist market economies, which 

can be observed in China, we test state ownership and growth performance using panel 

data (N = 37,856) from 124 insurance firms in China during the period between 2005 and 

2014. 

 

According to agency theory (e.g., Jensen & Meckling, 1976), the separation of ownership 

from management leads to conflicts of interest and creates agency costs that can 

negatively impact firm performance.  In general, it has been found that state ownership is 

less competitive than private ownership, especially in regard to high incentives for 

innovation.  State-owned firms are normally less able to serve public interest (Grossman 

& Krueger, 1993) because they are typically less efficient (Boycko et al., 1995; Dewenter 

& Malatesta, 2001).  In emerging economies like China, some researchers have shown 

that state ownership has negative effects on innovation, new product sales, consequent 

revenue increase, and firm performance (e.g., Xu & Zhang, 2008; Guan et al., 2009). 
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In addition to this, a negative relationship between state ownership and firm performance 

has also been suggested by other researchers using data sourced from China (e.g., Qi, Wu, 

& Zhang, 2000; Sun & Tong, 2003; Xu & Wang, 1999).  For government-dominated, 

public-listed Chinese firms, the government is supposed to be responsible for monitoring; 

however, it seems that the state is intensively controlling from top to bottom.  From major 

decisions, such as the appointment of top managers and important strategies 

determination, to daily routine operations, the Chinese government takes political 

considerations into account and attempts to maintain harmony in society by not taking 

into account the interests of shareholders (Y. Su et al., 2008).  

 

The higher the level of ownership concentration, the greater the power of large 

shareholders in regard to unilaterally appointing their own associates to the board and top 

managerial positions (Y. Su et al., 2008).  Hence, state owners do not need to consult 

other minority shareholders to appoint top managers and directors who are sympathetic 

to the state’s strategic and political objectives.  This results in the potential for collusion 

between management and shareholders.  The state may have an incentive regarding 

national interests to play an active role in the company or to spin off from a parent SOE 

with political objectives.  Therefore, the state may have dominant control over agents or 

representatives such as directors and top managers, who are most likely to share common 

interests and social identities with them, since they are appointed from the same party and 

political bureaucracy (Y. Y. Chen & Young, 2010).   

 

In contrast to this, with state ownership in China’s socialist market economy, this threat 

of conflicts of interest can be more or less neutralised, which is particularly true in the 

case of high levels of state ownership.  In China’s case, high levels of state ownership 
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usually involve the establishment of a committee of the CPC.  Indeed, the establishment 

of a CPC committee can be widely observed even in large private or joint-venture Chinese 

enterprises today.  Moreover, in a Chinese firm with a high level of state ownership, the 

CEO and other major officials are very likely to be members of the CPC.  Being party 

members, these agents’ political ideology should be consistent with that of the CPC and 

the Chinese government today.  An agent’s political ideology should reflect his or her 

“set of beliefs about the proper order of society and how it can be achieved” (Erikson & 

Tedin, 2003).  It can also provide a cognitive blueprint for interpreting and evaluating 

strategic goals and strategies.  These aspects can be seen as the characteristics of internal 

institutional settings in Chinese firms today.  Finally, state ownership also enables a firm 

to obtain more tangible and intangible resources with which to grow in China’s present-

day socialist market economy.  For instance, when bargaining with the local and central 

government for more resources with which to grow, managers in firms with high levels 

of state ownership can be more effective than private firms in regard to convincing 

government officials or agencies that they should have priority over the resources (Nee 

& Opper, 2012). Thus, we expect the political ties  (firm level and individual level) shall 

affect the ownership-growth relationship. Furthermore, we expect whether the CEO be the 

CPC member or not shall also affect the ownership-growth relationship.      

 

The key success factor and driver of sustainable economic growth and competitive 

advantage are innovation (Zhou et al., 2017) and how to make use of innovation to launch 

diversification strategy is also very important.  For emerging economies, innovation 

development has fuelled a growing interest (V. Z. Chen, 2014), such as in China, Brazil, 

and Russia, where the government plays a critical and important role in influencing firms’ 

behaviour.  Under various forms of state ownership, the government control may foster 
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firm performance and competitive advantage by stimulating innovation (Lazzarini & 

Aguilera, 2015) and diversification.  Based on the conventional, efficiency-based 

economic view, which is mostly rooted in agency theory, state ownership normally plays 

a minor role in encouraging firms’ innovation and performance.  This is mainly due to the 

way in which SOEs are governed by administrative instead of economic imperatives.  Thus, 

government intervention is unavoidable and subsequent political tasks may slow the firms’ 

development (Shleifer, 1998).  Top managers and directors of SOEs often have less 

incentive to pursue efficiency-based innovative activities, diversification, and market-

driven strategies, and only try to fulfil their administrative mandates (Ramamurti, 2000).  

However, nowadays in China, many SOEs have evolved dynamically.  In 2015, there were 

106 companies in the Fortune Global 500, almost four times more than in 2006, two-thirds 

of which were SOEs (Zhou et al., 2017).  An institutional perspective (Au & Wang, 2000) 

can help to explain this growth.  In emerging economies, the government is the most salient 

institution, with critical influence over the control of scarce resources and regulatory 

policies; thus, the government profoundly shapes firms’ external environment (Nee & 

Opper, 2012).  Through CPC connections, SOEs have access to valuable resources and 

policy information with government support (V. Z. Chen, 2014) and these advantages can 

presumably foster innovation, diversification, and growth. However, we expect if the 

CEO’s tenure with the firm and/or his/her CEO position may influence his/her capability 

of to adopt the external institutional changes such as the different level of marketization in 

different regions.    

 

With these characteristics, the internal institutional setting in Chinese firms today may 

significantly influence the ownership-growth relationship.  Specifically, in the years 

during which the central CPC committee stressed the creation of jobs, innovation, and 
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GDP growth, the separation of the management and ownership of Chinese firms may not 

have resulted in as much conflict or negative effects on growth performance.  Both the top 

management of the Chinese firms and their main shareholders (i.e., the Chinese central or 

local governments) should share common goals and values (i.e., the growth of firms and 

the creation of more jobs).  In a macro economy, such as China, that stresses shared value, 

the higher the proportion of state ownership, the stronger the effect of internal institutions.  

Accordingly, we can predict a positive ownership-growth relationship while having these 

moderating effects mentioned above.   

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



70 

 

3.4.1 The Moderating Effect of Marketization 

 

Ownership-growth relationships can also be moderated by the external institutional 

setting of a given firm.  Prior research has suggested the effect of diverse institutional 

settings on the ownership-growth relationship.  Several authors have reported supporting 

evidence of this.  For instance, Sapienza (2004) finds that, if a given political party is 

stronger in a given province of Italy, state-owned banks whose chairpersons are affiliated 

with that party are more likely to offer interest rate discounts in that province.  Dinc (2005) 

shows that state-owned banks increase their lending in election years, relative to private 

banks in major emerging markets, and these actions are influenced by political 

motivations.  More recently, Lazzarini and Aguilera, (2015) report that the role of state 

ownership in various types of enterprises is significantly influenced by institutional 

development in Brazil.  Khanna and Palepu (2000) also found that institutional 

development in Chile helps to reduce the benefits of business group membership.  Finally, 

in China, the government in each province or city also has the authority to formulate and 

implement its own policies locally (e.g., Batjargal et al., 2013).  As a result, institutional 

settings in China vary across different geographical or administrative regions (M. Zhao, 

Park, & Zhou, 2014).   

 

A key element in these diverse institutional settings is the level of local marketization, 

which includes well-established capital markets, labour markets, legal monitoring, and 

enforcement systems (e.g., Tarun Khanna & Krishna Palepu, 1997; Hoskisson, 2000; 

Ramamurti, 2000).  Marketization not only supports efficient free market transactions, 

but also prevents rent-seeking and the abuse of power by government officials.  Therefore, 

local governments in regions with low levels of marketization are more likely to function 
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as “visible hands” that intervene in business practices and economic activities.  Indeed, 

even today, many Chinese firms are still complaining of frequent personal interference 

and the abuse of power by government officials. Since the Chinese government officially 

announced the establishment of a socialist market economy during the 14th Congress of 

Chinese Communist Party in 1992, there has been a great deal of corruption or rent-

seeking cases by government officials every year.  In 2017 alone, for example, China 

government officials were arrested for corruption, including the collusion between firm 

managers and government officials in regard to rent-seeking.  It is arguable that these 

cases can be partially attributed to low levels of marketization.  Without marketization, it 

is more likely that government officials may abuse their power and conduct more rent-

seeking activities. On the other hand, in regions with high levels of marketization, local 

governments may coordinate economic activities in their respective regions but let the 

market govern firm activities or business transactions.  They are also more likely to 

respect and protect the rule of law, which should help to control the abuse of government 

power and the rent-seeking activities of government officials.  In other words, a high level 

of marketization can function as a restriction against rent-seeking by firm agents and 

government officials.  This should help enhance a positive ownership-growth relationship.  

We therefore predict the following. 

 

Hypothesis 1: 

In China’s socialist market economy, firms’ external institutional setting, marketization 

in positively moderates the ownership-growth relationship.  Specifically, state ownership 

is more likely to have a positive effect on firms’ growth performance at a higher level of 

marketization. 
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3.4.2 The Moderating Effect of Diversification 

 

In the early stages of the industrial organisation literature, some argued that there is no 

significant relationship between diversification and performance.  However, this 

conclusions was drawn using data related to diversification when entering new markets, 

which show that existing firms have no special advantages (Santarelli & Tran, 2016).  

Moreover, some may argue that a focused approach is one of the best strategies for firms 

to survive with better levels of profitability.  However, more and more later studies have 

shown that diversification generates multiple beneficial outcomes, depending on the 

degree of relatedness of a firm’s diversification activities (Palich et al., 2000).  Santarelli 

(2016) generalised a common finding in this respect, showing that the findings from these 

studies evidence a nonlinear relationship between diversification and performance.  They 

are positively related up to a certain point; however, beyond that point, a further increase 

in diversification may lead to a decline in performance (Santarelli & Tran, 2016). 

 

Diversification, especially related diversification, has been shown to improve firms’ 

performance (Wan et al., 2003).  According to the perspective of socially situated and 

constituted agency (Westphal & Zajac, 2013), firms and their managers interpret and react 

to their environments not merely as rational but also as social actors with “multiple roles 

and identities” shaped by their institutional settings (Westphal & Zajac, 2013).  When a 

given firm adopts a certain corporate strategy, it may not be rational to adapt to its 

institutional environment.  Thus, there may be a moderating effect of product 

diversification on the ownership-growth relationship.  This empirical study takes into 

account both the differences in corporate strategies among firms and the differences in 

institutional settings under which firms are operating.  Our current study contributes to 
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the extant research by providing new knowledge regarding the interactions between state 

ownership, corporate strategy, and institutional settings.  

 

Related diversification, according to research, can be an effective corporate strategy to 

help a firm grow faster in terms of its sales or total revenue (e.g., Wan et al., 2003; 

Petrenko, 2016; Connelly, 2017).  Therefore, this strategy is more likely to be selected or 

adopted by Chinese firms to realise their goal of growth, which can have a positive effect 

on the ownership-growth relationship.  We propose that the positive moderating effect of 

diversification on the ownership-growth relationship is more likely to be observed among 

firms that adopt a higher level of diversification than those that adopt a lower level of 

diversification.  We therefore propose the following. 

 

Hypothesis 2: 

In China’s socialist market economy, firm internal strategy, product diversification 

positively moderates the effect of state ownership on firms’ growth performance.  

Specifically, state ownership is more likely to have a positive effect on firms’ growth 

performance when firms have a higher level of product diversification.   
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3.4.3 The Moderating Effect of Political Ties 

 

In addition, firms’ political ties or Guanxi may also influence firm growth.  According to 

research (Park & Luo, 2001), political ties (local and central connections) can influence 

firms’ ability to secure resources for growth.  We also expect the political ties  of the firm 

shall affect the ownership-growth relationship, with more political ties, the effect of state 

ownership on firm growth can be stronger.  In other words, with few political ties, the 

effect of state ownership on firm growth can be weaker. 

 

Hypothesis 3:  

In China’s socialist market economy, firm’s internal institutional setting, political ties 

should positively moderate the effect of state ownership on firm performance.  Specifically, 

state ownership is more likely to have a positive effect on firm growth when a firm has 

political ties.  
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3.4.4 The Three-Way Interactions Effect of CEO’s Tenure 

 

CEO tenure is one of the factor related to a spectrum of important strategically outcomes 

which were commonly investigated by researchers and trait in the upper echelons literature 

(Hou, Priem, & Goranova, 2014). Those outcomes discussed from previous literatures are 

the commitment to the status quo (Hambrick, Geletkanycz & Fredrickson, 1993), the firm 

performance (Henderson, Miller, & Hambrick, 2006), the strategic change (Boeker, 1997), 

the investment strategies (Barker, Mueller, Barker, & George, 2002) the invention (Wu, 

Levitas & Priem, 2005), and risk taking (Shen & Cannella, 2002). 

 

We expect CEO’s tenure shall influence the ownership-growth relationship as well.  Based 

on the view of socially situated and socially constituted agency posited by Westphal and 

Zajac (2013), we propose a theoretical perspective of institutionally shaped agency 

suggests that firm managers such as CEO can be influenced by both organisational and 

social institutional settings, which cause them to function not only as rational players but 

also as social actors with multiple roles and identities, which can affect the ownership-

growth relationship.  Therefore, the strategic decisions made by this CEO and his or her 

team are likely to be shaped in line with the largest shareholder, the state. For a  long-

tenured CEOs, he or she might be more sensitive towards the change of external 

institutional setting such as marketization.  The more experienced CEO in his/her position 

of the firm, the more familiar of his/her own products, the firm and the market.   

 

In addition, a firm’s internal culture may also influence firm growth. Specifically, this 

culture can influence the decision-making of the CEO in a given firm.  The longer the CEO 
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functioning, the firm, the more likely he/she will be influenced by the culture.  In this sense, 

the tenure of a CEO in a given firm can be a proxy of cultural influence.  A longer tenure 

should be correlated with a greater influence of the firm’s organizational culture, which in 

term can enhance the effects of other factors on the ownership-growth relationship.  In 

other words, a longer CEO tenure can increase the sensitivity of the ownership-growth 

performance to the influence of institutional factors. 

 

Hypothesis 4a:  

In China’s socialist market economy, CEO tenure can enhance the effect of marketization 

on the ownership-growth relationship. 

 

Hypothesis 4b:  

In China’s socialist market economy, CEO tenure can enhance the effect of diversification 

on the ownership-growth relationship. 
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3.5 Chapter Summary 

 

Numerous empirical findings from studies on the ownership-growth relationship have 

been documented (e.g., Beatty & Zajac, 1994; Zhou et al., 2017 ), but it remains unclear 

how state ownership influences firm performance, especially in a large macro economy 

with diverse institutional settings.  Our study addresses this research gap from a 

theoretical perspective that integrates the perspective of agency theory with that of 

institutional theory.  Based on the view of socially situated and socially constituted 

agency posited by Westphal and Zajac (2013), we propose a theoretical perspective of 

institutionally shaped agency to study the issue of the ownership-growth relationship.   

 

Research results regarding ownership structure and firms’ financial performance (i.e., 

ROA, ROE, and Tobin’s Q) are often inconsistent (García-meca & Sánchez-ballesta, 

2009) and there is still no study investigating how state ownership affect firms’ growth 

performance for a socialist market economy such as China’s.  We therefore test state 

ownership and growth performance by using panel data collected (N = 37,856) from 124 

insurance firms in China during the period from 2005 to 2014.  In the years during which 

the central CPC committee stressed the creation of jobs and GDP growth, both the top 

managers of Chinese firms and the Chinese government shared common goals of growth 

and development.  In a macro economy such as China, which stresses shared value, the 

higher the proportion of state ownership, the stronger the effect of internal institutions.  

Hence, our first hypothesis proposes a positive ownership-growth relationship.   

 

This ownership-growth relationship can also be moderated by the external institutional 

setting of a given firm.  Different levels of marketization across different geographical 
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and administrative regions may influence the relationship between state ownership and 

firms’ growth performance.  A high level of marketization can function as a restriction 

against rent-seeking by firm agents and government officials.  Thus, we propose as our 

second hypothesis that marketization is a positive moderator of the ownership-growth 

relationship.  Additionally, by considering the way in which firms internally create 

institutional settings through product diversification, we propose as our third hypothesis 

that diversification should also positively moderate the effect of the ownership-growth 

relationship. 

 

Political ties (local and central ties) can influence firms’ ability to secure resources for 

firms’ growth.  In China’s socialist market economy, a firm’s political ties should 

positively moderates the effect of state ownership on firm performance.  In addition, 

CEO’s tenure may affect firm performance, commitment to the status quo, the strategic 

change,  the investment strategies, the invention and risk taking and internal culture which 

may also influence firm growth. A longer tenure should be correlated with a greater 

influence of the firm’s organizational culture, which in term can enhance the effects of 

other factors on the ownership-growth relationship.  In China’s socialist market economy, 

CEO tenure can enhance the effect of external marketization and firm strategy of 

diversification the ownership-growth relationship. 
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RESEARCH METHODOLOGY 

 

 

This study is based on over 370 geographical or administrative regions in 31 provinces 

of China and analyses a set of panel data (N = 37,856) from 124 insurance firms in China 

during the period from 2005 to 2014.  

 

4.1 Sample and Data Sources 

This study is conducted in China’s insurance industry.  Our sample represents the entire 

population of insurance firms in China today (N = 124).  The main reason for selecting 

this industry is that using a sample of insurance firms in China echoes theoretical concerns 

for this research. Specifically, our current study focuses on the relationship between state 

ownership and firms’ growth performance.  Therefore, it is appropriate to select an 

industry, such as the insurance industry, in which fast growth and economies of scale are 

critical for achieving business success.  

 

To test our hypotheses, we collect data from several sources.  First, panel data on the 

firms are taken from the Yearbook of China’s Insurance between the years from 2005 to 

2014.  This yearbook is published by the Insurance Firm Association of China, members 

of which include over 100 foreign and local insurance firms in China today.  Each of the 

member firms provides the same information for this yearbook, including data about the 

ownership of the firms, the sales from each product line, and their financial performance.  

An independent editorial board, which consists of representatives from the firms and 
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officials from China’s Statistical Bureau, is responsible for the validity and credibility of 

the data. 

 

Second, to confirm and check the quality of the data, we also visit the websites of each 

firm in our sample.  If we find inconsistencies between the website information and the 

panel data for a given firm, we conduct telephone investigations by talking to managers 

of the firm.  

 

Third, to obtain data regarding the firms’ performance in over 370 sub-regions or 

submarkets in China, we download data from the Chinese stock market and Accounting 

Research (CSMAR) Database.  This dataset shows differences in marketing-based 

performance among the local branches of a given firm in different parts of China. 

 

Finally, to measure different levels of marketization among geographical markets or 

regions in different parts of China, we adopt the marketization index of each province, 

which is developed by National Economic Research Institute (NERI) Reports.  These data 

are available from many publications in China (e.g., Fan, Wang, & Zhu, 2011; Wang, 

Fan, & Yu, 2017) and have been adopted by authors in major journals (Zhou, Gao, & 

Zhao, 2017). 

 

After merging the data and dropping observations with missing data, we obtain a final 

dataset consisting of 37,856 observations related to 124 insurance firms in 31 provinces 

in China from 2005 to 2014.  Using mixed-level linear regressions from STATA 14, we 

empirically test the hypotheses in this paper. 
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4.2 Measurement 

 

4.2.1 Dependent Variable: Firms’ Growth Performance 

 

We measure firm performance as insurance premium income growth in each region.  Prior 

research on product diversification has also used this indicator for firm performance  (N. 

Zhou et al., 2008).  It measures the growth of year n by subtracting insurance premium 

income in year n from insurance premium income in year n+1. 

 

4.2.2 Independent Variable: State Ownership 

 

According to some authors (e.g., Boisot & Child, 1996; Jefferson, 2002), state ownership 

can be defined as the percentage of ownership stake that the central and local governments 

hold in a given firm. We measure the independent variable, state ownership, as a 

continuous variable and measure the percentage of stakes owned by the government. 
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4.2.3 Moderators 

 

 Marketization (sub-national institutional development)  

Following prior research in strategy management (e.g., Gao et al., 2010; Zhou et al., 2017), 

we adopt a provincial index of marketization, which is developed by the NERI as a proxy 

for institutional development in each region.   

 

This index consists of five sub-indices:  

1. The relationship between the government and the market;  

2. The development of non-state sectors; 

3. The development of the product market; 

4. The development of the factor market;  

5. The development of market intermediaries and the legal environment (Zhou et al., 

2017). 

 

As a yearly index, it reflects the development of market institutions in a specific Chinese 

region (Zhou, Gao, & Zhao, 2017). 
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 Diversification  

Related product diversification firm strategy is measured with the entropy measure of 

diversification.  This approach has been commonly adopted by researchers in prior 

research (e.g., Hitt, Hoskisson, & Kim, 1997). 

 

Specifically, we adopt the following equation from Tallman and Li (1996): 

 Diversification = 1 − ∑(𝑆𝑗)^2  

 

In this equation, Sj is the proportion of a firm’s sales in a specific region reported in 

product group j.  A high number calculated from the above equation means that the level 

of related product diversification is high in that specific region.  In the dataset of this 

paper, “sales” refers to insurance incomes, as reported later, and all their diversified 

products are considered as constituting related product diversification in regional level. 

 

 Political Ties 

With the appointments of directors coming ex-government officials, members of Chinese 

People’s Congress and member of the Chinese People’s Political Consultative 

Conference at or below the provincial level are considered local-level connections, on the 

other hand if above the provincial level are classified as central-level connections 

(Chaney et al., 2011). 

 

 CEO’s Tenure  

The numbers of years that the CEO stays at the position of CEO in the particular firm.  
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4.2.4 Control Variables  

 

We control for the effects of 10 variables.  

1. Firm size.  The log transformed employee number of a firm captures firm size.  

2. Firm age.  Firm age represents the number of years since a given firm was established.  

3. Firm type. Life or property insurance firms, in regional level.  

4. Total value of production in each province.  Total value of production in each 

province captures the economic development in each province.  The measurement 

unit is 0.1 billion RMB.  Prior research has demonstrated the indirect influence of 

economic development on firm performance (J. Wu, 2013).  This paper controls for 

the effect of economic development on the effect of state ownership on firm 

performance. 

5. Insurance premium income in each province.  Insurance premium income is tested 

as the gross income of all insurance businesses in a given Chinese region (the 

measurement unit is 1 million RMB).  This variable reflects the size of the market in 

each of the Chinese regions.  

6. Insurance premium income growth in each province.  Insurance premium income 

growth is measured as the growth rate of the gross income of all insurance businesses 

in a given Chinese region (the measurement unit is 1%).  This variable captures the 

growth of the insurance industry in each of the Chinese regions. 

7. Insurance depth refers to the ratio of total insurance premium incomes in a region 

to local gross domestic product (the measurement unit is 1%).  This variable captures 

the development of the insurance industry in each of the Chinese regions. 



85 

 

8. Insurance density refers to the ratio of total insurance premium income of a province 

to the total population in that province.  This variable captures the acceptance of 

insurance products among local people in each of the Chinese regions. 

9. Firm dummies.  Dealing with a dataset with 124 insurance firms, we create 123 firm-

dummy variables in our analysis. 

10. Year dummies.  This research uses data from insurance firms in China from the year 

2005 to the year 2014.  Studying this dependent variable, which varies between 2005 

and 2013, we created eight year-dummy variables in our data analyses. 
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4.3 Chapter Summary 

 

We analyse a set of panel data (N = 37,856) from 124 insurance firms during the period 

from 2005 to 2014, over 370 geographical or administrative regions in 31 provinces of 

China.  The panel data on the firms are taken from the Yearbook of China’s Insurance 

including those political ties and CEO’s tenure. The data regarding the firms’ 

performance are downloaded from the China Stock Market and Accounting Research 

(CSMAR) Database.  This dataset shows differences in marketing-based performance 

among the local branches of a given firm in different parts of China.  Finally, the 

marketization among geographical markets or regions in different parts of China is 

measured from the marketization index of each province, which is developed through 

National Economic Research Institute (NERI) Reports.  

 

The dependent variable is firm growth performance, which is measured from the 

insurance premium income growth in each region.  It measures the growth of year n by 

subtracting insurance premium income in year n from year n+1. 

 

The independent variable, the level of state ownership, is a continuous variable measured 

from the percentage of stakes owned by the government.  One of the moderators, 

marketization, is measured from the provincial index of marketization, which is 

developed by the NERI as a proxy for institutional development in each region.  Another 

moderator of related product diversification is measured from the entropy measure of 

diversification using the equation developed by Tallman and Li (1996).  In the equation, 

we measure the proportion of a firm’s sales in a specific region, reported in different 

product groups.   
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RESULTS 

5.1 Data Analysis Strategy  

While research in the West has shown that private ownership generally has better firm 

performance than state ownership (e.g., Shleifer, 1998), we analyse this set of panel data 

(N = 37,856) from 124 insurance firms in China over the period from 2005 to 2014, to 

test the hypotheses.  Based on a new theoretical perspective, we find results different from 

prior research.  Integrating the perspective of agency theory with that of institutional 

theory, we study how state ownership influences firms’ growth performance in a large 

macro economy such as China’s socialist market economy.  Focusing on the effects of 

both internal and external institutional settings on firms’ top managers or key agents, we 

propose a theoretical perspective of institutionally shaped agency.  This perspective 

identifies two sets of institutional factors that shape the behaviours of firm managers or 

agents, which in turn should affect firms’ growth performance.  Though, we cannot find 

significant effects of state ownership on firms’ growth performance, we demonstrate that 

this ownership-growth relationship can be positive, which is contingent upon firm 

strategy and local institutional settings.  Our findings suggest that marketization and 

product diversification can enhance the positive effect of state ownership on firms’ 

growth performance.  Thus, we can conclude that marketization and product 

diversification are having significant interactive effects of the ownership-growth 

relationship. 

 

 

 

 



88 

 

5.2 Descriptive Statistics and Correlations 

Table 2 is the summary of data sources, operationalization and analysis levels of all the 

variables. Table 3 presents the means, standard deviations, and definitions of all variables 

in this paper, and Table 4 presents the correlations of all variables.  All the correlations 

are below 0.6. 
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Table 2: A Summary of Data Sources, Operationalization, and Analysis Levels of All variables 

Key variables Data sources Operationalization Analysis level 

Firm growth performance CSMAR Income in year n+1 - Income in year n Region level 

Firm performance CSMAR Yearly income Region level 

Government ownership Coded Percentage Firm level 

Marketization NERI book in 2011 and 2017 Marketization Index Region level 

Product diversification CSMAR Formula from Tallman and Li (1996) Region level 

Political ties Coded Ties coded as 1 and no ties as 0 Firm level 

CEO tenure  Coded  Years of being a CEO Firm level  

Firm type CSMAR Property firms as 1 and life firms as 0 Region level 

Firm size CSMAR The number of employees (log transformation) Firm level 

Firm age CSMAR The years a firm has been existing Firm level 

Foreign ownership Coded Percentage Firm level 

CEO age Coded Age Firm level 

CEO gender Coded Gender Firm level 

CEO education Coded Education level Firm level 

Duality Coded Duality Firm level 

Total value of production in each province Yearbook of China’s Insurance Taken from the Yearbook Region level 

Insurance premium income in each province Yearbook of China’s Insurance Taken from the Yearbook Region level 

Insurance premium income growth in each 

province Yearbook of China’s Insurance Taken from the Yearbook Region level 

Insurance depth in each province Yearbook of China’s Insurance Taken from the Yearbook Region level 

Insurance density in each province Yearbook of China’s Insurance Taken from the Yearbook Region level 
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Table 3: A Summary of Means, Standard Deviations, and Definitions for Variables 

 Variables Mean S.D. Definition 

1. Firm growth performance 30.2255 168.5953 
This paper measures firm performance growth of year n by subtracting insurance premium 

income in year n from insurance premium income in year n+1. 

2. Firm performance  181.0588 538.1176 Lagged one-year firm performance 

3.Government ownership 0.5762 0.3453 The percentage of ownership stake that the government holds in a firm  

4. Marketization 6.6178 1.6187 

“The degree to which market fundamentals support economic activities, including the proportion 

of resources allocated through the market, the percentage of products with market-based prices, 

and the development of market intermediaries and legal systems” 

5. Product diversification 0.4192 0.2241 Firms’ operation in more than one product market 

6. Political ties 0.1456 0.3623 Ties coded as 1 and no ties as 0 

7. CEO tenure 4.6414 3.7434 Years that the CEO has been in charge 

8. Firm type 0.5566 0.4968 Life insurance firms coded as 0 and property insurance firms as 1 

9. Firm size  8.7343 2.6321 The log transformed employee number of a firm captures firm size 

10. Firm age 16.2818 6.5828 Firm age represents how many years a firm has been existing 

11. Foreign ownership 0.0298 0.1176 The percentage of ownership owned by foreign investors 

12. CEO age 55.6281 5.7276 The age of the CEO 

13. CEO gender 0.1882 0.3909 Male coded as 0 and female as 1 

14. CEO education 5.1065 0.6742 The level of education that the CEO receives (Master coded as 5 and doctoral degree as 6) 

15. Duality 0.1723 0.3776 Whether the chairman also serves as a CEO 

16. Total value production 29140.0900 110330.3000 The economic development in each province 

17. Insurance incomes 47657.6200 32584.3000 The gross income of all insurance businesses in a province 

18. Insurance incomes growth rate 19.6575 13.5386 The growth rate of the gross income of all insurance businesses in a province 

19. Insurance depth 12.5732 90.6304 The ratio of total insurance premium incomes in a province to gross domestic product 

20. Insurance density 834.7703 639.3399 
The ratio of total insurance premium income of a province to the total population in that 

province 
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Table 4: (Part 1) Correlations  

  1 2 3 4 5 6 7 8 9 10 11 

1. Firm growth 

performance 
1.0000           

2. Firm performance  0.5032*** 1.0000          

3.Government 

ownership 
0.0857*** 0.1494*** 1.0000         

4. Marketization 0.0369*** 0.0652*** -0.0548*** 1.0000        

5. Product 

diversification 
0.0709*** 0.1373*** 0.1405*** 0.0792*** 1.0000       

6. Political ties 0.0285*** 0.0095+ 0.0104* 0.0330*** 0.1426*** 1.0000      

7. CEO tenure 0.0614*** 0.1196*** -0.0228*** -0.0256*** 0.2124*** 0.3078*** 1.0000     

8. Firm type -0.0427*** -0.0894*** -0.0169*** -0.0665*** -0.6606*** -0.3334*** -0.2198*** 1.0000    

9. Firm size  0.0106* 0.0908*** 0.1313*** -0.1744*** 0.0210*** 0.0877*** 0.0897*** -0.0111* 1.0000   

10. Firm age -0.0152** 0.0342*** 0.0163** 0.0136** -0.0246*** -0.1121*** -0.1082*** 0.0887*** 0.0398*** 1.0000  

11. Foreign ownership -0.0038 0.0327*** -0.1089*** 0.1373*** 0.1683*** -0.0742*** 0.0723*** -0.0936*** -0.1736*** 0.1857*** 1.0000 

12. CEO age 0.0502*** 0.0991*** 0.1314*** -0.0078 0.2082*** -0.0498*** 0.2100*** -0.1914*** 0.0290*** 0.0657*** 0.0404*** 

13. CEO gender 0.0038 -0.0065 -0.0032 0.0464*** 0.1971*** 0.4058*** 0.1691*** -0.4001*** 0.0717*** -0.1106*** 0.0500*** 

14. CEO education 0.0781*** 0.1222*** 0.1451*** -0.0411*** 0.1128*** 0.2455*** 0.1705*** -0.0918*** 0.1897*** 0.0326*** -0.0181** 

15. Duality 0.0222*** 0.0004 0.0623*** 0.0418*** 0.1118*** -0.0631*** -0.1738*** -0.1454*** -0.0985*** -0.0849*** -0.0365*** 

16. Total value 

production 
-0.0064 -0.0022 -0.0090+ 0.0493*** -0.0220*** 0.0184*** 0.0168** -0.0132* 0.0155** -0.0292*** -0.0001 

17. Insurance incomes 0.0086+ 0.0709*** -0.1447*** 0.5350*** 0.0135** 0.0478*** -0.0221*** -0.1387*** -0.1035*** -0.1307*** 0.1433*** 

18. Insurance incomes 

growth rate 
-0.0103* 0.0038 0.0784*** -0.1161*** 0.0216*** 0.0232*** 0.0222*** 0.0581*** 0.0518*** 0.0964*** -0.0182** 

19. Insurance depth 0.0004 -0.0016 -0.0010 0.0237*** -0.0012 0.0127* 0.0006 -0.0074 0.0045 -0.0003 -0.0023 

20. Insurance density 0.0096+ 0.1303*** -0.1086*** 0.3639*** 0.0484*** 0.0301*** -0.0223*** -0.1204*** -0.1215*** -0.1197*** 0.1667*** 

Note 1: +p< 0.1, *p< 0.05, **p< 0.01, ***p<0.001, N=37,856 
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Table 4: (Part 2) Correlations  

  12 13 14 15 16 17 18 19 20 

1. Firm growth performance          

2. Firm performance           

3.Government ownership          

4. Marketization          

5. Product diversification          

6. Political ties          

7. CEO tenure          

8. Firm type          

9. Firm size           

10. Firm age          

11. Foreign ownership          

12. CEO age 1.0000         

13. CEO gender -0.1108*** 1.0000        

14. CEO education -0.0455*** -0.0178*** 1.0000       

15. Duality 0.1036*** -0.0797*** -0.0115* 1.0000      

16. Total value production 0.0056 0.0138** -0.0071 0.0153** 1.0000     

17. Insurance incomes -0.0587*** 0.0990*** -0.1170*** 0.0548*** 0.0943*** 1.0000    

18. Insurance incomes growth rate 0.0406*** 0.0055 0.0445*** -0.0260*** -0.0718*** -0.1340*** 1.0000   

19. Insurance depth -0.0078 0.0114* -0.0013 0.0018 0.0023 0.0333*** 0.1222*** 1.0000  

20. Insurance density -0.0564*** 0.0811*** -0.0773*** 0.0488*** 0.0118* 0.5300*** -0.1548*** -0.1363*** 1.0000 

Note 1: +p< 0.1, *p< 0.05, **p< 0.01, ***p<0.001, N=37,856 
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5.3 Test of Hypotheses 

 

Table 5 shows the results of our hypotheses testing in this paper.  All the models here 

take into account both year fixed effects and firm fixed effects.  Model 1 tests the effects 

of 10 control variables, including firm fixed effects and year fixed effects.  Model 2 adds 

state ownership and tests the ownership-growth relationship, which predicts that, in the 

years during which the Chinese government at all levels stressed GDP growth and the 

creation of more jobs, state ownership has a positive effect on firm performance.  Model 

2 shows a non-significant ownership-growth relationship (β = 0.0188, p > 0.1).  This 

finding suggests that state ownership alone fails to influence firm performance.  The 

ownership-growth relationship may be contingent upon institutional settings, which can 

shape the behaviours of firm managers or agents, which in turn can influence firm 

performance.  Since the direct effect is not significant, the predictions of moderating 

effects are not relevant.  However, we still continue to conduct the further data analyses. 

 

Model 3 tests the two-way interaction in Hypothesis 1 by including marketization and the 

interaction of state ownership and firm performance.  Hypothesis 1 predicts that 

marketization in firms’ external institutional settings positively moderates the effect of 

state ownership on firm performance.  The positive coefficient of the interaction term in 

Model 3 is significant (β = 0.037, p < 0.001).  This finding supports Hypothesis 1.  We 

graphically present this finding in order to examine the interactive effects of 

marketization on the ownership-growth relationship.  Figure 3 shows that high and low 

levels of marketization can enhance the effect of state ownership on firm performance.  It 

is clear that, with a high level of marketization, a positive ownership-growth relationship 

is more likely to be observed. 
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Table 5: Mixed Level Regression Analysis Testing the Relationship between State 

Ownership and Firm Growth Performance 

Variables Firm performance 

 Model 1 Model 2 Model 3 Model 4 Model 5 

Control variables      

Firm type 0.5009* 0.5012* 0.5039* 0.5047* 0.5073* 

 (0.2463) (0.2463) (0.2461) (0.2462) (0.2460) 

Firm size -0.0743*** -0.0743*** -0.0743*** -0.0731*** -0.0733*** 

 (0.0090) (0.0090) (0.0090) (0.0090) (0.0090) 

Firm age 0.1506 0.1715 0.1780 0.1690 0.1783 

 (0.1615) (0.1659) (0.1658) (0.1660) (0.1658) 

Foreign ownership -0.2608* -0.2542* -0.2530* -0.2636* -0.2632* 

 (0.1132) (0.1139) (0.1138) (0.1139) (0.1138) 

CEO age -0.5981+ -0.5922+ -0.5873+ -0.5859+ -0.5809+ 

 (0.3136) (0.3138) (0.3136) (0.3137) (0.3135) 

CEO gender 0.1207 0.1157 0.1122 0.1074 0.1036 

 (0.2222) (0.2224) (0.2222) (0.2223) (0.2222) 

CEO education -0.5644+ -0.5280 -0.4999 -0.5680+ -0.5368+ 

 (0.3147) (0.3216) (0.3214) (0.3216) (0.3214) 

Duality -0.2010 -0.1948 -0.1835 -0.2062 -0.1963 

 (0.1603) (0.1607) (0.1606) (0.1607) (0.1606) 

Total value of production -0.0001 -0.0000 -0.0017 0.0005 -0.0011 

 (0.0051) (0.0052) (0.0052) (0.0051) (0.0052) 

Province insurances incomes 0.0400*** 0.400*** 0.0219* 0.0401*** 0.0227* 

 (0.0068) (0.0068) (0.0092) (0.0068) (0.0092) 

Province insurances incomes  -0.0268** -0.0267** -0.0238* -0.0263** -0.0236* 

growth rate (0.0094) (0.0094) (0.0094) (0.0094) (0.0095) 

Insurance depth 0.0060 0.0060 0.0046 0.0065 0.0051 

 (0.0054) (0.0054) (0.0054) (0.0054) (0.0054) 

Insurance density 0.0277*** -0.0277*** 0.0221*** 0.0261*** 0.0208** 

 (0.0065) (0.0065) (0.0068) (0.0065) (0.0068) 

Independent variable      

Government ownership  0.0188 0.0242 0.0205 0.0249 

(GO)  (0.0344) (0.0288) (0.0344) (0.0344) 

Moderating effects      

Marketization    0.0288***  0.0276** 

   (0.0089)  (.0089) 

GO × Marketization   0.0370***  0.0362*** 

   (0.0054)  (0.0054) 

Product diversification    0.0374*** 0.0366*** 

(PD)    (0.0083) (.0081) 

GO × PD    0.0221** 0.0162+ 

    (0.0083) (0.0083) 

Firm fixed effects Yes Yes Yes Yes Yes 

Year fixed effects Yes Yes Yes Yes Yes 

Constant -0.6405* -0.6267** -0.6551** -0.6562** -0.6795*** 

 (0.2090) (0.2105) (0.2105) (0.2106) 0.2106 

Log likelihood -52640.737 -52640.587 -52611.032 -52627.681 -52599.846 

Wald χ ² 2210.32 2210.64 2273.25 2237.97 2296.97 

△Wald χ ²  0.32 62.93 27.65 83.65 

N 37,856 37,856 37,856 37,856 37,856 

       Note: + p < 0.1, * p < 0.05, ** p < 0.01, *** p < 0.001    
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Figure 3: The Interactive Effects of Marketization on the Relationship between State 

Ownership and Firm Performance (Growth) 

 

Figure 4: The Interactive Effects of Diversification on the Relationship between State 

Ownership and Firm Performance (Growth) 
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Model 4 tests another two-way interaction, as proposed in Hypothesis 2, by including 

product diversification and the interaction of state ownership and product diversification.  

Hypothesis 2 predicts that product diversification in firms’ external institutional settings 

positively moderates the relationship between state ownership and firms’ growth 

performance.  The significantly positive coefficient of the interaction term in Model 4 (β 

= 0.0221, p < 0.01) supports this prediction.  Based on the data, we also graphically 

present this finding in order to examine the interactive effects of product diversification 

on the ownership-growth relationship.  Figure 4 shows that, given a high level of product 

diversification by a given firm, a positive effect of state ownership on firms’ growth 

performance is likely to be observed. 

 

Model 5 tests the two-way interactions described in Hypotheses 1 and 2 by adding the 

independent variable, and two of the above two-way interactions.  The positive coefficient 

of the interaction term between state ownership and marketization remains significant (β 

= 0.0362, p < 0.001).  In addition to this, the positive coefficient of the interaction term 

between state ownership and product diversification is marginally significant (β = 0.0162, 

p < 0.1).  These findings further support Hypotheses 1 and 2. 
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Table 6: Mixed Level Regression Analysis Testing how Political Ties Interactive 

Effects on the Ownership-Growth Relationship 

Variables Firm performance 

 Model 1 Model 2 Model 6 

Control variables    

Firm type 0.5009* 0.5012* 0.5011* 

 (0.2463) (0.2463) (0.2463) 

Firm size -0.0743*** -0.0743*** -0.0744*** 

 (0.0090) (0.0090) (0.0090) 

Firm age 0.1506 0.1715 0.2635+ 

 (0.1615) (0.1659) (.1484) 

Foreign ownership -0.2608* -0.2542* -0.2502* 

 (0.1132) (0.1139) (0.1142) 

CEO age -0.5981+ -0.5922+ -0.6039+ 

 (0.3136) (0.3138) (0.3222) 

CEO gender 0.1207 0.1157 0.1250 

 (0.2222) (0.2224) (0.2196) 

CEO education -0.5644+ -0.5280 -0.4711 

 (0.3147) (0.3216) (0.3056) 

Duality -0.2010 -0.1948 -0.1412 

 (0.1603) (0.1607) (0.1323) 

Total value of production -0.0001 -0.0000 -0.0000 

 (0.0051) (0.0052) (0.0051) 

Province insurances incomes 0.0400*** 0.400*** 0.0401 

 (0.0068) (0.0068) (0.0068) 

Province insurances incomes  -0.0268** -0.0267** -0.0267** 

growth rate (0.0094) (0.0094) (0.0094) 

Insurance depth 0.0060 0.0060 0.0060 

 (0.0054) (0.0054) (0.0054) 

Insurance density 0.0277*** -0.0277*** -0.0277*** 

 (0.0065) (0.0065) (0.0065) 

Independent variable    

Government ownership  0.0188 0.0250 

(GO)  (0.0344) (0.0374) 

Moderating effects    

Political ties   0.0805 

(PT)   (0.1249) 

GO × PT   -0.0109 

   (0.0258) 

Firm fixed effects Yes Yes Yes 

Year fixed effects Yes Yes Yes 

Constant -0.6405* -0.6267** -0.6562** 

 (0.2090) (0.2105) (0.2106) 

Log likelihood -52640.737 -52640.587 -52640.498 

Wald χ ² 2210.32 2210.64 2210.83 

△Wald χ ²  0.32 0.50 

N 37,856 37,856 37,856 

                               Note: + p < 0.1, * p < 0.05, ** p < 0.01, *** p < 0.001    

 

Table 6 shows the results of interactive effects of political ties on ownership-growth 

relationship.  Model 6 adds the dummy variable of political ties and tests the ownership-

growth relationship. However,  Model 6 shows a non-significant ownership-growth 

relationship (β = -0.0109, p > 0.1). This finding suggests that political ties are not having 

a significant interactive effects on ownership-growth relationship.  
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Table 7: Mixed Level Regression Analysis Testing the 3-Way Interaction Effect of 

CEO Tenure on Marketization in the Ownership-Growth Relationship 

Variables Firm performance 

 Model 1 Model 2 Model 3 Model 7 

Control variables     

Firm type 0.5009* 0.5012* 0.5039* 0.5024* 

 (0.2463) (0.2463) (0.2461) (0.2460) 

Firm size -0.0743*** -0.0743*** -0.0743*** -0.0766*** 

 (0.0090) (0.0090) (0.0090) (0.0090) 

Firm age 0.1506 0.1715 0.1780 0.2068 

 (0.1615) (0.1659) (0.1658) (0.1702) 

Foreign ownership -0.2608* -0.2542* -0.2530* -0.2577* 

 (0.1132) (0.1139) (0.1138) (0.1187) 

CEO age -0.5981+ -0.5922+ -0.5873+ -0.6083+ 

 (0.3136) (0.3138) (0.3136) (0.3201) 

CEO gender 0.1207 0.1157 0.1122 0.1439 

 (0.2222) (0.2224) (0.2222) (0.2204) 

CEO education -0.5644+ -0.5280 -0.4999 -0.7931 

 (0.3147) (0.3216) (0.3214) (0.7261) 

Duality -0.2010 -0.1948 -0.1835 -0.2848 

 (0.1603) (0.1607) (0.1606) (0.3230) 

Total value of production -0.0001 -0.0000 -0.0017 -0.0018 

 (0.0051) (0.0052) (0.0052) (0.0052) 

Province insurances incomes 0.0400*** 0.400*** 0.0219* 0.0234* 

 (0.0068) (0.0068) (0.0092) (0.0092) 

Province insurances incomes  -0.0268** -0.0267** -0.0238* -0.0247** 

growth rate (0.0094) (0.0094) (0.0094) (0.0094) 

Insurance depth 0.0060 0.0060 0.0046 0.0046 

 (0.0054) (0.0054) (0.0054) (0.0054) 

Insurance density 0.0277*** -0.0277*** 0.0221*** 0.0230*** 

 (0.0065) (0.0065) (0.0068) (0.0068) 

Independent variable     

Government ownership  0.0188 0.0242 0.0242 

(GO)  (0.0344) (0.0288) (0.0601) 

Moderating effects     

Marketization    0.0288*** 0.0282** 

   (0.0089) (0.0089) 

GO × Marketization   0.0370*** 0.0405*** 

   (0.0054) (0.0054) 

CEO tenure (CT)    0.1423 

    (0.3086) 

GO × CT    0.0206 

    (.0791) 

Marketization× CT    0.0180*** 

    (0.0053) 

GO × Marketization× CT    0.0305*** 

    (0.0063) 

Firm fixed effects Yes Yes Yes Yes 

Year fixed effects Yes Yes Yes Yes 

Constant -0.6405* -0.6267** -0.6551** -0.6690** 

 (0.2090) (0.2105) (0.2105) (0.2256) 

Log likelihood -52640.737 -52640.587 -52611.032 -52593.458 

Wald χ ² 2210.32 2210.64 2273.25 2310.52 

△Wald χ ²  0.32 62.93 100.20 

N 37,856 37,856 37,856 37,856 

                   Note: + p < 0.1, * p < 0.05, ** p < 0.01, *** p < 0.001    
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Table 8: Mixed Level Regression Analysis Testing 3-Way Interactive Effect of 

CEO Tenure on Diversification in the Ownership-Growth Relationship 

Variables Firm performance 

 Model 1 Model 2 Model 4 Model 8 

Control variables     

Firm type 0.5009* 0.5012* 0.5047* 0.5051* 

 (0.2463) (0.2463) (0.2462) (0.2461) 

Firm size -0.0743*** -0.0743*** -0.0731*** -0.0741*** 

 (0.0090) (0.0090) (0.0090) (0.0091) 

Firm age 0.1506 0.1715 0.1690 0.1805 

 (0.1615) (0.1659) (0.1660) (0.1713) 

Foreign ownership -0.2608* -0.2542* -0.2636* -0.2751* 

 (0.1132) (0.1139) (0.1139) (0.1189) 

CEO age -0.5981+ -0.5922+ -0.5859+ -0.6054+ 

 (0.3136) (0.3138) (0.3137) (0.3204) 

CEO gender 0.1207 0.1157 0.1074 0.1369 

 (0.2222) (0.2224) (0.2223) (0.2206) 

CEO education -0.5644+ -0.5280 -0.5680+ 0.8486 

 (0.3147) (0.3216) (0.3216) (0.7267) 

Duality -0.2010 -0.1948 -0.2062 -0.2958 

 (0.1603) (0.1607) (0.1607) 0.3234 

Total value of production -0.0001 -0.0000 0.0005 0.0007 

 (0.0051) (0.0052) (0.0051) (0.0052) 

Province insurances incomes 0.0400*** 0.400*** 0.0401*** 0.0402*** 

 (0.0068) (0.0068) (0.0068) 0.0068 

Province insurances incomes  -0.0268** -0.0267** -0.0263** -0.0264 

growth rate (0.0094) (0.0094) (0.0094) (0.0094) 

Insurance depth 0.0060 0.0060 0.0065 0.0065 

 (0.0054) (0.0054) (0.0054) (0.0054) 

Insurance density 0.0277*** -0.0277*** 0.0261*** 0.0259*** 

 (0.0065) (0.0065) (0.0065) (0.0065) 

Independent variable     

Government ownership  0.0188 0.0205 0.0105 

(GO)  (0.0344) (0.0344) (0.0604) 

Moderating effects     

Product diversification   0.0374*** 0.0399*** 

(PD)   (0.0083) (0.0082) 

GO × PD   0.0221** 0.0331*** 

   (0.0083) (0.0097) 

CEO tenure (CT)    0.1395 

    (0.3090) 

GO × CT    0.0310 

    (0.0802) 

PD × CT    0.0008 

    (0.0066) 

GO × PD× CT    0.0243* 

    (0.0106) 

Firm fixed effects Yes Yes Yes Yes 

Year fixed effects Yes Yes Yes Yes 

Constant -0.6405* -0.6267** -0.6562** -0.6746** 

 (0.2090) (0.2105) (0.2106) (0.2261) 

Log likelihood -52640.737 -52640.587 -52627.681 -52625.04 

Wald χ ² 2210.32 2210.64 2237.97 2243.56 

△Wald χ ²  0.32 27.65 33.24 

N 37,856 37,856 37,856 37,856 

                   Note: + p < 0.1, * p < 0.05, ** p < 0.01, *** p < 0.001    
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Model 7 tests the three-way interaction, as proposed in Hypothesis 4a, by including 

CEO’s tenure and the interaction of state ownership, marketization and growth 

performance.  Hypothesis 4a predicts that CEO’s tenure enhance the moderating effect of 

marketization on the relationship of the state ownership and firms’ growth performance.  

The significantly positive coefficient of the interaction term in Model 7 (β = 0.0305, p < 

0.001) supports this prediction.   

 

Model 8 tests the three-way interaction, as proposed in Hypothesis 4b, by including 

CEO’s tenure and the interaction of state ownership, product diversification and growth 

performance.  Hypothesis 4b predicts that CEO’s tenure enhance the moderating effect 

of product diversification on the relationship of the state ownership and firms’ growth 

performance.  The positive coefficient of the interaction term in Model 8 (β = 0.0243, p 

< 0.05) supports this prediction.   
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5.4 Robustness Checks 

 

We conduct additional analyses to test the sensitivity of the above results.  This paper 

includes an lagged one-year variable in the regression models as shown in Table 9.  Model 

10 in Table 9 shows a non-significant ownership-growth relationship (β = -0.0105, p > 

0.1), which again fails to support the agreement of state ownership alone has positive 

effect on firm growth.  Models 11 to 13 in Table 9 demonstrate converging evidence to 

support two of the interactive effects in this paper.  The positive coefficient of the two-

way interaction term in Model 11 is significant (β = 0.0696, p < 0.001).  This finding 

supports the predication that marketization positively interacts the ownership-growth 

relationship.  Hypothesis 1 remains supported.  The positive coefficient of the two-way 

interaction term in Model 12 is significant (β = 0.0321, p < 0.001).  This finding supports 

Hypothesis 2, in that product diversification positively interacts the ownership-growth 

relationship.  Finally, Model 13 shows a positive interactive effect of marketization (β = 

0.0685, p < 0.001) and product diversification (β = 0.0212, p < 0.001) on the ownership-

growth relationship.   
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Table 9: Mixed Level Regression Analysis Testing the Relationship between State 

Ownership and Firm Growth Performance (Lagged Data) 

 
Variables Firm performance (lagged data) 

 Model 9 Model 10 Model 11 Model 12 Model 13 

Control variables      

Firm type -0.3516 -0.3517 -0.3542 -0.3476 -0.3502 

 (0.2350) (0.2350) (0.2344) (0.2349) (0.2343) 

Firm size -0.0167+ -0.0169+ -0.0173* -0.0150* -0.0161+ 

 (0.0086) (0.0086) (0.0086) (0.0086) (0.0086) 

Firm age -0.1304 -0.1420 -0.1336 -0.1479 -0.1341 

 (0.1541) (0.1583) (0.1579) (0.1583) (0.1579) 

Foreign ownership -0.1864+ -0.1901+ -0.1865+ -0.2004+ -0.1985+ 

 (0.1081) (0.1087) (0.1084) (0.1087) (0.1084) 

CEO age 0.4198 0.4165 0.4344 0.4240 0.4421 

 (0.2993) (0.2995) (0.2987) (0.2993) (0.2986) 

CEO gender -0.1696 -0.1668 -0.1762 -0.1763 -0.1865 

 (0.2120) (0.2122) (0.2116) (0.2121) (0.2116) 

CEO education -0.3277 -0.3480 -0.2957 -0.3989 -0.3414 

 (0.3003) (0.3069) (0.3061) (0.3068) (0.3061) 

Duality -0.2993* -0.3028* -0.2848+ -0.3153* -0.2999* 

 (0.1530) (0.1534) (0.1530) (0.1533) (0.1529) 

Total value of production -0.0001 -0.0001 -0.0019 -0.0006 -0.0012 

 (0.0050) (0.0050) (0.0050) (0.0050) (0.0050) 

Province insurances incomes 0.0760*** 0.0760*** 0.0599*** 0.0762*** 0.0609*** 

 (0.0065) (0.0065) (0.0088) (0.0065) (0.0087) 

Province insurances incomes  0.0218* 0.0218* 0.0244** 0.0224* 0.0248** 

growth rate (0.0090) (0.0090) (0.0090) (0.0090) (0.0090) 

Insurance depth 0.0282*** 0.0282*** 0.0266*** 0.0287*** 0.0272*** 

 (0.0051) (0.0051) (0.0051) (0.0051) (0.0051) 

Insurance density 0.1895*** 0.1895*** 0.1845*** 0.1875*** 0.1829*** 

 (0.0062) (0.0062) (0.0065) (0.0062) (0.0065) 

Independent variable      

Government ownership  -0.0105 0.0006 -0.0077 -0.0016 

(GO)  (0.0328) (0.0327) (0.0328) (0.0327) 

Moderating effects      

Marketization    0.0283***  0.0268** 

   (0.0085)  (0.0085) 

GO × Marketization   0.0696***  0.0685*** 

   (0.0051)  (0.0051) 

Product diversification    0.0452*** 0.0444*** 

(PD)    (0.0077) (0.0077) 

GO × PD    0.0321*** 0.0212*** 

    (0.0080) (0.0080) 

Firm fixed effects Yes Yes Yes Yes Yes 

Year fixed effects Yes Yes Yes Yes Yes 

Constant -0.3096 -0.3173 -0.3448 -0.3562 -0.3754+ 

 (0.1995) (0.2009) (0.2006) (0.2009) (0.2005) 

Log likelihood -50866.195 -50866.143 -50767.06 -50843.327 -50748.567 

Wald χ ² 6148.34 6148.46 6379.42 6201.54 6422.66 

△Wald χ ²  0.12 231.08 53.20 274.32 

N 37,856 37,856 37,856 37,856 37,856 

       Note: + p < 0.1, * p < 0.05, ** p < 0.01, *** p < 0.001    
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Table 10: Mixed Level Regression Analysis Testing the Interactive Effects of 

Political Ties on the Ownership-Growth Relationship (Lagged Data) 

Variables Firm performance (lagged data) 

 Model 9 Model 10 Model 14 

Control variables    

Firm type -0.3516 -0.3517 -0.3517 

 (0.2350) (0.2350) (0.2350) 

Firm size -0.0167+ -0.0169+ -0.0165+ 

 (0.0086) (0.0086) (0.0086) 

Firm age -0.1304 -0.1420 -0.2774* 

 (0.1541) (0.1583) (0.1417) 

Foreign ownership -0.1864+ -0.1901+ -0.1967+ 

 (0.1081) (0.1087) (0.1090) 

CEO age 0.4198 0.4165 0.4327 

 (0.2993) (0.2995) (0.3074) 

CEO gender -0.1696 -0.1668 -0.1798 

 (0.2120) (0.2122) (0.2095) 

CEO education -0.3277 -0.3480 -0.4344 

 (0.3003) (0.3069) (0.2916) 

Duality -0.2993* -0.3028* -0.3809** 

 (0.1530) (0.1534) (0.1263) 

Total value of production -0.0001 -0.0001 -0.0002 

 (0.0050) (0.0050) (0.0050) 

Province insurances incomes 0.0760*** 0.0760*** 0.0760*** 

 (0.0065) (0.0065) (0.0065) 

Province insurances incomes  0.0218* 0.0218* 0.0217* 

growth rate (0.0090) (0.0090) (0.0090) 

Insurance depth 0.0282*** 0.0282*** 0.0282*** 

 (0.0051) (0.0051) (0.0051) 

Insurance density 0.1895*** 0.1895*** 0.1895*** 

 (0.0062) (0.0062) (0.0062) 

Independent variable    

Government ownership  -0.0105 -0.0206 

(GO)  (0.0328) (0.0356) 

Moderating effects    

Political ties   -0.1191 

(PT)   (0.1191) 

GO × PT   0.0179 

   (0.0246) 

Firm fixed effects Yes Yes Yes 

Year fixed effects Yes Yes Yes 

Constant -0.3096 -0.3173 -0.3238 

 (0.1995) (0.2009) (0.2014) 

Log likelihood -50866.195 -50866.143 -50865.879 

Wald χ ² 6148.34 6148.46 6149.08 

△Wald χ ²  0.12 0.74 

N 37,856 37,856 37,856 

                               Note: + p < 0.1, * p < 0.05, ** p < 0.01, *** p < 0.001    

 

 

 

 



 

104 

 

Table 10 shows the regression analysis on interactive effects of political ties on 

ownership-growth relationship.  Model 14 adds the dummy variable of political ties and 

tests the ownership-growth relationship.  However,  Model 14 shows a non-significant 

interactive effect (β = 0.0179, p > 0.1).  This finding also suggests that political ties are 

still not having significant interactive effects on ownership-growth relationship.  

We further conduct additional analyses to test the sensitivity of the 3-way interaction 

results by CEO tenure on the marketization and product diversification interactive effects.  

We further create a lagged one-year variable in the regression models as shown in Table 

11 and Table 12.   The positive coefficient of the 3-way interaction term in Model 15 of 

Table 11 is significant (β = 0.0480, p < 0.001).  This finding supports the predication that 

CEO’s tenure enhance the interactive effects of marketization on the ownership-growth 

relationship.  Hypothesis 4a remains supported.  On the contrary, the coefficient of the 3-

way interaction term in Model 16 of Table 12 becomes not significant (β = -0.0056, p > 

0.1).  This robust test did not supports the predication that CEO’s tenure enhance the 

interactive effects of product diversification.  The reason might be that, for Insurance 

industry, new products/policies for new segment are generally lunched according to the 

most updated marketing research.  Hence, the sales increase due to the new products shall 

be realized in a very short time ( may be less than ONE year ) since other competitors 

will copy and offer similar products within a year.  As a result, the robust test by using 1 

year lagged data may be not relevant to test the 3-way effect of CEO tenure on 

diversification.  Thus, though the Hypothesis 4b becomes not supported with lagged data, 

we still argue CEO’s tenure shall affect the ownership-growth relationship.   
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Table 11: Mixed Level Regression Analysis Testing the 3-Way Interaction Effect of 

CEO Tenure in Marketization on the Ownership-Growth Relationship (Lagged Data) 

Variables Firm performance (lagged data) 

 Model 9 Model 10 Model 11 Model 15 

Control variables     

Firm type -0.3516 -0.3517 -0.3542 -0.3577 

 (0.2350) (0.2350) (0.2344) (0.2340) 

Firm size -0.0167+ -0.0169+ -0.0173* -0.0212* 

 (0.0086) (0.0086) (0.0086) (0.0086) 

Firm age -0.1304 -0.1420 -0.1336 -0.1546 

 (0.1541) (0.1583) (0.1579) (0.1619) 

Foreign ownership -0.1864+ -0.1901+ -0.1865+ -0.1757 

 (0.1081) (0.1087) (0.1084) (0.1129) 

CEO age 0.4198 0.4165 0.4344 0.4419 

 (0.2993) (0.2995) (0.2987) (0.3044) 

CEO gender -0.1696 -0.1668 -0.1762 -0.2098 

 (0.2120) (0.2122) (0.2116) (0.2096) 

CEO education -0.3277 -0.3480 -0.2957 0.1736 

 (0.3003) (0.3069) (0.3061) (0.6907) 

Duality -0.2993* -0.3028* -0.2848+ -0.1202 

 (0.1530) (0.1534) (0.1530) (0.3073) 

Total value of production -0.0001 -0.0001 -0.0019 -0.0020 

 (0.0050) (0.0050) (0.0050) (0.0050) 

Province insurances incomes 0.0760*** 0.0760*** 0.0599*** 0.0606*** 

 (0.0065) (0.0065) (0.0088) (0.0087) 

Province insurances incomes  0.0218* 0.0218* 0.0244** 0.0228* 

growth rate (0.0090) (0.0090) (0.0090) (0.0090) 

Insurance depth 0.0282*** 0.0282*** 0.0266*** 0.0265*** 

 (0.0051) (0.0051) (0.0051) (0.0051) 

Insurance density 0.1895*** 0.1895*** 0.1845*** 0.1860*** 

 (0.0062) (0.0062) (0.0065) (0.0064) 

Independent variable     

Government ownership  -0.0105 0.0006 0.0283 

(GO)  (0.0328) (0.0327) (0.0572) 

Moderating effects     

Marketization    0.0283*** 0.0274*** 

   (0.0085) (0.0085) 

GO × Marketization   0.0696*** 0.0752*** 

   (0.0051) (0.0052) 

CEO tenure (CT)    -0.2747 

    (0.2935) 

GO × CT    -0.0060 

    (0.0753) 

Marketization× CT    0.0426*** 

    (0.0050) 

GO × Marketization× CT    0.0480*** 

    (0.0060) 

Firm fixed effects Yes Yes Yes Yes 

Year fixed effects Yes Yes Yes Yes 

Constant -0.3096 -0.3173 -0.3448 -0.3252 

 (0.1995) (0.2009) (0.2006) (0.2146) 

Log likelihood -50866.195 -50866.143 -50767.06 -50698.892 

Wald χ ² 6148.34 6148.46 6379.42 6539.02 

△Wald χ ²  0.12 231.08 390.68 

N 37,856 37,856 37,856 37,856 

                      Note: + p < 0.1, * p < 0.05, ** p < 0.01, *** p < 0.001    
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Table 12: Mixed Level Regression Analysis Testing the 3-Way Interaction Effect of 

CEO Tenure in Diversification on the Ownership-Growth Relationship (Lagged Data) 

Variables Firm performance (lagged data) 

 Model 9 Model 10 Model 12 Model 16 

Control variables     

Firm type -0.3516 -0.3517 -0.3476 -0.3476 

 (0.2350) (0.2350) (0.2349) (0.2349) 

Firm size -0.0167+ -0.0169+ -0.0150* -0.0146+ 

 (0.0086) (0.0086) (0.0086) (0.0086) 

Firm age -0.1304 -0.1420 -0.1479 -0.1683 

 (0.1541) (0.1583) (0.1583) (0.1635) 

Foreign ownership -0.1864+ -0.1901+ -0.2004+ -0.1849 

 (0.1081) (0.1087) (0.1087) (0.1134) 

CEO age 0.4198 0.4165 0.4240 0.4567 

 (0.2993) (0.2995) (0.2993) (0.3056) 

CEO gender -0.1696 -0.1668 -0.1763 -0.2301 

 (0.2120) (0.2122) (0.2121) (0.2105) 

CEO education -0.3277 -0.3480 -0.3989 0.1488 

 (0.3003) (0.3069) (0.3068) (0.6933) 

Duality -0.2993* -0.3028* -0.3153* -0.1345 

 (0.1530) (0.1534) (0.1533) (0.3086) 

Total value of production -0.0001 -0.0001 -0.0006 -0.0006 

 (0.0050) (0.0050) (0.0050) (0.0050) 

Province insurances incomes 0.0760*** 0.0760*** 0.0762*** 0.0762*** 

 (0.0065) (0.0065) (0.0065) (0.0065) 

Province insurances incomes  0.0218* 0.0218* 0.0224* 0.0223* 

growth rate (0.0090) (0.0090) (0.0090) (0.0090) 

Insurance depth 0.0282*** 0.0282*** 0.0287*** 0.0287*** 

 (0.0051) (0.0051) (0.0051) (0.0051) 

Insurance density 0.1895*** 0.1895*** 0.1875*** 0.1875*** 

 (0.0062) (0.0062) (0.0062) (0.0062) 

Independent variable     

Government ownership  -0.0105 -0.0077 0.0140 

(GO)  (0.0328) (0.0328) (0.0576) 

Moderating effects     

Product diversification   0.0452*** 0.0446*** 

(PD)   (0.0077) (0.0078) 

GO × PD   0.0321*** 0.0291** 

   (0.0080) (0.0092) 

CEO tenure (CT)    -0.2673 

    (0.2948) 

GO × CT    -0.0382 

    (0.0765) 

PD × CT    -0.0033 

    (0.0063) 

GO × PD× CT    -0.0056 

    (0.0102) 

Firm fixed effects Yes Yes Yes Yes 

Year fixed effects Yes Yes Yes Yes 

Constant -0.3096 -0.3173 -0.3562 -0.3157 

 (0.1995) (0.2009) (0.2009) (0.2157) 

Log likelihood -50866.195 -50866.143 -50843.327 -50842.986 

Wald χ ² 6148.34 6148.46 6201.54 6202.33 

△Wald χ ²  0.12 53.20 53.99 

N 37,856 37,856 37,856 37,856 

                   Note: + p < 0.1, * p < 0.05, ** p < 0.01, *** p < 0.001    
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5.5 Chapter Summary 

 

We test the hypotheses based on the new theoretical perspective and find results different 

from prior research.  This perspective identifies several sets of institutional factors that 

shape the behaviours of firm managers or agents, which in turn should affect firms’ 

growth performance.  Although we cannot find a significant effect of state ownership on 

firms’ growth performance, we demonstrate that this ownership-growth relationship can 

be positive, which is contingent upon firm strategy and local institutional settings.  Thus, 

we can conclude that marketization and product diversification are having significant 

interactive effects on the ownership-growth relationship. 

 

This finding suggests that state ownership alone fails to influence firm performance.  

However, the data support Hypothesis 1, showing a high level of marketization, and so a 

positive ownership-growth relationship is likely to be observed. 

 

Furthermore, the results also support Hypothesis 2, showing a high level of product 

diversification by a given firm, and so a positive effect of state ownership on firms’ 

growth performance is likely to be observed. 

 

On the contrary, the results do not support Hypothesis 3, the interactive effects by political 

ties are not significant. Finally, the results support the 3-way interaction of CEO’s tenure 

enhancing the interactives effects of marketization and diversification significantly on 

ownership-growth relationship. 
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We conduct additional analyses as robustness checks by including all lagged one-year 

variables in the regression, in order to test the sensitivity of the above results.  These 

analyses demonstrate converging evidence to support two interactive effects and two 3-

way interaction effects in this paper.  These findings further support the predication that 

marketization and diversification have positive interactive effects on the ownership-

growth relationship. Furthermore, though the interactive effects by political ties are not 

significant, the 3-way interaction of CEO’s tenure on marketization and diversification 

are both significant.  

Table 13: A Summary of Key Findings 

 

Hypotheses Results 

Hypothesis 1: In China’s socialist market economy, firms’ external 

institutional setting, marketization in positively moderates the 

ownership-growth relationship.  Specifically, state ownership is more 

likely to have a positive effect on firms’ growth performance at a higher 

level of marketization   

Supported 

Hypothesis 2: In China’s socialist market economy, firm internal 

strategy, product diversification positively moderates the effect of state 

ownership on firms’ growth performance.  Specifically, state ownership 

is more likely to have a positive effect on firms’ growth performance 

when firms have a higher level of product diversification.. 

Supported 

Hypothesis 3: In China’s socialist market economy, firm’s internal 

institutional setting, political ties should positively moderate the effect 

of state ownership on firm performance.  Specifically, state ownership is 

more likely to have a positive effect on firm growth when a firm has 

political ties. 

Not Supported 

Hypothesis 4a: In China’s socialist market economy, CEO tenure can 

enhance the effect of marketization on the ownership-growth 

relationship.  

Supported 

Hypothesis 4b: In China’s socialist market economy, CEO tenure can 

enhance the effect of diversification on the ownership-growth 

relationship. 

Supported 
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DISCUSSION AND IMPLICATIONS 

 

Using data from multiple sources, our current study obtains several interesting findings.  

Below, we discuss the differences between our findings and those from prior studies.  Our 

framework sheds new light on previous inconsistent findings.  Prior studies only consider 

the effects of state ownership on firms’ financial or innovation performance, and pay 

insufficient attention to the effects of firms’ internal and external institutional settings.  

As a result, they only partially capture the impact of state ownership on firms’ growth 

performance.  Thus, we expected our findings to be different from those in the West. 

 

6.1 Theoretical Contribution 

 

Our findings to have some important implications for academic research on agency theory, 

as well as institutional theory, particularly for research regarding the issue of how firm 

management or agents can be shaped by their internal and external institutions.  In such 

cases, studying state ownership by considering how the effects of state ownership can be 

interacted by agents’ reactions to their institutional environments can be considered as a 

new theoretical perspective approach. 

 

Enrich Literature of Agency Theory  

 

In China, there is a continuing system of ruling political party that exists together 

with government/state ownership. Thus, the Internal organizational settings such as 

the dominance of Communist Party affect the motivation and behaviours of firm’s 
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managers or agents.  Based on the perspective of socially situated and constituted 

agency theory (Westphal & Zajac, 2013), we further stress that internal 

organisational settings can also affect the motivation and behaviours of firm 

managers or agents.  In such cases, it can be a new theoretical approach to study 

government ownership by considering how the effects of state ownership ( the largest 

institution)  can be interact with  agents’ reactions to their institutional environments.  

Though state ownership exists in both the West and the East, their internal contents 

can be significantly different.  For example, only in socialist market economies can 

one observe a continuing system of a ruling political party that exists together with 

state ownership.  Moreover, especially in China, the government people are coming 

CPC and they act according to the direction of the party. By studying the effects of 

state ownership on firms’ growth performance within firms with different internal 

institutional settings, we can enrich the literature of agency theory as well as that of 

ownership-growth relationships.  It contributes to the research on agency theory by 

considering the effects of internal and external institutional settings in regard to the 

ownership-growth relationship.   

 

Enrich Literature of Institutional Theory 

 

Our current study contributes to the research on institutional theory.  By stressing 

different external institutional settings across a large macro economy,  we could 

understand more how institutional settings at both organizational level and societal 

level can influence the behaviours of the firm’s managers or agents. Based on the 

perspective of institutional theory, our study considers how institutional settings at 

both the organisational level and the societal level can influence the behaviours and 
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performance of firm managers or agents.  Such institutional settings and pressures 

promote the homogeneity of the whole organisational structure within an institutional 

environment or setting (DiMaggio & Powell, 1983).  While prior research has 

considered the effects of diverse institutional settings in a large macro economy such 

as Europe (Fligstein & Sweet, 2002), insufficient research has been conducted in 

diverse institutional settings in Asia, where socialist market economies, such as those 

in China and Vietnam, also create different external institutional settings across large 

macro economies.  To address this issue, our current study improves our 

understanding of the effects of both internal and external institutional settings, and 

thereby enriches institutional theory. 

 

Enrich Literature of Diversification Strategy 

 

Our current study contributes to the literature on diversification strategies.  Through 

market diversification and product diversification, a firm can operate in different 

geographical or administrative regions at the same time.  There can be a moderating 

effect of a firm’s diversification strategies on the ownership-growth relationship.  By 

conducting an empirical study taking into account both the differences in corporate 

strategies between firms and the differences in institutional settings under which 

firms operate, our current study contributes to the existing literature by providing 

new knowledge on the interactions between state ownership, corporate strategy, and 

institutional settings.  We provide new knowledge on the interactions between state 

ownership, corporate strategy and institutional setting.  By taking into account both 

the difference in corporate strategy among firms and the difference in institutional 

settings under which firms are operating. 
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A Comparison of this Study’s Findings to those in the West. 

 

Our current study has obtained findings different from those obtained from research 

conducted in the West.  As mentioned above, research in the West has shown that 

private ownership is generally preferred to government ownership when incentives to 

innovate and to contain costs are strong (e.g., Shleifer, 1988).   

 

The results from our current study suggest that this may not be contingent upon the 

internal and external institutional settings of a given firm.  In a socialist market 

economy such as China, an increase in marketization (i.e., the development of market 

institutions) can shape the motivation and behaviours of firm managers or agencies 

and force them to become more innovative and market-oriented.  Given the 

development of marketization, firms with high levels of state ownership or low levels 

of private ownership can still perform well, at least in East Asian institutional 

environments in which the government normally has a strong effect on the behaviours 

of firm managers or agents.  

 

The data from our current research supports this view.  Specifically, our data supports 

a positive interaction between state ownership and marketization on firms’ growth 

performance.  According to this result, it is arguable that the effects of state ownership 

may not be significant if it is considered independently.  The effects of this ownership 

should be studied together with contextual factors, particularly in regard to institutions 

that shape the behaviours of firm managers or agents.  For instance, one may be more 

likely to observe a positive relationship between state ownership and firms’ growth 

performance given a high level of marketization, which is at least true in China’s 

socialist market economy.   
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It should be pointed out that this observation is also consistent with the rapid growth 

of the Chinese economy in the past three decades.  While it is still unclear whether or 

not state ownership really impedes firms’ efficiency or innovation, as prior research 

has suggested, it is arguable that a positive relationship between state ownership and 

growth performance is consistent with the rapid growth of the Chinese economy in 

the past three decades.   

  

On the other hand, our current study shows that state ownership in a socialist market 

economy may enable firms to grow faster through product diversification.  With a 

high level of product diversification, a firm with state ownership can acquire more 

opportunities to obtain crucial resources with which to grow in a socialist market 

economy such as in China.  Indeed, state ownership can make a firm less efficient in 

regard to using its resources.  However, if the firm performance is measured as its 

growth rate, rather than its efficiency, a positive ownership-performance relationship 

can still be observed.  There are several reasons explaining this positive ownership-

performance relationship.  For instance, when bargaining with the local and central 

government for more resources with which to grow, managers in firms with high 

levels of state ownership can find convincing reasons to obtain or control more 

resources if their firms have high levels of product diversification.  The firms are also 

more likely to obtain political support from the government in a socialist market 

economy such as China when the political tasks of the governments are to create jobs 

and to increase GDP as fast as possible. 
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Findings Different from those in Emerging Economies. 

 

Our current study has also obtained findings different from those obtained in 

emerging economies.  For instance, Zhou, Gao, and Zhao (2017) show that 

marketization can weaken the effect of state ownership on R&D input.  Our current 

study, on the other hand, suggests that marketization can enhance the effect of state 

ownership on sales growth performance.  This result seems to suggest that state 

ownership in a socialist economy such as China can lead to better performance, so 

long as marketization improves firms’ capability to fight the rent-seeking and abuse 

of power exercised by local government officials.  Given a high level of marketization, 

regulatory institutions from local governments, especially those that have been 

developed to protect local interests alone, may also be alleviated, together with a 

reduction of government intervention in economic activities (Peng & Macaulay, 

2013).  

 

 

 

 

 

 

 

 

 

 

 

 



 

115 

 

6.2 Managerial Implications 

 

Our findings have some important implications for academic research on agency theory, 

as well as institutional theory, particularly for research regarding the issue of how firm 

managements or agents can be shaped by their internal and external institutions.  In such 

cases, it can be a new theoretical approach to study state ownership by considering how 

the effects of state ownership can be moderated by agents’ reactions to their institutional 

environments.   

 

In addition to this, our findings show that a firm’s strategy, such as product diversification, 

can be an important contextual variable that moderates the relationship between state 

ownership and firms’ growth performance.  Based on our findings, it is arguable that a 

product diversification firm strategy influences firm performance through its interactions 

with the internal and external institutional environments of a given firm.  Future research 

should pay more attention to this interactive effect between diversification strategy and 

institutional factors, which has not been studied sufficiently before.   

 

The findings from our current study also have important implications for practitioners, 

especially for managers working in a socialist market economy in China or in other 

former socialist countries.  Specifically, practitioners, especially those from Western 

economies, should perform better in a socialist market economy if they have a better 

understanding of the unique institutions in a socialist market economy such as China.  For 

instance, understanding how internal and external institutional settings can shape the 

behaviours of firm managers or agents may lead to useful information in regard to 
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managerial decision-making, such as selecting better investment locations or introducing 

product diversification.  

 

In general, state-owned firms are given an enormous amount of support from the 

government and so the firms should be able to systematically improve diversification and 

enhance competitiveness (Song, Wang, & Tamer, 2015).  Strategies such as product 

diversification should be adopted in order to improve innovation and marketing 

performance.  Other studies have demonstrated that pursuing product diversification 

might incur conflicts of interest among primary stakeholders, such as shareholders, 

bankers, and managers. (Su & Tsang, 2015).  However, our study demonstrates that the 

influence of internal and external socio-political environments should not be overlooked 

when implementing product diversification. 

 

Finally, the development of marketization could alleviate pressure and would be 

accompanied by a reduction of government intervention in economic activities.  Thus, 

foreign investors or state-owned firms would be likely to expand their businesses and take 

advantage of both the marketization and invisible protection by the government that exist. 
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6.3 Limitations and Future Research  

 

This study has several limitations. First, we focus only on the insurance industry; other 

industries might perform differently.  Second, we focus only on listed companies; other 

unlisted companies with a total GDP of over 50% might perform differently. Third, we 

focus only on Chinese companies in China, further studies can be done if having panel 

data from other countries.  Future research should aim to address these limitations by 

considering different types of services, manufacturing industries, a more fine-grained 

decomposition of the various forms of ownership, and other transitioning economies.  

These extensions of our research would further develop our understanding of the 

relationship between state ownership and growth performance in emerging economies 

from the perspective of institutionally shaped agency. 

 

Besides, for future studies, we should consider some intermediate mechanism such as 

political performance orientation or access of resource,  though there When I read the 

literatures on the relationship between state ownership and firm growth performance, we 

should measure the effect of these variables test their mediation effect in future research.  

Finally, future research should also pay more attention to the interactive effect between 

diversification strategy and institutional factors, which has not been studied sufficiently 

before. 
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6.4 Conclusion 

 

While we predict a positive relationship between state ownership and firms’ growth 

performance, our data analyses fail to obtain supporting evidence, which highlights the 

importance of considering the moderating effects of contextual factors on the ownership-

growth relationship.  Indeed, our data suggest that, given a high level of marketization 

and a high level of diversification, a positive relationship between state ownership and 

growth performance is likely to be observed.  These findings have important implications 

for both academic researchers and managerial practitioners. 

 

Through a perspective that integrates agency theory and institutional theory, we have 

improved our understanding of the ways in which state ownership influences firms’ 

growth performance in the large macro economy of China, a socialist market economy.  

Thus, this new theoretical perspective of institutionally shaped agency helps to explain 

the effects of both internal and external institutional settings on firms’ top managers or 

key agents, which should in turn affect firms’ growth performance.  Finally, we 

demonstrate that this ownership-growth relationship can be positive, which is contingent 

upon firm strategy and local institutional settings.  Our findings suggest that both 

marketization and diversification can enhance the positive effect of state ownership on 

firms’ growth performance. And, finally, CEO’s tenure is having 3-way interaction 

effects on both moderators marketization and diversification. 
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Figure 5: Yearbook of China’s Insurance p.622 
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Figure 6: Yearbook of China’s Insurance p.623 
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Figure 7: Part of Data Set on Year 2005 
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Figure 8: Marketization Index 2005-2014 
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