
1 

SOCIALISM WITH CHINESE CHARACTERISTICS: 

THE INTERACTION OF INSTITUTIONAL LOGICS AND ORGANIZATIONAL 
FORMS 

by 

Bradley James Koch 

A Dissertation Submitted to the Faculty of the 

DEPARTMENT OF SOCIOLOGY 

In Partial Fulfillment of the Requirements 

For the Degree of 

Doctor of Philosophy 

In the Graduate College 

THE UNIVERSITY OF ARIZONA 

2 0 0 4  



UMI Number: 3131608 

INFORMATION TO USERS 

The quality of this reproduction is dependent upon the quality of the copy 

submitted. Broken or indistinct print, colored or poor quality illustrations and 

photographs, print bleed-through, substandard margins, and improper 

alignment can adversely affect reproduction. 

In the unlikely event that the author did not send a complete manuscript 

and there are missing pages, these will be noted. Also, if unauthorized 

copyright material had to be removed, a note will indicate the deletion. 

UMI 
UMI Microform 3131608 

Copyright 2004 by ProQuest Information and Learning Company. 

All rights reserved. This microform edition is protected against 

unauthorized copying under Title 17, United States Code. 

ProQuest Information and Learning Company 
300 North Zeeb Road 

P.O. Box 1346 
Ann Arbor, Ml 48106-1346 



2 

The University of Arizona ® 
Graduate College 

As members of the Final Examination Committee, we certify that we have read the 

dissertation prepared by Bradlev James Koch 

entitled 

Socialism with Chinese Characteristics: 

The Interaction of Institutional Logics and Organizational Forms 

and recommend that it be accepted as fulfilling the dissertation requirement for the 

Degree of Doctor of Philosophy 

^ 

Dr. Josepn Galaskiewicz 

I yl-tyL J. 

Dr. El^abeth S. Clemens date 

Dr. Ronald L. Breiger ^ date 

Dr. KatMe^^C. Schw date 

date 

Final approval and acceptance of this dissertation is contingent upon the 
candidate's submission of the final copies of the dissertation to the Graduate College. 

I hereby certify that I have read this dissertation prepared under my direction and 
recommend that it be accepted as fulfilling the dissertation requirement. 

oH 
Dissertation Director: Dr. Xoseph Galaskiewicz date 



3 

STATEMENT BY AUTHOR 

This dissertation has been submitted in partial fulfillment of requirements for an 

advanced degree at The University of Arizona and is deposited in the University Library 

to be made available to borrowers under rules of the Library. 

Brief quotations fi-om this dissertation are allowable without special permission, 

provided that accurate acknowledgment of source is made. Requests for permission for 

extended quotation from or reproduction of this manuscript in whole or in part may be 

granted by the head of the major department or the Dean of the Graduate College when in 

his or her judgment the proposed use of the material is in the interests of scholarship. In 

all other instances, however, permission must be obtained from the author. 

SIGNED: 



4 

ACKNOWLEDGEMENTS 

To conduct a qualitative research in a foreign nation requires a lot of support from many 
organizations. First, I am in debt to the Rotary Fovindation for the Ambassador 
Scholarship that funded a year of language training in Taichung, Taiwan. Secondly, my 
12 months in Sichuan was funded by the U.S. Department of State's Fulbright Program. 
It is an honor to be one of the many scholars sent overseas under by this program since 
1946. Finally, I would also like to acknowledge funding from Social Science Research 
Council's Corporation as a Social Institution Program. This funding supported many of 
research expense not only for this dissertation, but also for my continuing research in 
Sichuan. 

I am also deeply indebted to my advisory committee for their directions and insights. Lis 
Clemens was instrumental in encouraging me to continue my research on China after I 
had completed my Masters degree and after my excitement for China had dwindled. In 
addition, her insights and methodical editing have made me a better researcher and 
writer. Ron Breiger was also instrumental in helping me understand some of the technical 
aspects of correspondence analysis. Finally, I would like to thank Joe Galaskiewicz for 
his insights and guidance. His commitment to weekly meetings was crucial in ensuring 
that this project was completed in a timely manner. He also endured many readings of 
rough drafts that were less than stellar in content and readability. Of course, all the errors 
that remain in this document are solely the responsibility of the author. 

Finally, a project of this nature cannot be completed without a lot of personal support 
along the way. First, I would like to thank my parents. My father has always been a 
model of perseverance, and taught me that not feeling like writing was no excuse not to 
write. My mother has always excelled at providing comfort in the face of academic 
failure from the first time I ran home from school in tears as a third grader until now. A 
hug from her is always a reminder that there are more important things in life than 
academic success. Second, my wife Pamela has been a wonderful inspiration and 
intellectual partner over the past 11 years. Through the many ups and downs over the past 
years, she remained steadfast in her commitment to me completing this project. Without 
her this project would have never came to fruition. Finally, without God's mercy and 
continuous renewal in my life, I would not have had the intellectual curiosity to begin this 
project, nor the fortitude to complete it. 



5 

DEDICATION 

To my daughter Josephine Nola; 

With one smile from you, all of my trivial problems disappear. 

May your smile never dim as you journey though this v^orld, and may you always spread 

a little joy to everyone you meet. 



6 

TABLE OF CONTENTS 

LIST OF TABLES 15 

LIST OF FIGURES 17 

ABSTRACT 18 

Chapter 1- Introduction 19 

THEORETICAL OVERVIEW 24 

Cultural-Cognitive Institutionalism 27 

World Society Perspective 30 

Business Systems Perspective 31 

Local-Global Institutionalism 33 

Global Capitalism Environment 34 

Social Construction by Actors 36 

Organizational Forms 36 

Institutional Logics 37 

China Characteristics 37 

CHAPTER SUMMARIES 38 



7 

TABLE OF CONTENTS -

Chapter 2 - Literature Review 42 

GLOBAL CAPITALISM ENVIRONMENT 43 

INSTITUTIONAL LOGICS 46 

Origin of Institutional Logics 46 

Exemplary Studies Utilizing Institutional Logics 51 

Critique of Institutional Logic Literature 57 

ORGANIZATIONAL FORMS 58 

Internal Structure of Organizational Forms 59 

Legally Defined Organizational Forms 61 

Market Relationship Organizational Forms 62 

Industry-Centered Organizational Forms 63 

Ownership Structure Organizational Forms 65 

SOCIAL CONSTRUCTION 68 

Theoretical Roots 68 

Extant Literature 72 

CHINA CHARACTERISTICS 73 

SUMMARY 78 

Chapter 3 - Methods 79 

DATA COLLECTION 80 



8 

TABLE OF CONTENTS - Conrmwet/ 

INSTITUTIONAL LOGICS IDENTIFICATION OVERVIEW 84 

STEP 1: IDENTIFY INSTITUTIONAL LOGICS IN THE NEWS PRINT MEDIA.. 87 

State-Firm Institutional logic 88 

Guanxi Institutional logic 90 

Regionalism Institutional logic 93 

Production-Finance Institutional logic 95 

STEP 2: VALIDATE LOGICS BY EXISTENCE IN CHINA LITERATURE 98 

State-Firm Institutional logic 99 

Guanxi Institutional logic 103 

Regionalism Institutional logic 105 

Production-Finance Institutional Logic 108 

The Dynamic and Interactive Nature of Institutional Logics Ill 

STEP 3: VALIDITY BY FREQUENCY IN CHINA JOINT VENTURE 

LITERATURE 113 

State-Firm Institutional Logic 118 

Guanxi Institutional Logic 119 

Regionalism Institutional Logic 119 

Production-Finance Institutional Logic 121 

Dynamic Nature of Logics 121 

Summary 122 

CONCLUSION 124 



9 

TABLE OF CONTENTS -

Chapter 4 - Institutional Logics as Shapers of Strategic Action: A Case 
Study of the Sichuan Furniture Industry 126 

THEORETICAL BASIS OF INSTITUTIONAL LOGICS 129 

DATA COLLECTION METHODS 131 

SICHUAN FURNITURE INDUSTRY 132 

History 133 

Firm Characteristics 134 

Furniture Distribution Organization 136 

INSTITUTIONAL LOGICS RESULTS 137 

State-Firm 137 

Regionalism 139 

Guanxi 143 

Production-Finance 146 

CONCLUSION 149 

Chapter 5 Diversification in Sichuan Firms: Institutional Logics as 
Shapers of Strategic Action 153 

THEORETICAL PERSPECTIVE 156 

Theoretical Framework 156 

Hypothesis 158 



10 

TABLE OF CONTENTS - Conrmwe J 

State-Firm Logic 158 

Guanxi Logic 159 

Regionalism Logic 160 

METHODS 161 

Research Design 161 

Measures 162 

Diversification 162 

Control Variables 163 

RESULTS 163 

Diversification Categories and Strategies 163 

State-Firm Logic Results 167 

Guanxi Logic 170 

Regionalism Logic 175 

DISCUSSION 180 

Non-Diversified Firms 180 

Related Diversification 181 

Unrelated Diversification 182 

Hybrid Diversification 183 

CONCLUSION 184 



11 

TABLE OF CONTENTS - Con/wweJ 

Chapter 6 - Taking the State Out of the Firm: The Transition of a State-
Owned Enterprise in the Midst of Changing Institutions 186 

THEORETICAL PERSPECTIVE 189 

Diffusion of Global Organizational Forms and Logics 191 

Organizational Forms 194 

Institutional Logics 199 

Institutional Change 205 

METHODS 208 

PHASE I (1958-1991) - THE DEMISE OF THE PLANNED ECONOMY 210 

Chinese Society 210 

Sichuan Textile Firm 211 

State-Firm Logic 211 

Market Aspect of the Capitalism Logic 216 

Incentive Management Aspect of the Capitalism Logic 218 

Firm Autonomy Aspect of the Capitalism Logic 220 

PHASE II (1992-1996) - SOCIALISM WITH CHINESE CHARACTERISTICS... 222 

Chinese Society 222 

Sichuan Textile Firm 224 

Fake Joint Venture Policies 226 

Employees' Response 232 

Power Shifts 235 



12 

TABLE OF CONTENTS - ConrwweJ 

PHASE III (1997-2003) - THE DEMISE OF BOUNDARIES FOR 

ORGANIZATIONAL FORMS 239 

Chinese Society 239 

The Decline of the State-Owned Firms 240 

The Rise of the Private Firms 241 

Sichuan Textile Firm 242 

1997 Asian Financial Crisis 242 

Delegitimation of the Fake Joint Venture 243 

New Policies and Directions 244 

PROPOSITION RESULTS 247 

CONCLUSION 253 

Chapter 7 - Relationships between Sichuan's Logics and Organizational 
Forms: A Correspondence Analysis 257 

THEORETICAL FRAMEWORK 258 

ORGANIZATIONAL FORMS AND INDUSTRIES 264 

Relationship between Organizational Forms and Industries 267 

Industry Descriptions 268 

Furniture Industry 270 

Pharmaceutical Industry 271 

Food Processing Industry 273 



13 

TABLE OF COmENTS - Continued 

Organizational Forms Description 276 

SOE Organizational Form 278 

Private Firm Organizational Form 279 

Business Group Organizational Form 280 

Foreign Joint Venture Organizational Form 282 

CORRESPONDENCE ANALYSIS 283 

Data and Methods 283 

Correspondence Analysis Results 288 

Correspondence Analysis Extension 295 

Discussion 302 

Two step Social Construction 302 

Transitional Clusters 304 

CONCLUSION 306 

Chapter 8 - Conclusion 309 

THEORETICAL SUMMARY 310 

SUMMARY OF RESULTS 313 

CONTRIBUTIONS 318 

Theoretical Contributions 318 

Prominence of Societal Level Logics 318 



14 

TABLE OF CONTENTS - Cow/mwe J 

Integrated Multi-Level Social Construction 320 

Distinguishing Logics from Organizational Forms 321 

Competing and Cooperating Logics 323 

Methodological Contributions 324 

LIMITATIONS 327 

FUTURE RESEARCH 329 

REFERENCES 332 



15 

LIST OF TABLES 

TABLE 3.1 - Summary of Joint Venture Research Using Institutional Logics 116 

TABLE 4.1 - State-Firm Logic Results 138 

TABLE 4.2 - Guanxi Logic Results 143 

TABLE 4.3 - Production-Finance Logic Results 147 

TABLE 5.1 - Firm Size and Diversification Categories across Sectors 164 

TABLE 5.2 - Partial Correlations for Diversification Categories and Strategies 165 

TABLE 5.3 - Partial Correlations for Diversification Categories and State 
Influence 168 

TABLE 5.4 - Partial Correlations for Diversification Categories and the 
Importance of Guanxi 171 

TABLE 5.5 - Partial Correlations for Sectors and the Importance of Guanxi 173 

TABLE 5.6 - Partial Correlations for Diversification Categories and Regionalism. 177 

TABLE 5.7 - Partial Correlations for Sichuan Sales and Strategies 179 

TABLE 6.1 - Comparison of the State-Firm Logic and the Market Logic 201 

TABLE 6.2 - Comparison of Management Policies Across Subsidiaries 246 



16 

TABLE 7.1 - Counts for Organizational Forms across Industries 266 

TABLE 7.2 - Descriptive Statistics for Industries 269 

TABLE 7.3 - Descriptive Statistics for Organizational Forms 277 

TABLE 7.4 - Descriptive Statistics and Correlations for Logics, Forms, and 
Industries 287 



17 

LIST OF FIGURES 

FIGURE 1.1 - Differentiating Theoretical Perspectives 26 

FIGURE 1.2 - Local-Global Institutional Diagram 35 

FIGURE 4.1 - Local-Global Perspective in the Sichuan Furniture Industry 128 

FIGURE 4.2 - Frequency of a Province as a Top 3 Sales Destination 142 

FIGURE 6.1 - Local-Global Perspective of an SOE in Transition 192 

FIGURE 6.2 - China's Foreign Direct Investment 223 

FIGURE 6.3 - Sichuan's Foreign Direct Investment 225 

FIGURE 7.1 - Differentiating Theoretical Perspectives 259 

FIGURE 7.2 - Local-Global Perspective Summary Diagram 263 

FIGURE 7.3 - Correspondence Analysis: Logics, Organizational Forms, 
and Industries 289 

FIGURE 7.4 - Correspondence Analysis: Sichuan Business Envirormients 299 

FIGURE 8.1 - Differentiating Theoretical Perspectives 311 



18 

ABSTRACT 

This dissertation develops a local-global theoretical perspective based on 

principles from cultural-cognitive institutional theory. Within this framework, the 

primary focus is the social construction of institutional logics and organizational forms in 

Sichuan, China's broader global environment. Institutional logics are defined as the 

taken-for-granted organizing principles that shape strategic action. It is asserted that these 

logics interact and become embedded in organizational forms centered on ownership 

structure and core technologies. During the fall of 2002, over one hundred interviews 

were conducted at the furniture, food processing, and pharmaceutical trade fairs in 

Chengdu. This data was used to examine China's societal logics in the context of the 

furniture industry and Chinese firms' diversification strategy. In addition, a case study of 

a textile firm is used to explore how China's societal logics have changed since the 

economic reforms began in the 1970s. Finally, correspondence analysis is used to map 

out the relationships between the institutional logics and the organizational forms. 
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Chapter 1 

Introduction 
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Deng Xiao Ping - September 18, 1982 

How is socialism superior, when our people have so many difficulties in 

their lives? The Gang of Four clamored for "poor socialism" and "poor 

communism," declaring that communism was mainly a spiritual thing. 

That is shear nonsense! We say that socialism is the first stage of 

communism. When a backward country is trying to build socialism, it is 

natural that during the long initial period its productive forces will not be 

up to the level of those in developed capitalist countries and that it will not 

be able to eliminate poverty completely. Accordingly, in building 

socialism we must do all we can to develop the productive forces and 

gradually eliminate poverty, constantly raising the people's living 

standards. Otherwise, how will socialism be able to triumph over 

capitalism? In the second stage, or the advanced stage of communism, 

when the economy is highly developed and there is overwhelming 

material abundance, we shall be able to apply the principle of from each 

according to his ability, to each according to his needs. (Deng 1994:21) 

Deng Xiao Ping - January 12, 1983 

In short, our work in all fields should help to build socialism with Chinese 

characteristics, and it should be judged by the criterion of whether it 

contributes to the welfare and happiness of the people and to national 

prosperity (Deng 1994:33). 
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Socialism with Chinese characteristics was the political rhetoric that accompanied 

the introduction of economic reforms in China. Deng Xiao Ping wrestled power from his 

political nemeses by accusing them of embracing a "poor socialism" ideology, and then 

turning their ideology on its head by arguing that there were two stages of socialism and 

that the first stage was about embracing the productive forces of society to eliminate 

poverty. This repositioning led to the open door policy that resulted in a diffusion of 

global organizational forms and belief systems for organizing economic activity. These 

global organizational forms and organizing logics were not adopted carte blanche, but 

rather enter a social construction process to produce what Deng labeled as "socialism 

with Chinese characteristics." Since the social construction of these organizational forms 

and logics has occurred under the authority of China's communist government, it raises 

many questions not only about the forms and logics themselves, but also concerning the 

social construction processes by which global forms and logics have taken on Chinese 

characteristics. 

The main focus of this dissertation is on China's emerging organizational forms 

and organizing logics, and how these forms and logics shape strategic action in the 

western province of Sichuan. Thus, this dissertation attempts to answer questions such as: 

How are a society's prominent organizing logics identified? What are the prominent 

organizing logics in China? How do institutional logics shape strategic action within a 

particular institutional field? Do China's organizing logics shape and/or support its 
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dominant business strategies? What is the relationship between each of the individual 

logics and each of the organizational forms? 

A secondary focus of this dissertation is on the processes by which organizational 

forms and organizing logics evolve and gain legitimacy among China's managers and 

workers. This aspect of the dissertation seeks to answer questions such as: how do 

individuals not only come to accept new logics that largely incorporate aspects of global 

capitalism, but also come to accept them as their own? How do organizations adopt new 

forms and organizing logics that are detrimental to many of its workers and still gain their 

support? 

The basic theoretical orientation used to develop answers for the questions 

identified above is the cultural-cognitive branch of institutional theory. This branch of 

institutional theory provides the best foundation for understanding change in transitional 

economies such as China because it requires the analyst to develop an understanding of 

organizational forms and taken-for-granted belief systems. These societal level belief 

systems (i.e. logics) and the organizational forms in which they are embedded are 

especially important in understanding institutional change within transitional societies. 

These societies are moving away from a relatively simple organizational structure where 

the state and the firm were a single entity toward a much more complex organizational 

society where global and local logics and forms converge to produce a multiplicity of 

logics and forms. 

These dynamic and complex institutional environments require that certain 

theoretical constraints be loosened in order to provide new tools for analyzing these 
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societies. I propose two new theoretical conceptualizations that are conducive for 

analyzing transitional societies. First, transitional societies rapidly integrate global logics 

and forms with their local logics and forms via a social construction process that results 

in unique hybrids of the local and global logics. Consequently, it is advantageous for the 

analyst to first identify these hybrid societal level logics and then examine the lower level 

organizational forms for traces of these logics. Second, rather than assuming the typical 

one-to-one relationship between logics and forms, I assert that there are multiple logics 

embedded within each form. This assertion results in a set of logics that interacts to 

produce synergies, contradictions, and conflicts. These two conceptualizations provide 

better analytical leverage in transitional societies. 

Overall the cultural-cognitive branch of institutional theory provides an excellent 

tool kit for analyzing transitional societies. In the past, however, the cultural-cognitive 

branch of institutional theory has rarely been used to study societies other than the U.S., 

and when it has been used it was typically used in a comparative cross-society research 

design rather than in a non-comparative research design on a particular transitional 

economy. Although the cultural-cognitive branch of institutional theory contains all of 

the pieces to facilitate transitional society research, these pieces must be reconfigured 

into a more structured theoretical framework that better fits a society with a transitional 

economy in the globalization era. 
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THEORETICAL OVERVIEW 

Originally, the cultural-cognitive branch of institutional theory with its focus on 

shared knowledge and belief systems was a shift away from the more established 

normative branch of institutional theory. Rather than focusing on norms and values, the 

cultural-cognitive branch embraced elements of phenomenology and cultural studies and 

developed a focus on the social construction of classifications, scripts, and schemas 

(DiMaggio and Powell 1991). Zucker (1977) and Meyer and Rowen (1977) established 

its foundation by asserting that rationalization of beliefs and the institutionalization of 

social knowledge create real concrete structures that guide action. The phenomenological 

foundation of cultural-cognitive branch makes this theoretical perspective ideal for 

analyzing different societies' organizational structures, and is especially useful in the 

study of societies imdergoing rapid change as new belief systems, scripts, and schemas 

are being introduced from the global environment. 

Although the phenomenological foundation of the cultural-cognitive branch of 

institutional theory makes it well suited for analyzing societies with diverse belief 

systems across time and space, it has rarely been utilized in studies other than in the U.S. 

even at a time when globalization would seem to necessitate it. Instead, there have been 

theoretical spin offs such as the world society perspective and theories such as the 

business systems perspective that have borrowed from cultural-cognitive branch as they 

have developed side by side. Neither of these two theoretical perspectives, however, has 

fully taken advantage of the cultural-cognitive branch's tools to understand the 

interaction among institutional logics and organizational forms that have been socially 
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constructed by both incorporating global and local belief systems. This dissertation is an 

attempt to incorporate the global environment and the local social construction process 

into a theoretical framework that is labeled local-global institutionalism. 

The local-global theoretical model is based on the cultural-cognitive branch of 

institutional theory and incorporates aspects of the world society, and business system 

perspectives. In reality, most of the differences between these four perspectives are a 

matter of emphasis rather than content. There is nothing new in the local-global model 

developed in this dissertation, but it is beneficial because it brings together key aspects of 

the various perspectives to produce a concise model that can be utilized to analyze the 

institutional environments of different societies. Although the world society, business 

systems, and the local-global perspectives all have elements of the cultural-cognitive 

institutional theory, they can be differentiated by the importance and emphasis placed on 

the global environment and local social construction. These points of differentiation are 

highlighted in the Figure 1.1 below. 
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Figure 1.1 
Differentiating Theoretical Perspectives 

Very 
Important 

Global Environment 

Not 
Important 

World Local-Global 
Society Institutionalism 

Cultural-Cognitive Business 
Institutionalism Systems 

Very 
Important 

Local Social Construction 

Figure 1.1 is intended to differentiate minor aspects of the theoretical perspectives 

that are largely offshoots of the cultural-cognitive branch of institutional theory. 

Although each perspective has been given the same space in the rectangle box, this is not 

intended to ascribe equal importance. Instead, its purpose is to differentiate the four 

perspectives based on emphasis that is ultimately defined more by the focus of empirical 

research than by theoretical content. As illustrated in Figure 1.1 above, cultural-cognitive 

institutionalism places little importance on either global environment or local social 

construction. In contrast, the world society perspective places great importance on global 

environment, but little importance on local social construction; whereas the business 

systems perspective places little importance on global envirormient, but great importance 

on local social construction. The local-global theoretical perspective developed in this 

dissertation is an attempt to place great importance on both the global envirormient and 
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local social construction as it pertains to the development of China's organizational forms 

and institutional logics. The local social construction process may produce forms and 

logics that are identical to global and/or local logics and forms, but it is more likely to 

produce hybrid versions of the organizational forms and institutional logics. The 

theoretical perspectives of cultural-cognitive institutionalism, world society, business 

systems, and local-global institutionalism are reviewed and critiqued below for their 

incorporation of the global environment and local social construction. 

Cultural-Cognitive Institutionalism 

In Figure 1.1, it is asserted that cultural-cognitive institutionalism places little 

importance on the global environment and local social construction. It is not that the 

theoretical framework is not suited for the global environment, but rather that the 

majority of the empirical research has primarily focused on the U.S. The international 

institutional research that has been done typically has been conducted within national 

boundaries and begins with an implicit presupposition that the national boundaries are 

also boundaries for institutions. Consequently, the global environment is reduced to a 

simplified and convenient set of nation-state boundaries that also serve as institutional 

boundaries. This conceptualization is reinforced by the use of the comparative research 

methodology (Biggart and Guillen 1999, Dobbin 1994, Guillen 1994). The comparative 

method has a propensity to emphasis differences among cases, and tends to diminish the 

importance of the global environment. These authors, however, often do consider some 
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aspects of the global environment, but these aspects are not always prominent in their 

analysis. 

For example, Guillen (1994) in his study of management models includes 

international pressures in his list of variables, and asserts that problems and opportunities 

resulting from the international enviroimient require the state and labor unions to work 

together resolve problems and seize opportunities, but the global environment is not a 

mechanism of diffusion as it is in the world society perspective. In Dobbin's study of 

industrial policy across the U.S., France, and Britain, the global environment is ignored 

although this appears to be due to his focus on the 19 century rather than a theoretical 

orientation (1994:27). In Biggart and Guillen's (1999) study of the auto industry there 

was little interaction between the global environment and the nation-state. Instead it was 

just a matter of each nation finding their niche in global markets based on their 

institutional comparative advantage. Thus, the research using the comparative method as 

a whole has placed limited importance on the global environment. 

Some institutional research has placed a large degree of importance on the global 

environment eind the diffusion of cognitive frames across national boundaries. Cole 

(1999) in his study of total quality management attributes the diffusion of Japan's quality 

management principles from Japan to the U.S. to be the result of Japan's global market 

penetration in the automobile industry. Japan's success led to U.S. firms mimicking 

Japanese automakers. This research actually embraces some of the world society 

perspectives as it documents how some organizations would adopt an organizational form 

of quality management, but few of its functions. The best example of institutional 
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research that takes the global environment seriously is the research conducted by Dezalay 

and Garth (1996), where they present the global environment as an institutional field on 

which various normative legal forms compete for global dominance. Overall, 

organizational research that places importance on the global envirorraient is quite limited. 

It is not coincidental that most of this research relegates the global envirormient to 

be nation-states that contain baskets of institutions because the cultural-cognitive branch 

of institutional theory uses a concept of institutional fields that is not conducive to 

incorporating the global environment. On the surface the common definition of 

institutional fields as being composed of customers, suppliers, competitors, and 

regulatory bodies seems straight forward. In the context of globalization where the supply 

chain includes lumber from Indonesia that is shipped to China to produce furniture to be 

exported to the U.S., the definition of the institutional field becomes less clear. Does the 

institutional field cut across the three nations and their associated regulatory bodies, or 

are there really three distinct institutional fields for each link in the supply chain? Since 

one firm's customer is another firm's supplier, how can this be three separate institutional 

fields? At the same time how can it be one institutional field containing three societies 

with distinctly different regulatory environments? This complication in defining 

institutional fields in a global enviroimient illustrates how new institutionalism needs to 

be developed further to facilitate globalization. 

In addition to having difficulties in theorizing within the global context, cultural-

cognitive institutionalism has surprisingly moved away from its phenomenological roots 

that emphasized the social construction of social reality. Berger and Luckmann (1967:1) 
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were emphatic with their assertion that "reality is socially constructed and that social 

knowledge must analyze the processes in which they occur." The birth of cultural-

cognitive institutionalism is heralded as being 1977 when Meyer and Rowan published an 

article that began to lay the foundation for the macro processes, and when Zucker 

published an article establishing the micro-foundations. The micro foundation, however, 

has been largely ignored within cultural-cognitive institutionalism for the past 25 years 

with the exception of a study by Barley (1986). Consequently, in the realm of 

organizational sociology the social construction has been relegated to the status of a black 

box that produces the institutions. 

World Society Perspective 

The world society perspective was built on the foundation of the cultural-

cognitive branch of institutional theory, and incorporates the global environment and the 

social construction that occurs on the international level within its theoretical perspective 

(Meyer et al. 1997). Local social construction, however, is largely ignored in this 

perspective because it views the diffusion that occurs in the global environment to be so 

powerful that there is a universal convergence that spans all societies. In this perspective, 

culture is increasingly global and forms a transnational legal order that operates with 

autonomy from nation-states (Berman 1988, Robertson 1992). World culture and 

international institutions are the apparatus that shape actions of nation-states, 

corporations, and individuals (McNeely 1995, Strang 1990). These international 

institutions and INGOs sustain the diffusion of global values by establishing rules, setting 
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standards, and transmitting principles that are replicated within each nation-state's 

institutions (Boli and Thomas 1999). As a result of the incorporeal nature of these global 

values, empirical studies within this perspective search for structural homogeneity across 

nations in the areas of education (Meyer et al. 1992), environmental protection (Frank et 

al. 2000), Western science (Schofer 2003), and in other areas (Ramirez and Weiss 1979, 

Thomas Lauderdale 1988, Schofer 1999). The existence of structural homogeneity is 

claimed as evidence of a diffusion of world cultural values. 

The world society perspective does not ascribe importance to local social 

construction for two reasons. First, its assertion of a strong diffusion resulting in 

isomorphism is due largely to its focus on various political organizations such as the 

nation-state. The nation-state is more susceptible to isomorphism because the state has 

much to gain from international organizations that may require particular organizational 

structures in order to obtain resources. Secondly, divergence from universal norms is 

attributed to decoupling rather than local social construction. It is asserted that 

decoupling occurs due to lack of resources, which results in the organizations adopting 

the form without the function. Since divergence is explained by decoupling, there is no 

place for local social construction in this theoretical perspective. 

Business Systems Perspective 

The business systems perspective is in some regards a reaction to some of the 

broad claims of global isomorphism that are similar to those made be the world society 

perspective. This perspective asserts that societies have always had unique "business 
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systems" in the past, and that even Taiwan's and Korea's transitions to democratic 

societies have not resulted in major changes to the characteristics of their capitalistic 

systems. The basis for this assertion for the durability of business systems is largely 

rooted in the European institutional approach of the "societal effect" school, which 

emphasizes the social construction of social groups inside and outside of organizations, 

and how these social groups compete for limited resources. This competition among 

social groups results in a power structure that adapts and incorporates the diffusion of 

global logics and forms without substantially altering the societies existing business 

system and associated power structure largely due to the durable institutional systems of 

each society (Biggart 1991, Whitley 1992, 1999). The focus on societal institutions has 

resulted in empirical research that uses a comparative method. This research has found 

that although the German and Japanese institutional models are quite different from the 

Anglo-American models, there is no sign of convergence (Streeck and Yamamura 2003), 

economic organization is quite different across Taiwan, South Korea, and Japan 

(Hamilton and Biggart 1988), business groups are quite different among Taiwan, South 

Korea, and Japan (Orru et al. 1991), and that inter-firm cooperation varied between 

Hungary and Slovenia due to distinctively different institutional settings (Czaban et al. 

2003). In addition, empirical research has focused on the transitional economies and 

found that the conversion from state ownership to private ownership had little impact on 

firms because the broader institutional framework remained in place (Whitley and 

Czaban 1998). Hall and Soskice (2001) go a step farther and argue that societies have 

always had unique sets of institutions that produced diverse business systems in the past 
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and that this will continue into the future because societies have developed institutional 

structures that provide comparative advantages for certain economic activities. 

Consequently, firms engaging in the activities for which their societies have the 

comparative institutional advantage will have a competitive advantage as a firm even as 

globalization increases. 

The persistence of existing business systems is sustained by strong local social 

construction that is capable of adapting and incorporating global diffusion of ideas, 

structures, strategies, and organizational forms without impacting the society's basic 

social structures. Local social construction is considered to be both historical and 

reciprocal. First, a society's existing institutional structure has slowly evolved over time 

in such a manner that they are all composed of a somewhat unique set of institutions. The 

historical nature of these institutions produces a durability that shapes strategic action 

into successful patterns of business behaviors and understanding of how to produce 

success. Second, it is reciprocal in that the collective actions of firms determine economic 

outcomes, which determine the current dominant beliefs, priorities, and future action. 

Although social construction occurs in open social systems, the institutional framework is 

quite durable and produces isomorphism within the society, but resists diffusion from 

outside of society (Whitley 1992a, 1992b). 

Local-Global Institutionalism 

The local-global theoretical perspective is developed in this dissertation to 

accommodate both the global environment and local social construction as a determinant 
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of a society's prominent organizational forms and logics. This is illustrated in Figure 1.2 

where there is both a downward diffusion from the global capitalism environment and an 

upward diffusion of China's characteristics to the local social construction box. This 

illustrates that global capitalism and China's characteristics are equally important in 

ultimately determining China's prominent organizational forms and institutional logics. 

Each of the five entities (global capitalism environment, social construction by actors, 

institutional logics, organizational forms, and China characteristics) are discussed below. 

Global Capitalism Environment. The global capitalism environment at the top of 

Figure 1.2 consists of management practices, market institutions, firm autonomy, global 

supply chains, and other commonly held beliefs of best organizing principles. The 

elements of global capitalism as they pertain to this local-global theoretical perspective 

are more subjective rather than objective because it is only concerned with what enters 

the social construction box. The elements of global capitalism concerning institutional 

logics and organizational forms that diffuse into the social construction process will be 

those elements that are believed to comprise the best organizing principles for China's 

society. This aspect parallels the world society perspective in that what is diffused to the 

local enviroimients is determine by universal beliefs in what is the best way to organize. 

In contrast, the business systems perspective would argue that there would be no 

diffusion of global capitalism into China because diffused logics and organizational 

forms from other institutional envirormients would not be effective in China's 

distinctively different institutional envirormient. 
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Figure 1.2 
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Social Construction by Actors. Although the world society perspective ignores 

the local social construction that occurs when international norms, values, and logics 

collide with China's unique set of norms, values and logics, the local-global institutional 

diagram makes this interaction between international logics and organizational forms in 

the social construction box the core of the theoretical model. The local-global theoretical 

perspective asserts that concepts of rationality are socially constructed through stories, 

experiences, and social interaction (Berger and Luckman 1967). Therefore, the content of 

organizational forms and institutional logics that emerge from the social construction 

process are likely to contain aspects that are uniquely Chinese and aspects that more 

closely resemble global capitalism. The large arrows at the top of the social construction 

box indicate that institutional logics and organizational forms mutually reinforce each 

other. The small arrows indicate that logics and forms interact with each other and that 

there can be multiple logics embedded in a single organizational form. 

Organizational Forms. Organizational form is a term that is most often used by 

ecological scholars to denote a set of organizations that use similar core technologies 

(Hannan and Freeman 1989). This focus on technological factors has resulted in 

organizational forms typically being industries/sectors. In contrast, cultural-cognitive 

institutionalism uses the term institutional field, which has been defined as a group of 

organizations that constitute an area of institutional life that is composed of key suppliers, 

customers, regulatory agencies, and other organizations that produce similar services or 

products (DiMaggio and Powell 1983:143). Although this is a broader definition, it still 

produces sector centered research just as organizational ecology (Anand and Peterson 
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2000, Haveman and Rao 1997, Leblebici et al. 1991). Consequently, the first aspect of 

the term organizational form will refer to an industry. The second aspect of 

organizational forms, the firm's ownership structure (private, state-owned, joint venture, 

and business group) will also be referred to as organizational forms because in societies 

with weak institutions, institutional fields are likely to emerge around ownership 

structures. 

Institutional Logics. Institutional logics are defined as socially constructed belief 

systems that are composed of future expectations, rational and trans-rational thought, 

signs and symbols, and values. These belief systems are a set of cognitive frames that 

allow actors to make sense of reality and provide them with a set of taken-for-granted 

organizing principles that facilitate the construction of choices, enhance efficiencies by 

limiting choices, and provide the cognitive frames by which actors select and implement 

a course of action (Berger and Luckmann 1966:53; Freidland and Alford 1991:243, 248; 

Thornton and Ocasio 1999:806). 

China Characteristics. The China characteristics, with regards to the local-global 

perspective, are similar to the global capitalism environment in that there are many 

unique characteristics of China that could be incorporated by actors into the social 

construction process. Some of these include historical legacy, the communist political 

system, legal institutions, and many more. For example, it is likely that the scarcity of 

capital in China may influence the logics and forms that are socially constructed. In 

summary, this model is most interested in how global logics and organizational forms 

come together with China's dominant logics and organizational forms in the social 
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construction process to create it own variety of forms and logics. These five aspects of 

the local-global model are the focus of the literature review in Chapter 2. 

CHAPTER SUMMARIES 

Chapter 2 is a literature review of the five elements of the local-global 

institutional model. First, the global capitalism environment is defined as not being a 

fully developed system of institutions, but rather more of a mixture of international and 

national institutions. Second, institutional logics are fiirther defined and several 

exemplary studies are reviewed and analyzed to determine the empirical trends in 

incorporating institutional logics into research. Third, organizational forms are reviewed 

to show the plethora of definitions used to create many alternative classifications under 

the label of "organizational form." In addition, I assert that ownership structure is an 

additional dimension from which organizational forms can be defined. Fourth, the social 

construction process is defined and its historical development traced. It is argued that 

although this was one of the founding principles of cultural-cognitive institutionalism, it 

has been largely ignored in recent years. Finally, a brief overview is given of China's 

evolving ownership-structures over the past fifty years. 

Chapter 3 seeks to answer the question put forth at the beginning of this chapter 

concerning how a society's prominent organizing logics are identified and exactly what 

the prominent organizing logics are in China. In order to identify China's prominent 

institutional logics, a three step procedure is developed. The first step of the procedure is 
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to examine an arena of social construction. I chose to use the news print media to identify 

the taken-for-granted logics that are operating at the societal level. The analysis of over 

five hundred articles revealed four institutional logics in China. These four logics were 

then used in step two of the procedure to search the existing China literature for evidence 

of these logics. The purpose of step two is to validate the findings of step one. If there is 

no existing literature on the logics identified in step one, it would call the validity of the 

logics into question. The weakness of this validation process is that it may be possible to 

pull together scraps of literature on any of the logics identified in step one, regardless of 

whether it is a valid logic. Therefore, the third step of the procedure is to examine the 

four logics in the context of a particular body of China literature. This final validation 

step is intended to overcome the selective bias of step two. 

Chapter 4 seeks to answer the question concerning how institutional logics shape 

strategic action within a particular institutional field. A case study of the Sichuan 

furniture industry is used to provide an example of how an industry disregarded by the 

state developed under the influence of the four institutional logics identified in Chapter 3. 

Data for this analysis came from structured interviews with 36 furniture firms in Sichuan. 

The interviews focused on the presence of the four institutional logics, and how these 

logics impacted action within the firms. 

Chapter 5 seeks to answer the question of whether China's organizing logics 

shape and/or support its dominant business strategies. This chapter uses data from 104 

interviews conducted at Sichuan's flimiture, food processing, and pharmaceutical trade 

fairs. These data are used to analyze the various forms of the diversification strategy that 
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are prominent in China's firms. The 104 firms are classified as being either non-

diversified, related-only diversification, unrelated-only diversification, or hybrid 

diversification (i.e. both related and unrelated diversification). These four classifications 

of firms are each analyzed on the basis of the presence of the institutional logics to 

determine which logics support the various diversification strategies. 

Chapter 6 utilizes a case study of a state-owned textile firm to seek to understand 

how individuals not only come to accept new logics that largely incorporate aspects of 

the global capitalism, but also come to accept them as their own, and how organizations 

adopt new forms and organizing logics that are detrimental to many of its workers and 

still gain their support. In order to analyze the social construction process, seven 

propositions are proposed concerning institutional logics and institutional change. The 

first proposition is that institutional logics vary across time and space, and are shaped by 

changes in economic and social structures. The second proposition is that institutional 

logics are embedded in organizational forms and diffuse through relational networks and 

broader cultural carriers. The third proposition is that institutional logics are embedded in 

organizational forms through a reciprocal structuration process. The fourth proposition is 

that logics embedded in organizational forms that in turn are embedded in societal level 

logics tend to spread to the broader societal level logics and in the process weaken the 

organizational form in which it was originally embedded. The fifth proposition is that 

exogenous and endogenous factors create a window of opportunity for institutional 

change. The sixth proposition is that institutional change occurs when actors invoke or 

embrace the alternative logics that promote personal and/or organizational interests 



41 

concerning status, power, and financial rewards. The seventh proposition is that shifts in 

material resources result in shifts institutional logics and thus combine to cause 

institutional changes. 

Chapter 7 seeks to determine the relationship between each of the individual 

logics and each of the organizational forms by using a correspondence analysis. Data is 

used from the 104 structured interviews conducted at three trade fairs in China to define 

the relationships between the organizational forms and the four institutional logics. These 

data are then used to produce a correspondence diagram to illustrate the relationships 

between each of individual logics and each of the organizational forms. In addition, the 

correspondence analysis is extended to develop four business environments by defining 

the content of the two dimensions. The broad nature of the analysis also provides a 

summary of the previous chapters. 

Finally, Chapter 8 provides a short theoretical summary, a summary of results, 

and a discussion of the limitations of this research as well as potential fixture directions. 
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Chapter 2 

Literature Review 
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This Hterature review chapter is structured around the theoretical model presented 

in the introduction and illustrated in Figure 1.2. The sequence of the sections in this 

chapter primarily goes from the top to the bottom beginning with the global capitalism 

environment that is diffusing logics and organizational forms into the social construction 

process. The first section attempts to define the term "global capitalism." The second 

section discusses the literature on the institutional logics, and the third section reviews the 

literatvire on organizational forms both of which are being diffused and socially 

constructed in China. The fourth section is a review on the social construction literature. 

This social construction process combines the diffusion of organizational forms and 

institutional logics with China's unique characteristics to create the distinct logics and 

organizational forms that cxirrently exist in China. Thus, the final section reviews the 

literature on China's unique characteristics that are active in the social construction 

process. 

GLOBAL CAPITALISM ENVIRONMENT 

The phrase "global capitalism" often generates strong feelings either for or 

against it, but these feelings are often driven by different conceptualizations of exactly 

what the term means. This wide variation in the conceptualization of global capitalism 

has led authors to carefully define what the term exactly means. This is usually 

accomplished not by a single succinct definition, but rather by decomposing the term 
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and/or distinguishing it from other terms. First, some distinguish between 

internationalization and globalization. Internationalization was historically thought of 

being more of the spread of a dominant production style (e.g. Fordism) across national 

boundaries in a relatively slow diffusion process that resulted in Western nations having 

similar production styles as foreign competitors copied the style from the dominant firms. 

In contrast, globalization typically is characterized by the "multiplicity of innovative 

methods that originate in a variety of places in the world" (Coriat 1997:242). 

In contrast, Fligstein (2001:193) describes the current conceptualization of 

globalization as referring to three meanings. The first meaning is the expansion of world 

trade to the point that firms no longer just compete with firms from their ovm economy, 

but also against foreign firms. This competition results in outsourcing of production and 

the creation of supply chains to lower costs. The second meaning is the rapid rise of 

newly developed nations that challenge First World nation for high-tech positions. The 

emergence of these nations is often attributed to state-led development that produces 

infrastructure, a highly educated population, and openness to foreign investment. The 

third common meaning of globalization refers to the globalization of the world financial 

markets for debt, equity, currency. The globalization of the currency market was most 

significant as was demonstrated during the 1997 Asian financial crises. 

Dunning (2003) argues that defining globalization in broad terms that 

incorporates the term "global capitalism" makes it difficult to develop a model of 

responsible global capitalism. Therefore, he is careful to distinguish among globalization, 

global market place, and global capitalism. He defines globalization as the "connectivity 
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of individuals and institutions across the globe, or at least, over most of it," whereas 

global market place refers to the more specific flow of goods, services, and assets across 

the national boundaries, which are mediated through the market" (p. 12). The term "global 

capitalism," however, is much more difficult to define because it implies that there is a 

global capitalism system in the same way that there is a global firm. In reality, there is no 

global capitalism system because there is no single centralized system of global 

governance. Instead, there is a system of independent national capitalism systems that are 

connected through a network of cross border relations among nations and firms. 

Consequently, there is no single unified set of institutions to set rules and monitor 

markets, regulate economic activities, and to produce socially desirable outcomes. 

These definitions are still very broad to the extent that they cover many issues 

associated with global capitalism such as financial markets, global supply chains, 

transnational corporations, the integration of national economies, convergence of 

cultures, foreign direct investment, markets, and fi"ee trade. In addition, embodied in 

global capitalism is a set of social issues that will ultimately determine the fate of global 

capitalism. These social issues include environmental protection, exploitation of labor, 

income distribution, and debt among developing nations. Although all of these issues are 

extremely important to the future of global capitalism, this dissertation will only focus on 

the aspects of global capitalism that are of particular interest in the application of the 

local-global theoretical model to a particular industry, strategy, and firm. 
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INSTITUTIONAL LOGICS 

Origin of Institutional Logics 

Meyer and Rowan (1977) introduced the concept of myths in institutionalized 

organizations. They asserted that these myths generate formal organizational structures 

and contain two properties. The first property is that myths confuse technical and social 

purposes. This occurs when actors rationalize the appropriate means for pursuing 

technical solutions in such a way that they are perceived to be external and concrete 

principles. The second property is that these myths become so institutionalized that they 

become taken-for-granted principles that extend beyond the discretion of any 

organization. Consequently, they are legitimate regardless of the work outcomes that 

result from the rules that have become taken-for-granted. These concepts have lain 

dormant for many years. DiMaggio and Powell's 1983 article that is also cited as being 

foundational to cultural-cognitive institutional theory does not discuss institutional logics. 

Although many of the foundations of institutional logics can be found in Meyer 

and Rowan's 1977 article, Friedman and Alford (1991) are often cited as the founders of 

the concept of institutional logics. They incorporated the properties of myths and re­

labeled them as institutional logics. The motivation behind the development of 

institutional logics was to move away from conceptualization of individuals, 

organizations, and states as rational actors removed from their social contexts. These 

rational actor perspectives "that make individuals primary tend, at the extreme, to become 

open-ended solipsistic, and voluntaristic approaches in which the entire world is 
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renegotiated in every social interaction" (p. 241). At the same time however, they argue 

that within new institutionalism there is a tendency to over socialize actors to the point 

where they cannot rationally act upon their interests, but also cannot even recognize their 

interests. 

To overcome the dichotomy between rational actors and the over-socialized dupe, 

Friedman and Alford assert that a definition of institutions must conceptualize institutions 

as being both symbolic and material, and that the most important institutions have a set of 

central logics that are both defined by a set of material practices and symbolic 

constructions. Consequently, institutions are defined as "symbolic systems that have 

nonobservable, absolute, transrational referents, and observable social relations which 

concretize them. Through these concrete social relations, individuals and organizations 

strive to achieve their ends, but they also make life meaningful and reproduce those 

symbolic systems" (p.249). Thus, social relations always have instrumental and ritual 

content. It is the institutional logics, however, that defines an institution's content, which 

in turn makes it possible to explain interaction between social relations and their effect of 

the behavior. Consequently, individuals can use social interaction to manipulate and 

reinterpret symbols and practices. This agency when combined with the existence of 

multiple logics within a society, results in overlapping logics and conflict among the 

logics. These contradictions then become an important source for institutional change. 

Although Friedman and Alford's 1991 article is often cited as conceptualizing 

institutional logics, there is a strong correspondence with many of the concepts that were 

established a few years earlier in Jackall's (1988) book that is rarely cited as part of the 
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institutional logic literature. The main focus of his book is not institutional logics but 

rather organizational decision making after the death of the Protestant ethic in the 

workplace. The new decision making process evolves around many ambiguities of a 

bureaucratic ethic that are largely determined by its social context. Consequently, it is the 

institutional logics that shape the appropriate action. This focus on individual decision 

making creates an institution within the organization that is embedded in the larger 

society. He defines institutional logics as the "complicated, experimentally constructed, 

and therefore contingent, set of rules, premiums, and sanctions that men and women in a 

particular context create and re-create in such a way that their behavior and 

accompanying perspectives are to some extent regularized and predictable" (p. 112). He 

goes on to describe institutional logics as "the way a particular social world works; of 

course although individuals are participants in shaping the logic of institutions, they often 

experience the logic as an objective set of norms" (p.l 12). 

The institutional logics available to actors are determined by their positions in the 

social structure and the social group to which they are interacting with. For subordinates, 

these logics include the following principles "never embarrass your boss," "never stay in 

one job too long," "always follow your boss's cues," and "avoid making decisions, but 

appear willing to take risks" In contrast, managers operate by a different set of logics 

such as "always have a subordinate ready as a fall guy," "always back your people," 

"separate yourself from the negative consequences of a subordinate's actions," and "admit 

a mistake only when it prompts concessions from adversaries." When executives deal 

with outside entities they evoke different logics. When talking to the general public they 
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will evoke the logic of corporate responsibility, whereas when addressing shareholders 

they will evoke the logic of efficiency and return on investment. 

The motivation behind evoking all of these logics is self-interest. Thus, "when 

one encounters a troublesome problem that must be addressed, one strips away its 

emotional and stated moral aspects and asks what outcome would be most congruent with 

institutional logic and of advantage to oneself and to one's social network" (p.124). 

Consequently, the contradictions among the logics often require the actor to resolve the 

tension among the institutional logics by creating cover stories that are an attempt to 

simultaneously uphold all of the logics and their own self interests. Ultimately, Jackall's 

limited use and promotion of the term institutional logic resulted in him getting little 

recognition for his identification and definition of institutional logics. 

A home or boundary was established for institutional logics with the creation of 

the term institutional field, which has been defined as a group of organizations that 

constitute an area of institutional life that is composed of key suppliers, customers, 

regulatory agencies, and other organizations that produce similar services or products 

(DiMaggio and Powell 1983:143). This definition of institutional fields creates a wider 

sphere of analysis than the focus on just an industry by requiring the analyst to consider 

the broader organizing principles of organization's suppliers, customers, and regulators. 

This broader sphere of social interaction that forms and transforms boundaries of 

institutional fields into areas of institutional life, however, still produces sector-centered 

research just as organizational ecology that is focused more on core technology (Anand 

and Peterson 2000, Haveman and Rao 1997, Leblebici et al. 1991). Although some 
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researchers have conducted societal level research on institutions, most of this research 

has focused on particular sectors across multiple societies and labeled the society as 

having a particular logic (Biggart and Guillen 1999, Dobbin 1994). Ultimately, 

institutional logics are more often associated with an industry-centered institutional field 

rather than a society. 

The use of the institutional logic concept in empirical literature has largely been 

ignored when compared to other elements of the cultural-cognitive institutional 

perspective. Scott (2001) presents the most comprehensive synopsis of cultural-cognitive 

institutionalism, but institutional logics only comprise several pages in his book. This is 

an indication of institutional logics' degree of prominence within the broader theoretical 

perspective. In contrast, researchers in the field of political sociology tend to be more 

sensitive to schemas, rhetoric, and social construction processes that lead to institutional 

change (Clemens and Cook 1999, Swddler 1986). For example, Clemens (1997:49) refers 

to a person's "organizational repertoire" as templates, scripts, recipes, or models of social 

interaction, and that there are "logics of appropriateness" that specify who should use 

what script or template for what purpose. Similarly, Stryker (2000) in her study of 

governmental institutions explores the multiplicity of contradicting and competing 

institutional logics that are present in the legitimation process. There has been some 

exemplary research in organizations; however, that fully leverages institutional logics as 

an analytical tool. These exemplary studies are reviewed below. 
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Exemplary Studies Utilizing Institutional Logics 

One of the most extensive analyses of institutional logics using interviews to 

construct the logics was conducted by Rao et al. (2003) in their study on the institutional 

change in French gastronomy. They utilize social movement theory to understand a 

cultural change that resulted in chefs abandoning the classical cuisine for the nouvelle 

cuisine. They argue for the mutability of logics rather than exogenous forces for 

facilitating institutional change in the profession. The classical logic viewed the role of 

the chef as being restaurateur, but rarely the owner and never the cook. The waiters cut 

and served the dishes. This logic required an extremely long menu of all of the classical 

dishes. In contrast, the nouvelle logics established the chef as the center of the operation. 

He was an innovator, creator, and owner, whereas the role of the waiter was minimized. 

In addition, the long rigid menu was dropped for a shorter menu with an emphasis on 

freshness that allowed the chef to be more creative. 

The mutability of the classical cuisine logic occurred as it interacted with the 

changing logics within the broader social sphere. Tension developed between the 

classical logic and the new logics developing in similar fields such as literature, drama, 

and film. These logics developed in the broader social sphere of students protesting the 

Vietnam conflict in particular, but in general it was a protest against an authoritarian 

system. This movement was labeled the anti-school movement as it sought to establish 

more freedoms to be creative in the arts and to facilitate spontaneity and audacity. The 

new freedoms embedded in these broader social logics allowed the chefs to assert more 

freedom and control within their sector. 
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A concomitant of the authors' infusion of the social movement literature is a 

central position for the strong rational actor. The mutation of the classical cuisine logic 

into the nouvelle cuisine logic is achieved not by blind copying or diffusion, but rather by 

a handful of powerful actors. In addition, the less powerfiil actors are presented as 

rational actors waiting to jump onto the bandwagon when it is clear that the new logic is 

destined to become the dominant logic. Consequently, they recast diffusion as being a 

social construction of identity rather than a blind transfer of information by a group of 

social dopes. Their interviews were used to illustrate that this change in the cuisine logics 

had nothing to do with a market driven solution but rather was a matter of chefs 

embracing the new logics in the broader society to socially construct a new identity. 

In a second exemplary case study, Thornton and Ocasio (1997) and Thornton 

(2004) conducted a study that focused on executive succession in the higher education 

publishing industry. They argued that a shift from the editorial logics to the market logic 

resulted in different determinants for executive succession. Under the editorial logic there 

was more of a focus on author-editor relationships and internal growth, and thus 

executive succession was determined by organizational size and structure. In contrast, the 

market logic emphasizes issues of resource competition and acquisition growth, and thus 

executive succession is determined by the product market and the market for corporate 

control. 

Thornton and Ocasio define institutional logics to be the "socially constructed, 

historical pattern of material practices, assumptions, values, beliefs, and rules by which 

individuals produce and reproduce their material subsistence, organize time and space. 



53 

and provide meaning to their social reality" (1997:806). Thus, they view institutional 

logics to be both material and symbolic, and as being composed of both the tangible 

practices and behaviors that can be seen and the underlying values and beliefs that 

support these actions. 

An important theoretical aspect of this article is its integration of multiple levels 

of logics. They argue that institutional logics shape power in organizations through a set 

of mechanisms that operate at the societal, organizational, and individual levels. The first 

mechanism asserts that "meaning, appropriateness, and legitimacy of various sources of 

power are shaped by the rules of the prevailing institutional logics" (1997:806). Thus, 

institutional logics provide the basis and justification/legitimation for the criteria by 

which power is distributed within an organization. The second mechanism is that 

"institutional logics determine what issues to attend to in controlling and rewarding 

political behavior" (1997:806). This mechanism asserts that actors making decisions in 

complex environments must deal with a great deal of ambiguity and have cognitive 

limitations that prevent them from fully analyzing all potential options. Consequently, 

institutional logics provide the rules that elevate particular options and issues above 

others. Therefore, the actors are able to focus their attention on a more manageable set of 

options and issues. The third mechanism is "the assumptions, values, beliefs, and rules 

that comprise institutional logics determine what answers and solutions are available and 

appropriate in controlling economic and political activity in organizations" (p.806). 

Consequently, institutional logics also determine the appropriateness and likelihood that 

rewards will accompany particular solutions. In order to distinguish the extent to which 
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institutional logics used these three mechanisms shape power in organizations, the 

authors used both qualitative data from thirty interviews and quantitative data from 

archival sources and telephone interviews. 

In a third exemplary case study, Haveman and Rao's (1997) study of the thrift 

industry, they argue that institutional logics are embedded in organizational forms in 

what they described as the duality of organizational form and institutions. Organizational 

forms are comprised of membership rules, governance structures, financial-

intermediation technologies, and products, whereas institutional logics consist of the 

norms, ways of thinking, and rules that constituted their theories of moral sentiments. The 

duality of organizational form and institutions results in a recursive relationship where 

the organizational form determines the fate of institutions because institutions are 

rendered material by organizations that shape human behavior and the subsequent 

persistence of the institution. At the same time however, it is institutions that provide 

legitimacy to organizational forms by validating their goals and organizational structures. 

Thus, there is a reciprocal relationship between organizational forms and institutions. 

In the case of the thrift industry, this reciprocal relationship prevented various 

types of thrifts from adapting to the changing envirormient of the Progressive movement 

that pxorported that bureaucratic control is modem and that voluntary effort is rational. In 

this environment, the organizational forms of thrifts with the terminating and serial plans 

that were embedded with the institutional logics (theories of moral sentiments) of forced 

savings and mutuality were unable to adapt because adapting required the abandonment 

of the very logics the provided the foundation for the organizational form. Consequently, 
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thrifts with the serial and terminating plans closed while new organizational forms of 

thrifts emerged embodied with the logics of voluntary contributions and bureaucratic 

controls to foster trust among strangers. 

To the ecologists this case study of the thrift industry is an example of 

environmental selection trumping organizations adapting to the changing environment. 

To the institutionalists, this is more of a story of competing organizational forms and 

their embedded logics. In the reciprocal relationships that are prevalent between logics 

and forms where there is one logic for each form (rather than having multiple logics 

supporting an organizational form or multiple logics supporting a single organizational 

form) the organizational form and its embedded logic compete with other forms and their 

embedded logics. The organizational form and its embedded logic that ultimately loses 

this competition are both unable to mutate. Consequently, the principle duality of 

organizational form and institutions dooms the losing forms to extinction in institutional 

fields that are dominated by strong technical pressures and strong institutional pressures 

where the strong technical pressures make change necessary, but the strong institutional 

pressures make change vinlikely. 

In a fourth exemplary case study, Scott et al. (2000) study the healthcare industry 

in the San Francisco bay area from 1945 to 1995. They argue that there have been three 

distinct institutional environments during this period. The first period from 1945 to 1965 

is labeled as the period of professional dominance. During this period, state authority 

supported the professional bodies that dominated the arena. The primary professional 

body was the AMA that had gradually gained power during the first half of the 20"* 
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century. The AMA stressed professionalization and specialization. Thus, physicians 

claimed that they were arbiters of medical quality. Consequently, the dominant logic of 

this period is the quality logic. Through the lens of the quality logic, the increasing cost 

of healthcare was interpreted as an increase in quality of healthcare. 

The second period from 1966 to 1982 is labeled as the federal involvement 

period. During this period, the federal government became a major player in the industry 

with the implementation of Medicare and Medicaid programs. The passage of the 

Medicare/Medicaid act was driven by the argument that there were many poor and 

elderly people who had limited access to healthcare. Thus, this period is dominated by the 

equity logic. This logic, however, placed an increasingly heavy demand on the system, 

not only in the terms of new patients, but also in encouraging a wider range of services. 

Consequently, through the lens of the equity logic the increasing costs began to be 

interpreted as a sign that the welfare state was out of control. 

The third period from 1983 to 1995 is labeled as the managerial control and 

market mechanisms period. During this period, there is a shift toward deregulations that 

facilitate the development of large firms that exist in markets. This change occurred in 

conjunction with the rise of the market enthusiasts who came into dominance during the 

Reagan years. This focus on markets resulted in the emergence of the efficiency logic. 

This logic couched the healthcare debate in economic terms that emphasized limitations, 

constraints, competition, markets, and tradeoffs. Consequently, the efficiency logic 

interprets rising healthcare costs as something that needs to be controlled by firms in 

competitive markets. 
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Critique of Institutional Logic Literature 

as an analytical tool, institutional logics are under utilized in the organizational 

literature. The four exemplary studies presented above, however, provide evidence of an 

emerging structure in which to use institutional logics in research. There are four 

dimensions of this structure. First, institutional logics are used to explain and indicate 

institutional change. Thus, a change in logic equals a change in the content of the 

institution. This was evident in the Scott et al. study of the healthcare industry where each 

period is defined as being a unique institutional environment and assigned a dominant 

logic. Second, changes to institutional logics occur within wider spheres of societal 

change. The new nouvelle cuisine logic is driven by the broader anti-school and anti-

authoritarian movements in France. The new bureaucratic logic in the thrift industry is 

driven by the broader progressive movement. Third, the institutional logics are embedded 

in industry-centered organizational forms and institutional fields. A consequence of this 

assertion is that although researchers identify logics as being driven by broader societal 

forces, the logic is still defined largely within the context of an industry. Thus, the 

nouvelle cuisine logic is only applicable to French cuisine. Four, industries/organizational 

forms/institutional fields can only accommodate one logic. Therefore, the research is 

always framed as a kind of competition between the old logic and the new upstart logic, 

and thus having one of the logics being labeled the winner and the other logic as the 

loser. 
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In contrast, the research presented in this dissertation breaks out of this cookie-

cutter mold. First, rather than always correlating changes in institutional logics as 

changes in institutions, I assert that changes in logics may result only in changes in 

strategic action. Second, in addition to institutional logics being influenced by the society 

within which they are embedded, I argue that there is a diffusion of logics from the global 

environment that shape a society's logics and thus institutional logics. Third, although 

institutional logics are embedded in organizational forms and institutional fields that are 

typically centered on industries, I argue that the definition for organizational forms can be 

expanded to include ownership structures (SOE, private, joint venture, and business 

group). As a result, the logics associated with these ownership structures are applicable 

across all industries. Four, since logics are at the societal level and shaping action within 

an industry, the logic of a particular industry/organizational form/institutional field is 

really largely a composition of the societal logics. Since there are multiple logics there is 

not only competition among the logics, but also cooperation and synergies that develop 

among the logics. Consequently, it is a much more complex and dynamic environment 

than what has been depicted in the extant literature. 

ORGANIZATIONAL FORMS 

The term "organizational forms" is used in several different ways. Regardless of 

the maimer in which the term is used, it is often difficult to determine the boundaries of 

what makes one organization part of any particular category of organizational forms. This 
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process is further complicated when applied to China where organizational forms often 

diffuse from the global environment rather than emerge. To simplify this literature it is 

best to think of several classifications of organizational forms. First, organizational form 

is sometimes used to refer to refer to the internal organizational structure of the firm (e.g. 

U-form vs. M-form). Second, organizational form is a term that has also been attached to 

the legal classification of the organization (e.g. partnership vs. corporation). Third, 

organizational forms have been used to distinguish firms' boundaries with relationship to 

the market (networks vs. hierarchy). Four, the most common means of distinguishing 

organizational forms is on the basis of a firm's industry (hospitals vs. banks). Finally, I 

assert that the most distinguishing categorization of organizational forms for China's 

capital scarce enviroimient is ownership structure (e.g. state-owned, private, joint 

venture, and business group). These various classifications of organizational forms are 

discussed below. 

Internal Structure of Organizational Forms 

Organizational forms based on internal structures examine the organization of the 

firm as viewed from the inside and is typically focused on the firm's organization chart. 

The majority of this literature is aimed at optimizing the firm's organization in an attempt 

to maximize either internal efficiencies or organize the firm's internal structure to 

succeed in a competitive environment. Research that focuses on efficiencies look at 

resolving organization problems such as information flows (Borland and Eichberger 

1998). This approach is interested in determining whether a matrix organization is more 
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efficient than hierarchical structures, whether functional or divisional groupings are more 

efficient, and the optimal degree of decentralization (Harris and Raviv 2002, Maskin et 

al. 2000). Research conducted under the theoretical banner of new institutionalism, 

however, never assumes that internal structure of organizational forms create a basis for 

increasing efficiencies. Instead, new institutionalists assert that firms adopt organizational 

forms based on the norms and cognitively taken-for-grant-it beliefs (Fligstein 1990, Ruef 

and Scott 1998). 

There is also a branch of research on internal organization forms that focuses on 

internal structures that will produce successful strategies in a competitive environment. 

Consequently, this literature examines how the internal organization of a firm can best 

respond in its environment. Osbom (1998) argues that the dynamic environment requires 

that the firm organize itself to avoid the "agility paradox" by developing a productive 

balance between having the flexibility to seize new opportunities and having stability to 

ensure its long-term survival. Based on his research of regional management teams at a 

large consumer goods company, he asserts that interactive controls and semi-formal 

information systems can be combined to increase the agility of a distributed organization 

while maintaining the stability of knowledge shared across organizational sites. 

Chakravarthy and Gargiulo (1998) assert that there are new organizational forms to 

promote bottom-up entrepreneurship and develop a cooperative network that allows their 

entrepreneurial ideas throughout the organization. To fully transition to a more open and 

participatory organization of this type, however, the transition must be made with 

authoritative leadership. Brammer and Millington (2003) research how organizations 
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respond to active stakeholders by altering their organizational structure and a 

redistribution of responsibilities to expedite its interaction with stake holders. 

Legally Defined Organizational Forms 

Legally defined organizational forms examine the organization of the firm from 

the outside. From this vantage point, researchers see boundaries of the firm and its legal 

forms interacting with the broader environment. Theoretically, researchers are divided on 

the extent to which firms are acting strategically. When evaluating the legal form of the 

firm researchers see tactical and strategic action. Tactical action occurs when accountants 

and lawyers work with the owners to decide how to balance control, risk, and taxation 

issues. In general, proprietorships provide more control, but the owner incurs more risk 

(Desai et al. 2001, Fay 1998, Karl 1999). Corporate forms reduce risk but the owners will 

not be able to maintain as much control. The choice of legal forms can also be part of 

broader strategies. Choosing a franchising organizational form can facilitate the firm's 

market penetration (Shane 1996). Banks will open subsidiaries in nations that have large 

foreign direct investment (FDI) and branches in nations with less FDI (Miller 1998). 

Sometimes the legal form is an existing condition that sets future strategy. This was the 

case of the insurance mutual firms that are better suited to compete in selling personal 

insurance rather than commercial (Cummins et al. 1999). 

An additional aspect of the legal form is the distinction drawn based on an 

organization's claims to profits that results in the classification of organizations as being 

either for-profit or nonprofit organizations. The main argument for this division is that in 
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addition to the legal distinction, for-profit firms that distribute their profits to 

shareholders are driven to increase efficiency in order to maximize profits, whereas 

nonprofit firms that either retain their surplus or give it to other charitable organizations, 

and thus reduces incentives for efficiency (Alchian and Demsetz 1972, Alchian 1987, 

Simon 1987, Weisbrod 1998). Some empirical research argues that nonprofits not only 

maximize profit, but also maximize social welfare and preferred inputs (e.g. handicap 

employees (Steinberg 1993). In addition, research as shown that nonprofit organizations 

are largely driven by the desire to obtain resotirces and increase efficiencies to lower 

expenses just like for-profit firms (See Galaskiewicz and Wolfgang 2003 for review). On 

the other hand much of the research has revealed that there isn't any difference between 

the two organizational forms (e.g. Clarke and Estes 1992, Mauser 1998). The best 

explanation for the similarities and differences between these organizational forms is not 

their legal form of for-profit or nonprofit, but rather by the structural conditions and 

institutional frameworks of each distinctive niche (Galaskiewicz and Wolfgang 2003). 

Market Relationship Organizational Forms 

A broader approach to defining organizational forms has emerged from the 

organizational boundary literature that is focused on the strategic advantages that can be 

gained by employing different organizational forms. In his transaction cost theory, 

Williams (1985) asserted that firms make strategic choices about the boundary of the 

firm, and that there is a general tradeoff between including business activities in the firm 

(hierarchy) and purchasing them in the market. Williams' assertion that network 
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organizational forms were a hybrid of markets drew much criticism as Powell (1990) 

argued that it was neither a market or hierarchical form but rather a distinct form of 

organization. As the network/strategic alliance form has become more prevalent a whole 

new set of strategic literature has grown (Gulati et al. 2000). This literature has examined 

the strategic advantages gained from many network forms such as joint ventures, supply 

chains, R&D consortia, and industrial districts (Brown and Hendry 1998, Doz et al. 

2000). 

Industry-Centered Organizational Forms 

The industry-centered organizational form is the most commonly used definition 

in sociological literature Organizational form is a term that is most often used by 

ecological scholars to denote a set of organizations that use similar core technologies 

(Hannan and Freeman 1989). This focus on technological factors has made the defining 

of what is an organizational form a complex process (Ruef 1999). Consequently, the 

examination of health care sector can generate forty-eight distinct organizational forms 

within the organizational community (Ruef 2000). In reality, these forty-eight 

organizational forms appear to resemble sub-sectors of the health care industry. Likewise, 

the emergence of new organizational forms, such as the consumer watch dog 

organizations, appears to be more the rise of a new service sector (Rao 1998). Thus, the 

difficulty of defining organizational forms by classifying each organization based on its 

core technology has often resulted in researchers begiiming with a presupposition that a 

sector constitutes an organizational form (Ruef and Scott 1998). This presupposition does 
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not exclude a socially embedded cognitive definition of exactly who is one's competitor, 

but even this analysis still produces a sector-centered organizational form (Porac and 

Thomas 1990). Consequently, the ecological perspective has become more concerned 

about the formation of new sectors than the processes and rules that develop within the 

organizations that constitute the organizational form. 

This sector-centered focus research that is generated by industry-centered 

definition of organizational forms within the ecology theoretical perspective (and by 

definitions of institutional fields in cultural-cognitive institutionalism) is not necessarily 

wrong, but these definitions do shape the type of research that is conducted. These 

socially constructed cognitive frames that were developed in the U.S., however, should 

be questioned before exporting them to diverse environments such as China that are 

composed of very different organizational forms and institutions with very different 

historical legacies. 

China is a nation with institutions, organizations, and historical legacies that are 

quite different from those in most Western nations. In the U.S., its large private sector 

and supporting institutions are essential in shaping organizational forms around sectors. 

China's large public sector and weak institutions, however, must call into question 

whether organizational forms are still sector-centered. Before the reforms that began in 

the 1980s, China was a planned economy with the state owning and controlling all firms. 

Consequently, it seems meaningless to talk about core technologies, customers, and 

supphers when there are no strategic actors pursing profits in a market system. Even 

though China's business environment has changed dramatically since then with the 
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development of markets and strategic actors pursuing profits even in the state-owned 

firms, there is still reason to be cautious in using sector-centered organizational forms 

because Chinese firms are highly diversified across many sectors and engaged in global 

supply chains that transcend institutional fields (Fligstein 1990, Westney 1993). 

Ownership Structure Organizational Forms 

The application of Western theoretical and methodological constructs to China's 

environment is challenging for two reasons. First, China's markets and supporting 

institutions are underdeveloped in several aspects. Historically the legal entities in the 

U.S. were not well defined until the later half of the 20^ century (Horwitz 1992). In these 

early periods of development the legal definitions were vague enough that it is difficult to 

assert any strategic decision making to the choice of any particular legal form 

(Lamoreaux 1998). If this was true in the U.S. during early development periods, it is 

even truer in China today with its underdeveloped legal and taxation systems. 

Consequently, it would not be prudent to focus strictly on legal forms in China. Instead it 

would be better to focus on the organizational forms that are more structural and social in 

nature. In addition, China's markets must be viewed as being geographically fi-agmented, 

which is probably not different than the U.S. markets in the 19'^ century. Associated with 

the underdeveloped legal institutions and fragmented geographical markets are the 

underdeveloped capital markets. Without strong legal institutions it is difficult for capital 

markets to develop. As a whole, the underdeveloped markets and institutions results in a 

simpler organizational structures. Ruef (2000) classified 48 different organizational forms 
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within the healthcare sector in the U.S. In contrast, Ruef would probably only find four or 

five organizational forms in China's health care sector. 

Second, societies in transition from planned economies are likely to generate 

unique organizational forms that are somewhat path dependent (Nee 1992, Williams and 

Balaz 2002). The most apparent aspect of the path dependency is the continued existence 

of state-run firms including the non-market driven state-run banks. Under China's legacy 

of state-run firms, the state banking system has traditionally provided the SOE's with 

capital, although many SOEs have been diversifying ownership, and thus reducing their 

access to capital (Li and Wu 2002). In addition, underdeveloped stock and bond markets 

have also resulted in Chinese firms not being able to obtain capital. Many private firms 

would like to issue IPOs in order to raise capital, but China's stock markets are not 

sufficient to facilitate all of the requests for new listings. Consequently, it has been 

politicized so that well-connected SOEs receive priority over private firms. Thus, private 

firms ustially consist of three to seven owners who combine their financial resources to 

establish a firm. In contrast, the joint venture organizational form was established in 

China as a way to completely bypass the banking system by facilitating the establishment 

of new firms by combining foreign capital with China's surplus labor (Luo 2000, Luo 

2001). The fourth organizational form is the business group. This form was originally 

adopted from Korea, but the form never included the capital function that played such a 

central role in the Korean chaebol. Initially, this organizational form facilitated the 

grouping of the government ministries individual factories into business groups. A 

leading firm would be designated as the parent firm and then would negotiate ownership 
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shares for the factories that would join the group. After the initial reorganization was 

completed, business groups evolved to play the role of banks by allocating financial 

resources throughout the firm by determining which existing member firms could best 

utilize additional capital (Keister 2000). In addition, part of the financial role and 

conceptualization of the business groups as a financial firm has resulted in the group 

seeking to reduce risk through diversification. Consequently, not only does the business 

group reallocate capital among its member firms, but it also seeks to obtain new members 

via acquisitions that diversify its portfolio of member firms in order to reduce risk (He 

and Lu 2002). 

These differences in China raise some theoretical and methodological issues. How 

does organizational ecology fit into an economic system that is composed primarily of 

diversified business groups? Can each member firm in each sector be evaluated 

independently of the parent? In addition, much of the literature focuses on emergent 

organizational forms. In China, however, organizational forms are more a result of 

diffusion of other organizational forms. Consequently, do diffused organizational forms 

differ from emergent organizational forms? These questions require analysts doing 

research in developing nations to consider alternative organizational forms and 

institutional fields than are typically used when analyzing the U.S. and other developed 

nations. 
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SOCIAL CONSTRUCTION 

Theoretical Roots 

A comprehensive theoretical framework for China must encompass mechanisms 

to account for both China's unique characteristics that have evolved over its five 

thousand year history and the influence of the broader global environment in shaping its 

recent economic reforms over the past twenty-five years. This broad theoretical 

framework was presented in Figure 1.2 in Chapter 1. The global capitalism box at the top 

reflects the world society perspective that focuses on the diffusion of global culture 

(Meyer et al. 1997). Culture has become increasingly global and forms a transnational 

legal order that operates in autonomous nation-states (Robertson 1992, Berman 1988). 

World culture and international institutions are the apparatus that shape actions of nation-

states, firms, and individuals (McNeely 1995,1998; Strang 1990). These international 

institutions facilitate the diffusion of global values by establishing rules, setting 

standards, and transmitting principles that are replicated within each nation-state's 

institutions (Boli and Thomas 1999). Even though the values are universal and diffuse 

downward, conflict still results from the internal contradictions that exist among the 

global values and principles (Boli 1999). 

Similarly, diffusion is also prominent within institutional theory and many 

empirical studies have been conduct on diffusion of ideas, norms, and rules (e.g. Tolbert 

and Zucker 1983). The cultural-cognitive branch of institutional theory, however, was 

founded by merging concepts from cognitive theory, ethnomethodology, and 
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phenomenology and cultural studies (see Scott 2001:37). This foundation created a focus 

on cognitive processes, symbols as both internalized beliefs and externalized frameworks, 

the production of culture, social construction, production of social knowledge and 

meaning, sense making, and common-sense knowledge. All of these cliches are intended 

to be incorporated into the local-global diagram in the term "social construction." 

Although the cultural-cognitive branch of institutional theory was intended to 

highlight the social construction process (See DiMaggio and Powell 1991:15-20), the 

focus has shifted away from social construction to institutional content and outcomes in a 

manner similar to what was critiqued nearly 20 years ago in the social movement 

literature by Snow et al. (1986). They asserted that: 

The most striking shortcoming is the tendency to gloss questions 

concerning the interpretation of events and experiences relevant to 

participation in the social movement activities and campaigns. Too much 

attention is focused on grievances per se,... to the neglect of the fact that 

grievances or discontents are subjected to differential interpretations 

across individuals, social movement organizations, and time can affect 

whether and how they are acted upon, Both the psychofiinctional 

approaches do so by assuming an almost automatic, magnet-like linkage 

between intensely felt grievances and the susceptibility to movement 

participation. Lip service is given to subjective/interpretative 

considerations, but they are rarely dealt with thoughtfully or 

systematically" (p.465). 
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This quote highlights the tension between the over-socialization and under-socialization 

of action where the content (grievances) automatically results in the outcome 

(participation). Similarly, the cultural-cognitive branch of institutional theory also moved 

away from the actual social construction and subjective/interpretive processes by making 

the social construction process a black box of cliches. 

Although the world society perspective de-emphasizes the social construction that 

occurs when international norms, values, and logics collide with a nation's unique set of 

norms, values and logics, the local-global theoretical diagram makes social construction 

central to the theoretical framework by highUghting the interaction between international 

logics and organizational forms. The social construction process in the local-global 

theoretical perspective, however, provides a sharp contrast with the world society 

perspective that focuses on internal contradictions within global values, norms, and 

logics, rather than focusing on contradictions between the global logics and China's 

logics (Ahlstrom and Burton 2002). 

An additional reason why the social construction process is de-emphasized in the 

world society perspective is that the focus is more on nation-state the rather than the firm. 

This focus on functions such as education, environmental protection, and social welfare 

results in it viewing international non-governmental organizations as carriers of these 

values and logics (Frank et al. 2000, Meyer et al. 1992, Thomas and Lauderdale 1988). In 

contrast, the focus of the model presented above is on the firm, and therefore purports 

that the primary carriers are organizational forms with its embedded logics. 

Consequently, this model is most interested in how global logics and global 
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organizational forms interact with China's dominant logics and organizational forms to 

create a unique business envirormient. 

Although the local-global theoretical model incorporates aspects of the world 

society theoretical perspective, the core of the model is the social construction box that is 

grounded in the cultural-cognitive branch of institutional theory (Scott 2001). This 

theoretical perspective asserts that concepts of rationality are socially constructed through 

stories, experiences, and social interaction (Berger and Luckman 1967). This social 

construction produces taken-for-granted "rational myths" or belief systems about cause 

and effect linkages that become the basis of perceived rational action (Meyer and Rowan 

1977; Scott 1983; Zucker 1977,1988). Embodied in these belief systems are sets of rules 

and procedures that that not only guide organizations in developing what are perceived to 

be the most efficient practices, but also provide the criteria by which the efficiency of 

organizational practices are evaluated. Consequently, these rules may or may not match 

objective realities concerning organizational efficiency. Early institutional theory often 

purported that there was little agency and that the socially constructed belief systems 

worked against efficiency (DiMaggio and Powell 1983). More recent research has shown 

that agency and power are prevalent in the social construction process and that the 

resulting belief systems can actually be a source of efficiency (Edelman et al. 1999; 

Greve 1996, Haveman 1993; Hoffman 1997). 
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Extant Literature 

There are few studies that deeply engage the social construction aspect of the 

cultural-cognitive branch of institutional theory. One study by Edelman et al. (1999), 

however, attempts to give social construction a primary position in a case study of the 

equal employment opportunity grievances procedures. They argue that organizations and 

professions struggle to construct rational responses to law. This construction occurs as 

actors develop stories appearing similar to the appeals available in the public legal 

process. Overtime, organizations began to develop internal grievance procedures that 

mimic the legal grievance procedures. Based on a content analysis of federal Title VII 

cases, they determine when the legal defense of having an internal grievance procedure 

was first legitimated as a valid defense. The legitimation of this defense was the covirt 

conferring legal and market benefits upon the internal grievance organizational structure 

that began as gestures of compliance. Thus, the social construction process preceded the 

market rationality of implementing internal grievance procedures in order to avoid costly 

settlements. At the same time courts were active participants in the social construction 

process in determining exactly what organizational structures would constitute a 

legitimate legal defense. Thus, their study suggests that socially constructed rationality 

can eventually produce tangible benefits as courts begin to recognize and legitimate 

organizational scripts and practices that are valid defenses against liabilities. 

One of best examples of research that focuses on the social construction process 

was research conducted by Barley (1986) that examines changes in the social structure of 

radiology departments as they implemented new CT scanners. The introduction of the 
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new technology altered established scripts and the associated activities that governed 

interactions among radiologists and technicians. Barley utilized content analysis to show 

how the introduction of the same technology in two different departments led to 

divergent forms of organization. This divergence resulted from different actors deploying 

different scripts in different social construction processes. 

CHINA CHARACTERISTICS 

China has a long five thousand year history that figures quite prominently in the 

social identity of Chinese. Dviring this period, Chinese society has developed many 

unique aspects that are often identified by Westerners coming in from the outside. Some 

people would describe China as a society that is greatly influenced by its Confucian 

heritage. From this perspective family (Liu 2003, Peng 2004), market (Lam 2003), and 

political institutions (Liu 2001) are all rooted in China's long history of Confiicianism. In 

contrast, I focus more on what is than where it came from, and thus use a rather short 

historical perspective by the standard of Chinese history. In addition, I narrow my focus 

to aspects of Chinese society that can be thought to be impacting strategic action in 

China. I have narrowed my focus to State institutions, informal institutions of personal 

relations (Guanxi), and the institutions (informal and formal) of regional identity and 

advantages. 

In general, all societies have some type of state institutions that shape the strategic 

action of a nation's firms. Whitley (1992a: 10) asserts that "What a firm is differs across 
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social contexts." In the West, the classical conceptualization of the firm is one in which 

ownership of capital is widely dispersed among small shareholders, but controlled by 

professional managers (Berle and Gardiner 1932). This stereotype, however, is not true 

on a global basis. In China, publicly-traded firms are more often controlled by a state or a 

family (LaPorta, Lopez-De-Silanes, and Shleifer 1999). Since it is generally accepted that 

the state-firm relationship varies across societies, it is not surprising to find a host of 

literature on China's state institutions with regard to the firm especially as it transitions 

from a planned economy where the state was the firm. This literature documents the 

historical evolution of the current state-firm logic. 

In China, some of the very first industrial enterprises were embedded in the state. 

The governor of Hebei province during the Qing dynasty established a cotton mill in 

Shanghai in 1878 and an armaments factory in Tianjin in the 1880s. During the following 

forty years there was dramatic growth in both the state and private firms. After the 

liberation in 1949, private Chinese and foreign firms where expropriated, and industrial 

development was pursued via state planning and state owned enterprises (SOE). In 1978, 

privatization began by replacing the collective farming with the household-responsibility 

system. This wave of privatization soon followed to the industrial sectors (Hughes 2002). 

During the 1980s, under China's economic reforms there gradually emerged three 

types of Chinese enterprises; the "non-marketized firm," the "marketized firm," and the 

"private firm" (Nee 1992). The marketized firms were those SOEs that fell outside of the 

domain of central planning, but still relied on the local government to gain access to those 

resources allocated by the central plan. These resources included access to labor, 
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commodities, and capital. The non-marketized firms were the SOEs whose state agencies 

controlled the pricing and supply of raw materials, capital, and finished goods. The 

privatized firms not only faced all of the same restrictions as the marketized firms, but 

also had to rely on informal credit sources at higher interest rates, limit the quantity of 

workers hired, and pay management fees in order to gain access to commodities. 

During the first half of the 1990s the quantity of marketized firms grew rapidly, 

and the category of non-marketized firms was left with only those industries that were 

deemed to be state priorities. Decentralization continued to reduce the central 

governments control and at the same time expanded the number of levels of local 

government enmeshed in economic activity. This process allowed the central government 

to reduce its direct investment in state firms and instead begin to focus on using fiscal and 

monetary policy to fine tune the economy as a whole (Boisot and Child 1996). In 

addition, the decentralization enhanced the ability of local governments to monitor, and 

thus enforce their interests on the firms (Qian and Xu 1993, Walder 1995). The interests 

of local governments, however, also included many non-financial interests such as: 

controlling the supply of outputs created for inputs into other production processes (Byrd 

1991), maintaining full employment (Guthrie 1998a), and the provision of housing 

(Walder 1992) and other social services (Bian 1994, Walder 1986, Whyte and Perish 

1984). These broader social interests competed with the financial interests of the SOE. 

During the latter half of the 1990s, the 1993 Company Law was implemented. 

This law provided the legal basis for the establishment of limited liability companies and 

joint-stock companies. Although the state remained the legal owner of the firm, the law 
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defined the independent roles of management, the board of directors, and the governing 

board (Pigott 2002; 433). Since this legal separation began in 1997, approximately half of 

all SOEs had been incorporated by 2002, and the process should be completed by 2005. 

The modification of the formal organization of the firms, however, has produced few 

substantial results. The state orchestrated consolidations, which require weaker SOEs to 

merge with the stronger, continue to be prominent in the airline, rare-earth, power, and 

telecom (Lardy 2002; 153). Top managers are often appointed by local authorities or 

political officials even in firms listed on foreign stock exchanges (Pigott 2002:36, 

Steinfield 1998, Tam 2002). In addition, property rights remain highly ambiguous. SOEs 

are in reality often owned by a collection of ministries at all levels of government. This 

continual lack of clarity concerning effective ownership of the SOE has resulted in 

"agents without owners" (Pigott 2002: 37). 

The state institutions are also clearly evident in the banking industry. State banks 

still provide loans to SOE at preferential rates. This preferential access to scarce capital 

has been at the expense of private enterprises that instead must rely on retained earnings 

or secondary loan markets at substantially higher rates. Although there have been 

attempts to reform the banking system, the banks still remain an arm of the state and are 

motivated largely by political rather than financial considerations when granting loans 

(Studwell 2002). 

There is disagreement concerning the future of the influence of state institutions 

over firms now that China has acceded to the WTO. The optimists assert that China's 

entrance into the rule-based WTO and an associated increase in competition will remove 
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favorable treatment for the SOE, and thus result in a more Western form of state 

institutions (Panitchpakdi and Clifford 2002). The pessimists, however, assert that 

bureaucratic institutions caimot be transformed overnight by signing a treaty (Studwell 

2002). Implicit in this argument is that formal institutions are socially embedded in 

cognitive processes that create informal cognitive institutions that are much more durable 

than the formal institutions. Thus, informal institutions must be present to ensure that 

formal institutions function properly. 

Over the past twenty years there has been a two-step process in defining the state 

institutions with regards to the firm. The first step of the process was the decentralization 

of SOEs through the establishment of the Contract Responsibility System. 

Decentralization transferred control to the local governments and allowed them to 

establish an even tighter monitoring of both the SOE and private firms. The second step 

in the evolution of the state-firm relationship was the adoption of the stockholder system, 

which legally gave firms an independent status from the state. These changes to the rules 

of the formal institutional structures, however, have not yet been able to dislodge the 

long-standing informal institutions that support the integration of the state and the firm 

(Tam 2002). Thus, there is ample literature on how the state institutions shape strategic 

action of the firm. 
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SUMMARY 

This Uteratvire review chapter focused on the five elements of the local-global 

theoretical perspective that was introduced in Chapter 1. Since this model is built from 

the existing principles of the cultural-cognitive institutional perspective, there is an 

abundance of extant literature on most of the elements. It was argued that the aspect of 

institutional logics is probably one of the most neglected areas of institutional literature. 

Thus, one of the contributions of this dissertation is its contribution to the institutional 

logic aspect of the literature. The local-global model will be continually referred to in the 

future chapters as each chapter focuses on the various aspects of this model. In the next 

chapter the focus will be on defining China's particular logics. 
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Chapter 3 

Methods 
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DATA COLLECTION 

My research was conducted on firms in Sichuan province in western China. This 

location was chosen because the majority of China research has been done on the coastal 

areas that have developed quicker than the inland areas. This variation in level of 

development between the coast and the inland is primarily due to the coastal areas being 

more suited for export. Consequently, export-oriented joint ventures have greatly spurred 

on the development of the coastal regions. The resulting disparity between the coast and 

poorer inland areas caused the government to implement a "go west" campaign in 2002 

in hope of attracting more foreign investment to the inland provinces in order to reduce 

the income inequality between the two regions. Thus, Sichuan is a province that lagged 

behind the coastal area during the 1980s and 1990s, but has recently become the focus of 

the new push to develop the inland provinces. This policy shift makes Sichuan a very 

dynamic province to study the social construction of organizational forms and 

institutional logics. 

In addition, Sichuan is particularly well suited for examining the global/local 

social construction because it is experiencing the transition to a market society in the 

context of domestic markets rather than foreign markets. Much of the literature on 

China's development focuses on China's rapid export growth, which is commonly 

attributed to foreign capital being combined with the low wages of Chinese workers to 

make China the world's low-cost producer. In contrast, the transition to a market society 

in Sichuan is more dependent on the development of the domestic market. Therefore, the 
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transition to a market society in Sichuan is likely to involve different processes than the 

transition that is occurring in the export oriented coastal areas. 

This research builds on the institutional theory perspective, which incorporates 

regulatory, normative, and cultural-cognitive systems (North 1990, DiMaggio and Powell 

1983, Scott 2001). These "three pillars" create a continuum moving from conscious to 

unconscious and from legally enforced to taken-for-granted (Hoffman 1997). Thus, the 

regulatory pillar focuses on regulations and rules that shape organizational structures, the 

normative pillar highlights the pursuit of accreditation and certification, whereas the 

cultural cognitive pillar emphasizes the common beliefs and shared meanings that 

influence action as well as the creation of regulations and rules. The research presented in 

this dissertation primarily uses the cultural-cognitive dimension of institutional theory 

because it is best suited for understanding institutional change and the development of 

new institutions as East meets West. 

Institutional logics are defined as socially constructed belief systems that are 

composed of future expectations, rational and trans-rational thought, signs and symbols, 

and values. These belief systems are a set of cognitive frames that allow actors to make 

sense of reality and provide them with a set of taken-for-granted organizing principles 

that facilitate the construction of choices, enhance efficiencies by limiting choices, and 

provide the cognitive frames by which actors select and implement a course of action 

(Berger and Luckmann 1966:53, Freidland and Alford 1991:243, 248, Thornton and 

Ocasio 1999:806). 
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To understand the rapid changes occurring in China as Western ideas converge 

with five thousand years of Chinese history, the cognitive-cultural dimension of 

institutional theory best facilitates analysis of the institutional logics that are emerging to 

shape strategic action. These emerging institutional logics are the dominant belief 

systems and their related practices that provide organizing principles and guidelines to 

the participants (Friedland and Alford, 1991). Ultimately, these logics constrain and 

shape strategic action by firms, and thus facilitate the coexistence of individual agency 

and structural influence as individual actors operate within the confines of China's 

institutions (Giddens 1979, 1984, Sewell 1992). Since the focus is on strategic action by 

actors who are constrained and enabled by their society's belief systems and organizing 

principles, the primary source of data for this research is interviews with these actors. The 

types of interviews conducted are outlined below. 

The data collection process for Chapters 4, 5, and 7 was to conduct interviews 

with managers and owners of firms in Sichuan from three industries. The food processing 

and pharmaceutical industries have been designated as Sichuan's "pillar industries," 

whereas the fiimiture industry has not received this designation. The interviews were 

conducted during the fall of 2002 at trade shows in Chengdu. Trade shows typically last 

about four days, and each interview typically lasted 30-40 minutes. I conducted 36 

interviews at the furniture trade fair (September 23-26), 35 at the food processing trade 

fair (October 11-14), and 33 at the pharmaceutical trade fair (November 2-6). There was 

a 90% response rate with only 12 firms refusing to be interviewed. About 85% of the 

interviews were conducted in Chinese and the rest were in English. Most of the 
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interviews that were in Chinese were done with the help of a translator to improve the 

richness of the data and the quality of the follow-up questions. 

The structure of the interviews followed a questionnaire that was back translated 

and pre-tested. The questionnaire contained questions on the general background of the 

firm and its associated business group, the four institutional logics, and firm governance. 

Although the focus of the interview was on the questionnaire, frequent follow-up 

questions were asked to understand why the interviewees chose the answer that they did. 

In addition, follow-up questions were used to clarify answers that appeared to be 

contradictory. Since the interviews were not recorded, notes were written on the 

questiormaires during the interview. 

The case study of a state-run Sichuan textile firm in Chapter 6 was written based 

on in-depth interviews with five employees that lasted a total of twelve hours. All five of 

the interviewees had been with the company for over 20 years. Four of the five 

employees interviewed were from the firm's two joint ventures and included two upper 

level managers, a middle manager, and a worker. The remaining employee was an 

accountant for the joint ventures' Chinese parent company. Four of the five interviews 

were recorded and transcribed. All of the interviews were conducted in Chinese, except 

the interview with the accountant from the parent company, which was conducted in 

English. Consequently, all quotes presented in Chapter 6 have been translated from 

Chinese into English except the quotes from the parent company accountant. In addition 

to the initial interview, some follow-up questions were submitted to the individuals at a 

later date via email. 
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All of the following chapters focus on societal level logics that exist in China. 

Therefore, the process by which these logics were identified is quite material to this 

dissertation. Since institutional logics are the taken-for-granted cognitive frames, they can 

be difficult to identify. After all, if they are truly taken-for-granted cognitive frames, then 

how can they be identified? In the reminder of this chapter, the three step process that 

was used to identify and verify the institutional logics is described and implemented to 

demonstrate how China's four prominent institutional logics were identified. 

INSTITUTIONAL LOGICS IDENTIFICATION OVERVIEW 

The first step in identifying institutional logics is to enter a sphere in which the 

institutional logics are socially constructed. Since the goal was to identify society level 

logics, news periodical were chosen as the sphere of social construction because they 

provide quotes from decision makers as well as framing by the journalists. If the goal 

would be to identify institutional logics within a particular institutional field, then it 

would be better to focus on field specific periodicals. 

The degree of difficulty in identifying "taken-for-granted" institutional logics is 

inversely correlated with the degree of conflict a particular logic has with other logics. 

When logics come in conflict with other logics they come to the surface where they are 

more visible. In contrast, logics that are not in conflict with other logics and are more 

taken-for-granted are more subtle and more difficult to identify. In fact the only way to 
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identify a logic that is deeply embedded may be to compare logics cross-culturally to 

identify which logics take the place of a logic in other societies. 

The second step in the procedure is to search the academic literature for support 

of the institutional logics identified in the first step. Not surprisingly, the more logics 

come in conflict with other logics the more academic literature there is for these logics. 

Thus, there is a substantial literature on some logics, but less on others. The weakness of 

this step in the identification process is that it may be possible to find some support for 

any institutional logic that is inductively derived in the first step. This weakness can be 

rectified in the third step. 

The third step is to examine a particular academic field of literature on China and 

determine how frequently researchers identify or consider the institutional logic as an 

important variable in their analysis. By analyzing a complete body of literature, the 

analyst can determine the extent to which the logic permeates the literature. The existing 

body of literature, however, cannot be used to identify the logics because it is outdated. 

Even the academic articles published in the most current journal issues use data that may 

be several years old. In stable developed societies, this may not be a significant problem. 

In China's rapidly changing environment, however, the use of existing literature to 

identify institutional logics will prevent the analyst from identifying the newly 

developing logics. Thus, a logic's absence from the body of existing literature doesn't 

invalidate the logic that was identified in first step if there is evidence that this logic has 

just recently developed. 
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This three step identification process identified four prominent institutional logics 

in China. First is the state-firm logic which is the belief that the state should control 

economic activity. Although China's economic reforms have resulted in the state giving 

up a good deal of control, it is still commonly believed that the state should be quite 

influential in coordinating economic activity. Guanxi is the second institutional logic. 

This logic is the belief that personal relationships are the best means for organizing 

economic activity. The third institutional logic is regionalism, which is the belief that 

provincial and local governmental officials and/or geographical characteristics facilitate 

the active or passive protection of local firms. From the perspective of the local firm, 

however, this logic can be defined as the belief that local and provincial jurisdictions 

have the responsibility to protect local firms from outside competition. The fourth logic is 

the production-finance logic, which encompasses the beliefs that bigger is better and that 

the firm is a portfolio of assets that should be managed to reduce risk. 

The first three of these logics can be conceptualized as being indigenous logics. 

The state-firm, guanxi, and regionalism logics can be shown to have deep roots in 

Chinese history. In contrast, the production-finance logic is a very new logic that was 

nonexistent until the mid-1990s. Consequently, China's environment is not only dynamic 

in the way that it applies pressure to old indigenous logics, but also in the way it 

encourages the development of new logics. 
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STEP 1: IDENTIFY INSTITUTIONAL LOGICS IN THE NEWS PRINT MEDIA 

The print media was used to identify China's societal-level institutional logics. 

The periodicals primary consisted of the South China Morning Post, Far Eastern 

Economic Review, Washington Post, and the New York Times. Over five hundred 

articles were collected between January 10, 2002 and April 30, 2002. The news articles 

were selected if they broadly represented how business is conducted in China. Atlas.ti 

software was used to consolidate and code these articles. 

The selected news articles were initially coded across many dimensions including 

industries, professions, organizational forms, social entities, social issues, finance issues, 

foreign business partners, strategies, provinces, legal institutions, and others. At the 

beginning, the coding was more concrete and descriptive in nature. For example, articles 

referring to new IPOs were coded as IPOs. Over time the coding began to include more 

abstract coding as repeated patterns were observed. Thus, a later article on IPO may be 

coded not only as an IPO, but also as a financial conceptualization of the firm. 

After reading all of these articles and coding them, many of the codes were 

consolidated. For example, there was a "Conftician" code and a "gwara:/" code. Since 

both of these codes represented relationship structures within society, the Confucian code 

was merged into the guanxi code. In the end, through an iterative inductive process four 

dominant institutional logics were identified to be shaping strategic action during that 

time period. Ultimately, these four societal level institutional logics appeared to best 

express the overall essence of conducting business in China. The state-firm and guanxi 



88 

logics were overtly present, whereas the regionalism and production-finance logics were 

more subtle and were ultimately constructed by consolidating codes. 

The state-firm and guami logics were easy to identify because they are often in 

conflict with global capitalism's assertion that economic decisions are made by rational 

economic actors within firms operating in efficient markets. Thus, many of the news 

articles referred to the state making decisions that are normally made by firms in the U.S. 

In addition, there were also many articles that mentioned the unique aspects of doing 

business in the guanxi dominated environment. In contrast, the regionalism and the 

production-finance logics were not in direct conflict with other global logics and thus 

were more difficult to identify. In fact, the only way to identify the production-finance 

logic was to be situated in a different set of institutional logics. Instead of China's 

production-finance logic, "core competency" is the logic or buzz word that symbolizes a 

firm's value in the U.S. Thus, if it wasn't for my U.S. socialization in the importance of 

"core competencies" that provided an alternate organizing principle, I would have never 

been able to identify this new institutional logic that is truly taken-for-granted in China. 

The four institutional logics are defined below along with some examples from a couple 

of articles that were used to identify the logic. 

State-Firm Institutional logic 

As defined earlier, China's state-firm logic is the belief that the state should play a 

significant role in organizing economic activity. This logic has weakened significantly 

since the communist party first came to power. In pre-reform China, the state was the 
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only firm. In the 21®' century, however, the state still maintains control over much of the 

economic activity. In the excerpts below, the italics were added to emphasize important 

sentences that relate to the logic being discussed. The following article illustrates the 

control that the state maintains over the media field, but also shows how this logic has 

been weakening. 

Those pressures have increased recently as the leadership has tried to 

clean up the media as well as the Internet in preparation for the congress. 

Mr. Ding, the propaganda chief, has initiated a system under which his 

department appoints all top editors at major newspapers. Errant reports 

generate a system of yellow warning cards; three cards and a newspaper 

risks being shut down. But most experts say it is an often futile battle, 

noting that China's growing diversity, as well as the sheer size of its media 

industry, make it difficult to patrol. "The wheels at the department turn 

much more slowly than those in the media these days," said a senior 

newspaper editor. "It is often now caught unawares by trends and 

unexpected events that there are no rules for governing." (New York 

Times - September 14, 2003) 

In this article, it is the state controlling the media field by appointing the editors at the 

major newspapers, which are usually owned by the state. This control, however, is 

weakening as the market economy has resulted in a plethora of new newspapers. 

The next article excerpt illustrates how the state can not only influence and 

control state-run firms, but also private firms. 
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Another vivid example of state capitalism is the way the government has 

boosted the fortunes of Sun and his huge Guanghui Enterprises. Sun 

boasts of the links between his company and the state. "Guanghui 

functions like a great state-owned enterprise," Sun said during an 

interview at his corporate headquarters in Urumqi. "We employ 20,000 

people. We pay 10 percent of all the taxes in Urumqi. Our social function 

in terms of ensuring stability is unparalleled. The big difference is that we 

make money." (Washington Post - September 29, 2002) 

In this article, it is Sun, the entrepreneur, who uses the state-firm logic to take advantage 

of the state's control over economic activity for his own advantage. In return. Sun argues 

that his firm promotes the overall well being of society more than SOEs. This article also 

provides a bit of framing by the writer. In the first sentence he describes this as an 

example of "state capitalism," thus, signifying his perception of a close relationship 

between the state and the firm. 

Guanxi Institutional logic 

The second institutional logic is ''guanxi." Guanxi is the Chinese word for 

"relationship" or "connections." The guanxi logic is the belief that economic activity 

should be organized around personal relationships. In the planned economy, guanxi was 

the principle means for allocating resources. The ability of a person to obtain goods such 

as housing, transportation, and employment was entirely dependent upon the person's 

connections with those authorities who had the power to distribute the good. Although 
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China's economic reforms have transformed China's planned economy into a market 

economy, it is still commonly believed that guanxi is still quite important for a firm to 

obtain resources. Just as the influence of the state may vary across operational areas, the 

importance of guanxi may also vary across operational areas. Therefore, guanxi may still 

be important for a firm to obtain capital, but not important to obtain raw materials, 

customers, and employees. 

The article below illustrates how guanxi is a strategy that is believed to add value 

to such an extent that firms that pursued this strategy have received a symbolic "red chip" 

label. 

Red chips are companies incorporated and listed in Hong Kong, 

but controlled by Chinese state-owned organisations or government 

bodies. Investors in the 1990s -were attracted to these "window" 

companies of municipal governments or ministries, figuring their strong 

relationships with the mainland would translate into lucrative business 

opportunities. .. Once feted for their superior mainland connections, or 

guanxi, red chips face mounting questions over their relevance as China 

prepares to open its economy further to foreigners following its entry into 

the World Trade Organisation last month. "The red chip companies were 

the spoiled kids of investors in the mid-1990s," said Keith Li, associate 

director of Daiwa Institute of Research. "But now interest in the counters 

is fading." (South China Morning Post - January 31, 2002) 
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This article also illustrates how the guanxi logic is fading. It is now no longer believed 

that guanxi guarantees the success of a firm. As this belief weakens, and interest fades the 

stock valuations also weaken. This article also illustrates how aspects of the global 

capitalism logic, such as free trade and open markets, is viewed to be in a direct conflict 

with the guanxi logic. 

The article below illustrates that guanxi is not only related with SOEs, but also 

private firms. 

"Even though Guanghui is a private company," Wang said that day, "the 

government's support of Guanghui and this project is unquestionable." The 

ceremony underscored one of the great dramas unfolding in China today: 

the Communist Party's attempt to balance expanding economic freedoms 

with its firm hold on political power. Concerned that more capitalism 

could lead to a desire for more political freedom, the party is courting 

China's entrepreneurs, making it clear that favors and political 

connections are the key to capitalist success in the People's Republic. 

(Washington Post, September 29, 2003) 

This article also exemplifies the conflict between global capitalism and guanxi. In 

Western societies, it is assumed that the success of a firm is determined by the market. In 

contrast, this article illustrates that it is still commonly believed by some that it is guanxi 

that determines the success of the firm. In addition, this article reveals that guanxi is more 

embedded within the political system than Chinese culture. 
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Regionalism Institutional logic 

The third institutional logic is the regionalism logic. The regionalism logic is the 

belief that provincial and/or local government officials or geographical characteristics 

create real boundaries or borders that facilitate the active or passive protection of local 

firms. Unlike the guanxi and state-firm logics that are rooted in the former planned 

economy, the regionalism logic is based in China's long 5000 year history. There is an 

old saying that "the mountains are high and the emperor is far away" {shan gao di huang 

yuan). Thus, even when China was united under strong dynasties, there was still a strong 

sense of local autonomy. This sense of local autonomy was furthered enhanced by the 

frequent disintegration of China into warring fractions that have frequently occurred 

throughout China's long history. 

Although, the communists' aspirations for a unified China and a centrally planned 

economy were originally welcomed by the people, the inefficiencies of the centralized 

planned economy eventually forced the central government to delegate control downward 

to the provincial and local governments. This decentralization made the local entities 

competitors as they tried to promote economic growth within their local jurisdictions. In 

addition, geographical locations gave coastal provinces a distinct advantage over inland 

provinces in attracting foreign investment. The end result has been fragmented markets 

and a large income disparity between coastal and inland areas. 

The article below illustrates how the regionalism logic constrains and shapes 

strategic action. 
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Top's 40-year-old founder and president Song Ruhua, who bought out his 

two partners in the early 90s, has a clear strategy to win those anticipated 

contracts: Setting up software parks around the country and establishing 

Top as a local company in each place. Explains Fang Ye, the group's chief 

operating officer: "Our taxes go to the local government. As far as they are 

concerned, we are investing there, and we are registered locally, so they 

treat us as a local company." The result, he says, is that "local 

governments will give us benefits compared to other companies." He adds 

that customers like getting service from a local company, too. Before the 

company set up a software park in the eastern port city of Ningbo in 2000, 

for example, it did annual business of just 3 million rermiinbi. Since 

setting up the park, armual business is closer to 40 million. (Far East 

Economic Review - September 19, 2002) 

Top Group used a decentralization strategy to present itself as a local company to 

each local jurisdiction that it desired to enter. This strategy is rooted in the belief 

that local goverrmients will give local companies special benefits. 

The article below illustrates the regionalism strategy of ignoring the 

central government and dealing strictly the local goverimient. 

The Chery, which is produced in Anhui province, is the top seller among 

the new brands so far this year. Chery sold 18,500 cars in the first five 

months of the year, up 220% on the same period last year. Geely, a 
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Zhejiang-based company that was founded in 1998, is also rising fast. It 

sold 30,000 cars last year. In the 1990s Beijing said it wanted to merge or 

shut down almost all of China's small domestic makers, leaving the market 

to a handful of large companies.. . But the rise of Geely and Chery is 

instructive. Both companies ignored Beijing's restrictions on new car 

ventures and with protection from their provincial governments went into 

production without an official licence. Once they were employing people 

and selling cars the central government had no option but to formally 

approve them, though Chery was forced to let domestic giant Shanghai 

Industrial Automotive Corporation take a 20% stake in the company. (Far 

Eastern Economic Review - July 4, 2002) 

When the mountains are high and the emperor is far away, the local governments can not 

only ignore the central governments legal requirements for registering firms, but also can 

protect its local firms from outside competition. 

Production-Finance Institutional logic 

Finally, the fourth institutional logic is the production-finance logic. This logic is 

an organizing principle for the firm which specifies the best organizational forms and 

strategies for a firm. In particular, the production-finance logic is the belief that bigger is 

a direct indicator of a better firm, and the belief that managers should manage their firms 

as a portfolio of assets with the goal of reducing risk. The first part of this definition is 
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evident in China's "Grasp the big, let go of the small" (zhua da, feng xiao) policy in the 

1990s. The objective of the policy was for the state to keep the larger SOEs, and release 

the smaller SOEs to market forces. The second part of the definition is manifested not by 

a particular policy but rather by a tendency of larger firms to view themselves as a 

portfolio of assets that needs to be diversified to reduce risk. Thus, the strategic focus of 

Chinese firms is not "core competencies" but rather reducing risk via the diversification 

strategy. 

The following article illustrates the type of firm that is believed to be best suited 

for competing with large multi-national corporations. 

Hua Lian has been merged with the Shanghai Friendship Group (which 

OAvns Lian Hua, China's second-biggest retailer and Mr Wang's biggest 

competitor), Number One Department Store and Shanghai Materials 

Group, to form Shanghai Bai Lian Group... making it 13th among 

China's top 500 companies and Shanghai's biggest corporation ... It 

includes five listed firms and is China's biggest retail and distribution 

group. The final decision for the merger was taken at a meeting on the 

afternoon of April 6, attended by senior managers of the four firms, top 

officials of the Shanghai government and was chaired by Feng Guoqin, the 

vice-mayor responsible for state assets. Officials said the main reason for 

the merger was to build a retail conglomerate strong enough to compete 

head-on with Carrefour, Metro and the other foreign retailers that have 
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been established in Shanghai, with Wal-Mart Stores due to arrive in 2005. 

(South China Morning Post - April 16, 2003) 

This article expresses the belief that a big diversified retail firm is the type of firm that is 

most likely to be able to compete with Wal-Mart. This may or may not be true, but the 

belief is apparent in this article. 

The article below illustrates how diversified a company can become in ten years 

and how the best strategy to overcome stiff competition is to diversify. 

Mr Yin ... launched his business only in 1992, with capital of $36,000 

and nine staff. His was then one of a number of small-time privately run 

motorcycle and motorcycle-component producers that had sprung up in 

response to soaring demand that the sluggish state-owned factories were 

unable to fulfill... Competition in motorcycles has become intense, and 

profit margins are falling. The group has a big share of the export market 

to Vietnam, but there too it faces rapidly growing competition and vicious 

price wars. It needs to diversify. The group already has interests in 

winemaking, mineral water, sports shoes and even a top-ranking football 

team, Chongqing Lifan. Mr Yin wants to move into the car industry, which 

is enjoying rapid growth (but is also very crowded). But his top priority is 

financial services, which he wants to place at the summit of what he calls 

the "Lifan pyramid". (The Economist - May 27, 2003) 
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Within ten years of its founding, Mr. Yin has created a business group that contains five 

unrelated firms and is looking to diversify into two more sectors. In addition, it is the 

reasoning behind the diversification strategy. There is an implicit presupposition that 

diversification is the answer to the increased risk that has resulted from competition, and 

that there are some industries within which easy money can be made. The U.S. belief in 

core competencies is not at all present in this article. 

STEP 2: VALIDATE LOGICS BY EXISTENCE IN CHINA LITERATURE 

The inductive nature of identifying institutional logics requires further validation 

by examining extant China literature for evidence of these logics. If these logics truly 

shape, enable, and constrain strategic action, then even though they are to a certain extent 

taken-for-granted they are likely to be present in other Chinese management literature. 

There are several factors that are likely to determine if the taken-for-granted logics are 

present in the literature. First, indigenous logics that have long been prevalent in a society 

are more likely to be integrated in the literature than newer logics. Second, logics that are 

in conflict with other logics are likely to have more focused research on them as 

researchers question the logic's significance. Third, logics that are more taken-for-

granted will have less research on them. Fourth, logics that have just recently developed 

are less likely to be apparent in the existing literature. 
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State-Firm Institutional logic 

In general, all societies have some type of state-firm logic. Whitley (1992a: 10) 

asserts that "What a firm is differs across social contexts." In the West, the classical 

conceptualization of the firm is one in which ownership of capital is widely dispersed 

among small shareholders, but controlled by professional managers (Berle and Gardiner 

1932). This stereotype, however, is not true on a global basis. In China, publicly-traded 

firms are more often controlled by a state or a family (LaPorta, Lopez-De-Silanes, and 

Shleifer 1999). Since it is generally accepted that the state-firm relationship varies across 

societies, it is not surprising to find a host of literature on China's state-firm logic 

especially as it transitions from a planned economy where the state was the firm. This 

literature documents the historical evolution of the current state-firm logic. 

In China, some of the very first industrial enterprises were embedded in the state. 

The governor of Hebei province during the Qing dynasty established a cotton mill in 

Shanghai in 1878 and an armaments factory in Tianjin in the 1880s. During the following 

forty years there was dramatic growth in both the state and private firms. After the 

liberation in 1949, private Chinese and foreign firms where expropriated, and industrial 

development was pursued via state planning and state owned enterprises (SOE). In 1978, 

privatization began by replacing the collective farming with the household-responsibility 

system. This wave of privatization soon followed to the industrial sectors (Hughes 2002). 

Under China's economic reforms beginning with the 1979 Joint Venture Law, 

there gradually emerged three types of Chinese enterprises: the "non-marketized firm," 

the "marketized firm," and the "private firm" (Nee 1992). The marketized firms were 
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those SOEs that fell outside of the domain of central planning, but still relied on the local 

government to gain access to those resources allocated by the central plan. These 

resources included access to labor, commodities, and capital. The non-marketized firms 

were the SOEs whose state agencies controlled the pricing and supply of raw materials, 

capital, and finished goods. The privatized firms not only faced all of the same 

restrictions as the marketized firms, but also had to rely on informal credit sources at 

higher interest rates, limit the quantity of workers hired, and pay management fees in 

order to gain access to commodities. 

During the first half of the 1990s the quantity of marketized firms grew rapidly, 

and the category of non-marketized firms was left with only those industries that were 

deemed to be state priorities. Decentralization continued to reduce the central 

government's control and at the same time expanded the number of levels of local 

government enmeshed in economic activity. This process allowed the central government 

to reduce its direct investment in state firms and instead begin to focus on using fiscal and 

monetary policy to fine tune the economy as a whole (Boisot and Child 1996). In 

addition, decentralization enhanced the ability of local governments to monitor, and thus 

enforce their interests on the firms (Qian and Xu 1993, Walder 1995). The interests of 

local governments, however, also included many non-financial interests such as: 

controlling the supply of outputs created for inputs into other production processes (Byrd 

1991), maintaining full employment (Guthrie 1998a), and the provision of housing 

(Walder 1992) and other social services (Bian 1994, Walder 1986, Whyte and Perish 

1984). These broader social interests competed with the financial interests of the SOE. 
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During the latter half of the 1990s, the 1993 Company Law was implemented. 

This law provided the legal basis for the establishment of limited liability companies and 

joint-stock companies. Although the state remained the legal owner of the firm, the law 

defined the independent roles of management, the board of directors, and the governing 

board (Pigott 2002: 433). Since this legal separation began in 1997, approximately half of 

all SOEs had been incorporated by 2002, and the process should be completed by 2005. 

The modification of the formal organization of the firms, however, has produced few 

substantial results. The state orchestrated consolidations, which require weaker SOEs to 

merge with the stronger, continue to be prominent in the airline, power, and telecom 

(Lardy 2002: 153). Top managers are often appointed by local authorities or political 

officials even in firms listed on foreign stock exchanges (Pigott 2002:36, Steinfield 1998, 

Tam 2002). In addition, property rights remain highly ambiguous. SOEs are in reality 

often owned by a collection of ministries at all levels of government. This continual lack 

of clarity concerning effective ownership of the SOE has resulted in "agents without 

owners" (Pigott 2002: 37). 

This state-firm logic is clearly evidenced in the banking industry. State banks still 

provide loans to SOE at preferential rates. This preferential access to scarce capital has 

been at the expense of private enterprises that instead must rely on retained earnings or 

secondary loan markets at substantially higher rates. Although there have been attempts 

to reform the banking system, the banks still remain an arm of the state and are motivated 

largely by political rather than financial considerations when granting loans (Studwell 

2002). 
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There is disagreement concerning the future of the state-firm institutional logic 

with regards to China's accession to the WTO. The optimists assert that China's entrance 

into the rule-based WTO and an associated increase in competition will remove favorable 

treatment for the SOE, and thus result in a more Western type state-firm relationship 

(Panitchpakdi and Clifford 2002). The pessimists, however, assert that bureaucratic 

institutions cannot be transformed overnight by signing a treaty (Studwell 2002). Implicit 

in this argument is that formal institutions are socially embedded in cognitive processes 

that create informal cognitive institutions that are much more durable than the formal 

institutions. Thus, informal institutions must be present to ensure that formal institutions 

function properly. 

Over the past 20 years there has been a two-step process in defining the state-firm 

relationship. The first step of the process was the decentralization of SOEs through the 

establishment of the Contract Responsibility System. Decentralization transferred control 

to the local governments and allowed them to establish an even tighter monitoring of both 

the SOE and private firms. The second step in the evolution of the state-firm relationship 

was the adoption of the stockholder system, which legally gave firms an independent 

status from the state. These changes to the rules of the formal institutional structures, 

however, have not yet been able to dislodge the long-standing informal institutions that 

support the integration of the state and the firm (Tam 2002). Thus, there is ample 

literature to strongly support the state-firm logic of the state exercising a good deal of 

control over the firm. 
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Guanxi Institutional logic 

The guanxi logic is often thought to be uniquely Chinese and is the Chinese term 

for "relationships" or "connections." It is a belief system based on mutual reciprocity 

used to mobilize and utilize resources. Although it is commonly believed to be rooted in 

Chinese culture dating back to Confucius (Luo 1997a), others have asserted that that the 

current form of guanxi is a type of clientele relationship also found in other communist 

nations; therefore it may be more of a response to communism than a true aspect of 

Chinese culture (Oi 1989, Walder 1986). This view asserts that the guanxi system 

developed as a way to access resources by going around failing communist institutions 

(Xin and Pearce 1996). Therefore, as institutions develop that support the rule of law, the 

importance of guanxi should diminish (Nee 1992, Redding 1990). Nonetheless, it must be 

admitted that studies in Taiwan have continued to find that guami maintains importance 

even after legal institutions have been developed (Hamilton and Kao 1990). 

Guanxi is not only the first Chinese word that many foreigner business people 

learn, it is also by far the most researched Chinese business characteristic. It has been 

applied to inter-organizational ties among Chinese firms (Chen and Chen 1998, Park and 

Luo 2001), labor markets (Bian 1997, 1999, Bian and Ang 1997), relations among 

regions (Tan and Yeung 2000, Yeung 1997), marketing (Wong and Chan 1999), market 

efficiency (Lovett et al. 1999), and to a firm's competitive advantage (Luo 1997a, Tsang 

1998). 

Although it is common to claim that guanxi is a resource, asset, or social capital, 

this conceptualization can be enhanced by realizing that there is an underlying logic 
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composed of a belief system and behavioral norms that make guanxi a valued 

commodity. A concomitant of the assertions that guanxi is an asset, resource, or social 

capital is a tacit vinderstanding that guanxi has value. All entities declared to be "assets" 

have value because there is an institutional logic that makes a "thing" or an "it" an 

"asset." If there wasn't a logic to make the "thing" an "asset," the "thing" would just be 

called by its name rather than classifying it an asset. In the case of guanxi it is called an 

asset because it is not merely a "gift" or a shared "meal," but rather an enactment of a 

shared cultural-cognitive belief based on reciprocity that constrains and enables the 

mobilization of resources. The institutional logic that mobilizes resources is validated and 

reinforced by the accumulation of resovirces (Sewell 1992:13). If the link between the 

logic and the resource is broken, the logic would diminish and the resource would return 

to its original status as a "thing." Similar arguments concerning the relationship between 

institutional logics and the mobilization of resources could also be made for the other 

three logics. 

Guanxi is deeply embedded in Chinese society, and this embeddedness is 

apparent in the breadth of research on this topic. Regardless of what constitutes its true 

historical roots, the guanxi logic was a strong organizing principle within the planned 

economy, and is still used in China's newly established market system. The guanxi logic, 

however, is in conflict with global capitalism logics that emphasize strategic actors 

optimizing in the market system. This conflict has been the basis on much of the 

literature that has tried to argue that guanxi is a way to increase efficiencies. Thus, there 

is a plethora of literature that supports the guanxi logic as an organizing principle. 
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Regionalism Institutional logic 

There are two variations of regionalism. The most recognized form of regionalism 

is the focus on the disparity in development between the coastal and inland regions. The 

1979 Act of Joint Venture Enterprises opened up Shenzhen, Zhuhai, Xiamen, and Shatou 

to FDI (Foreign Direct Investment), and marked the beginning the preferential policies 

toward Special Economic Zones (SEZ) located predominantly along the coast 

(Falkenheim 1988). A second round of SEZ openings, however, was under the control of 

provincial governments and consequently more special development zones have opened 

inland (Studwell 2002:64). Nevertheless, in 2000, 71 percent of all of China's exports, 

and 82 percent of exports from firms with foreign investments came from five of the 

coastal provinces (Studwell 2002: 226). 

The second form of the regionalism logic is based on the autonomy of local and 

provincial governments. This regionalism is reflected in China's long history of regional 

fragmentation and uprisings. It has been asserted that 19 century China was not a single 

unified economic system, but rather nine "macroregions" defined by geographical 

barriers (Skinner and Baker 1977). Thus, the establishment of a centralized economic 

system by Chairman Mao was no small feat. Although the establishment of a unified 

China with a centralized planned economy was successful in reining in local interests, it 

was not an economic success. Consequently, reform measures focused on decentralizing 

control in an attempt to increase efficiency. The original intention of decentralization was 

for provincial and local officials to act as agents of the central government. Today's 
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arrangement, however, more closely parallels that of the former warlords and mandarins 

where the central government would like to think of the local officials as agents, but still 

finds itself frequently entangled in negotiations to obtain support (Starr 2001). 

As decentralization loosened control over factor allocations, local governments 

throughout the economy sought to capture these rents by establishing high margin 

industries. The increase in production by local firms resulted in more interregional 

competition between duplicate industries. This threat to profitability led local 

governments to impose a variety of protectionist measures. It is not uncommon for 

dominant local firms to prevent competitors from entering the local market by 

establishing barriers to business formation, preventing the acquisition of local businesses, 

or by creating distortions in the tax code (Pigott 2002:38). Thus, decentralization reforms 

intended to spur better management practices within SOEs instead resulted in the political 

management of protective barriers, which not only produced few efficiency gains, but 

also intensified the domestic market's fragmentation (Young 2000). 

The automobile industry is the exemplary case of local protectionism. Provincial 

governments promised foreign firms that they would purchase all their automobiles from 

the local joint venture. After the factories were established, however, companies found 

they could not sell their cars in other provinces due to similar promises that other 

provincial governments had made to their local manufacturers. Registration fees also 

varied depending upon whether it was manufactured locally. Shanghai, for example, 

charged 20,000 RMB for its locally manufactured Santana, but 98,000 for cars produced 

elsewhere (Lardy 2000:148). 
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Regionalism is not only prominent within product markets, but also in the capital 

markets. During the 1990's, the central government became concerned that local 

governments were authorizing too many speculative loans. Nonetheless, orders to 

discontinue this practice obtained only modest results (Starr 2001:156). As a response, in 

1999, the People's Bank of China was reorganized into nine regional branches, and new 

accounting standards were implemented in an attempt to limit local government 

interference (Pigott 2002:39). The effectiveness of this institutional change, however, 

will be based on the extent to which it is able to overcome the entrenched cognitive 

institutional logic of regionalism. 

The above anecdotal evidence is generally supported by quantitative studies of 

inter-province trade. Naughton's (2000a) study is the only study to assert that China was 

integrating during the 1987-1992 period. A second study (Young 2000), however, used 

data from 1978 to 1997 to model the degree of integration. Young concluded that twenty 

years of economic reforms resulted in "a fragmented internal market with fiefdoms 

controlled by local officials whose economic and political ties to protected industries 

resemble those of Latin American economies of past decades" (p.l 128). Yet a third 

study, (Poncet 2002) revisited the 1987-1992 time period used by Naughton calculating 

that consumers in 1987 purchased 12 times more local goods than goods from the rest of 

the country, and that this figure increased to 16 times more local goods in 1992. By 1997, 

this ratio had increased to 27:1. In a separate study, even Naughton (2000b) concluded 

that disintegration occurred during the 1992-1997 period. Thus, there is strong empirical 

evidence for an increase in local protectionism. 
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The above evidence has led some to assert that many of the large SOEs are "the 

wards of provincial governments" (Hughes, 2002 169). Nonetheless, there are substantial 

changes on the horizon that may reduce regionalism. First, China's accession to the WTO 

will provide uniform rules across China. The extent to which these rules will be followed 

by the local governments, however, remains an open question. Secondly, retailers with 

national distribution capabilities are expanding rapidly in China. Carrefour, who ignored 

the central government and only negotiated with the local governments, became China's 

second largest retailer within five years of opening it first store. In addition, Wal-Mart, 

and other large retailers are aggressively entering China's market as the WTO rules 

governing the retailing and distribution sectors take affect. Thus, there will be new 

competitive forces challenging the regionalism institutional logic 

Production-Finance Institutional Logic 

The production-finance logic is the only logic that is not indigenous. Since China 

is currently in transition from a planned economy to what it calls "socialism with Chinese 

characteristics," the evolving economic system still contains many rudiments of the old 

informal institutional characteristics from the old economic system that can be used to 

build new logics. One of the primary aspects of the plarmed economy was that it was 

primarily production based. Firms would produce poor quality goods just to meet their 

production quotas. Even if a firm produced higher quality goods more efficiently, the 

quota system made it a seller's market rather than a buyer's market (Moore 2002). This 

focus created a set of production institutions that permeated society to the extent that it is 
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difficult to call the old production units a "firm." Macleod (1988) described the pre-

reform China as the "ultimate conglomerate." It was a truly a China Inc. where the state 

was the only firm. 

The main principle of the production institutional logic has been carried over fi-om 

the days of the plarmed economy. This is the principle that "bigger is better." The basis of 

this logic is that capital plus labor equals production, and that gains can be realized by 

increasing economies of scale in the production process. The opening of Chinese "firms" 

to foreign investment in the form of joint ventures was consistent with the production 

institutional logic. China had the labor part of the production equation, but needed 

foreign capital to increase production. This production orientation is readily evident in 

the "grasp the big, release the small" (zhua da, fengxiao) policy. The object of the policy 

was to keep the larger, more profitable state firms, and release the less profitable and 

typically smaller firms to the market forces. From 1996 to 1999, the number of officially 

designated industrial state companies was reduced from 127,000 to 61,300. Local and 

provincial reports, however, indicate that few of the small SOE were liquidated or sold 

off to private investors. Instead, the majority of the small firms were merged with the 

larger state firms (Studwell 2002: 235). 

The production institutional logic has evolved to include a financial 

conceptualization of the firm. Together these two concepts form what I label as the 

production-finance logic. This financial conceptualization is driven by the goal of risk 

reduction. Thus, the production-finance logic is the belief that bigger is better, and that 

risk reduction is a primary goal of the firm. Consequently, large firms often treat their 
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business operations as a financial portfolio that needs to be diversified in order to reduce 

risk (Gort 1984, Williamson 1975). The goal of spreading risk is especially prominent in 

transitional economies (Guthrie 1997) 

The development of the production-finance logic is strongly correlated with the 

adoption of Chinese business groups {qiye jituan) organizational form. During the 1980s, 

business groups modeled after the Japanese keiretsu began to form in China. Government 

ministries encouraged factories within their ministry to organize as business groups. By 

1993, more than 7000 were registered, and it was estimated that 20 to 50 percent of all 

SOEs were participating in such groups. While a few remained under the ownership of 

the central government, most were owned by provincial and municipal entities (Keister 

2000). These large business groups were headed by a parent company, similar to Western 

conglomerates, but differed from them in that the Chinese groups were linked together by 

supplier/customer relations, equity ties, and personnel exchanges: Their expansion in the 

1990s focused on bringing suppliers, customers, and financiers into the same group to 

reduce risk. Keister (2000:74) writes that the main motivation for firms to join such 

groups was the production logic "bigger is better." 

Closely related to the production-finance logic of big is better and reducing risk is 

the expansion of China's capital markets. In transitional economies capital is typically a 

scarce commodity, and capital markets must be developed (Peng and Heath 1996). In 

China, only minority stakes in corporations are issued. The purpose of issuing stock is 

strictly to raise capital rather than to privatize. With regards to the firm, the strategic 

action of listing shares on the stock exchange is often motivated more by survival 
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instincts rather than profit maximization (Tam 2002). Originally, the government would 

only allow two or three firms to list a year, and these firms were chosen more based on 

their political connections than performance. As these restrictions were loosened, Chinese 

firms were able to raise large amounts of capital on domestic and foreign markets. In 

2002, there were about 1500 firms listed on China's stock exchange (90% SOE), and 

over a thousand companies that have begun the two to three year process of being hsted. 

Thus, issuing a minority share of stock is a way for firms to expand operations without 

increasing their risk (Tam 2002). 

The production-finance logic is still in its infancy. Consequently, there has been 

only a few studies that have considered the various aspects of this logic (e.g. Guthrie 

1997, Tschang 2003, Zhang 2003). In the U.S., the conglomerate organizational form was 

popular during the 1960's and 1970's, but was later widely condemned as being 

inefficient (Davis, Diekmann and Tinsley 1994, Fligstein 1990, 1991). Much of the 

literature on diversified conglomerates actually resulted more from its delegitimation than 

from its era of dominance as an organizational form. Likewise, during the 1990s when 

large diversified business groups were emerging in China, there was little research 

conducted during this legitimation process. 

The Dynamic and Interactive Nature of Institutional Logics 

These four institutional logics are dynamic forces in the current Chinese 

economy, although their influence will wax and wane over time as they compete with 

other emerging logics. They also have the potential to cooperate to reinforce each other. 
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Guthrie (1999) has asserted that the importance of guawci in obtaining employment has 

declined due to the emergence of competitive labor and product markets. In contrast, the 

regionalism and the state-firm institutional logics have synergistically become more 

important as the embeddedness of the firm and the state shifted from the national level to 

the local level. Without local government control over firms, local governments would 

have little interest in protecting the local firms. Likewise, without autonomy from the 

central government, local governments would not be able to protect their local firms. 

These four institutional logics also interact with the broader diffusion of the 

global capitalism system to shape China's unique environment. Metaphorically, each 

society can be visualized as beginning with the same shaped balloon of global capitalism. 

Societal institutional logics apply pressure to the balloon from all sides to reshape and 

reconstitute the institutional field in which firms make strategic decisions. The absence of 

a logic applying force from a particular direction can be just as influential in shaping a 

society's capitalism balloon as the presence a logic applying force to a different side. 

Thus, the institutional logics present within a society shape the global capitalism balloon 

into a unique set of institutional fields for a particular society. 

The four institutional logics are not necessarily unique to China and in a broad 

sense exist in varying degrees in most societies. The finance logic that viewed the firm as 

set of assets that needs to be diversified to reduce risk was very prominent in the U.S. in 

the 1970s (Davis et al. 1994, Fligstein 1990), while the state-firm logic exists in various 

forms across nations (Esping-Andersen 1990). What makes these logics unique in each 

society, however, is the business environment created by the historical evolution and 
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interaction among these logics and the interaction of these logics with the broad diffusion 

of global capitalism. In addition, the maimer in which these logics shape strategic action 

varies across industries as institutional logics interact with each industry's distinct labor 

and capital intensity, degree of competition, and supplier/customer characteristics. Thus, 

institutional logics need to be analyzed within institutional fields or organizational forms 

in order to better understand how they shape strategic action. 

STEP 3: VALIDITY BY FREQUENCY IN CHINA JOINT VENTURE LITERATURE 

The existence of the logics in the China literature does not show the degree to 

which the logic is taken-for-granted because the search for existing literature is selecting 

on the dependent variable. If no literature is found on a logic that is purported to be 

rooted within a society's history, then it would be hard to argue that it is a valid logic for 

the society. The existence of literature for a society, however, would not reflect the 

robustness or the extent to which it is taken-for-granted. To determine robustness and the 

level of taken-for-grantedness, a complete review must be conducted on a body of 

literature. An additional weakness is that the existing literature is unlikely to link how the 

logics interact with other logics. 

The four proposed institutional logics were evaluated in China's joint venture 

literature using a search for China joint ventures and China FDI in the "Expanded 

Academic ASAP index that is supported the Gale Group. This index includes a broad 
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range of academic articles from both business and sociological journals and includes 

articles beginning as early as 1980. The results are presented in Table 3.1 below. 

The data in the table is sorted by the year that the article or chapter was published. 

The "data" column next to the "year published" column provides the dates of the data 

used in the research.. The comparison of the "Year Published" and "Data" columns 

shows a three to four year gap between the currency of the data and the year published. 

Consequently, logics such as the production-finance logic that began in the 1990s are 

unlikely to exist in the current China literature because not enough time has passed for 

the logic to be recognized, the data collected, and the research published. The "Time" 

column specifies whether the author acknowledge the dynamic nature of the joint venture 

by choosing a particular time period to collect data from. Of course, some data primary 

data is collected over a short period of time as a snap shot of the current situation and 

requires no justification for the time period selected. The "industries" column specifies 

whether the author explicitly controlled for differences across industries. The "Focus" 

column specifies whether the research was focus on just the foreign partner, the Chinese 

partner, or both of the partners. The "state-firm" specifies whether the researcher 

considered the state as an influence over the economic activity. The "Regionalism Scope" 

column refers to the geographical scope of the data. Some of the research used data from 

all over China, whereas some used data from only one province or a few firms. The 

"Economic Regionalism" column specifies whether the author considered the differences 

between coastal areas and inland areas, whereas the "Protectionism RegionaUsm" column 

indicates that local protectionism was considered. The "Guanxi" coliomn specifies 
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whether personal relationships or connections were incorporated into the study. Finally, 

the "Production-Finance" column indicates that the author considered whether 

diversification was part of the joint venture strategy. The results from China's joint 

venture literature presented in Table 3.1 are discussed below for each of the four 

institutional logics. 



Table 3.1 
Summary of Joint Venture Research Using Institutional Logics 

Year State 

Author Published Data Time Industry Focus Firm Guan: 

Gupta et al. 1991 79-87 Yes Foreign 

Ding and Zhu 1995 90-93 Yes Yes Foreign Yes 

Luo and Chen 1995 89-91 Yes Foreign Yes 

Clegg et al. 1996 79-93 Yes Yes Both Yes Yes 

Pan 1996 79-93 Yes Foreign Yes 

Child et al. 1997 94-95 Yes Both 

Gray andYan 1997 79-95 Yes Both Yes 

Li and Shenkar 1997 1995 China Yes 

Luo 1997a 90-91 Both Yes 

Luo 1997b 88-91 Yes Both 

Luo and Chen 1997 89-91 Foreign 

Pan 1997 79-93 Yes Yes Foreign Yes 

Tse et al. 1997 79-93 Foreign Yes Yes 

Yeung 1997 1994 Foreign Yes Yes 

Chen and Boggs 1998 1997 China 

Luo 1998b 80-90 Yes Yes Foreign Yes 

Luo and O'Connor 1998 88-96 Yes Foreign 

Osland and Cavusgil 1998 1996 Both 

Regionalism Production 
Scope Economic Protect Finance 

China 

China 

China Yes 

Sector Yes Yes 

China Yes 

Sector Yes 

China 

Shanghai Yes 

Province Yes 

Province Yes Yes 

Province Yes 

China Yes 

China Yes 

Firms(3) 

Province Yes 

Province Yes 

China Yes 

Cities(4) Yes 



Table 3.1 (Continued) 
Summary of Joint Venture Research Using Institutional Logics 

Year State Regional! 

Author Published Data Time Industry Focus Firm Guanxi Scope Econon 

Sun and Chai 1998 86-92 Yes China Province Yes 

Luo 1998a 1997 Foreign China 

Pan et al. 1999 1995 Yes Foreign Yes China Yes 

Tan and Yeung 2000 97-98 Both Yes Province 

Yeung and Li 2000 1997 China Yes Shanghai 

Luo and Park 2001 1997 Yes Foreign Yes China Yes 

Shen et al. 2001 98-99 Yes Foreign China 

Calantone & Zhao 2001 1998 Foreign China 

Sun 2001 84-97 Yes China China Yes 

Gaba et al. 2002 79-96 Yes Yes Foreign China 

Tsang 2002 96-97 Yes Foreign China 

Pan 2002 79-96 Yes Foreign Yes China Yes 

Luo 2002 98-99 Both Yes China Yes 

Sun et al. 2002 86-98 Yes China China Yes 

Production 

Yes 

Yes 
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State-Firm Institutional Logic 

The state-firm institutional logic is considered in 10 of the 32 articles. This is 

indicated by a "Yes" in the state-firm column. A bold "Yes" in the column indicates that 

it was the focus of the research. This occurred in two out of the ten joint venture articles. 

The simplest way to incorporate this institutional logic into empirical research is to 

acknowledge that SOE joint venture partners may be different firom private firms or TVE. 

This distinction, however, only occurred in two of the sample articles (Li and Shenkar 

1997, Luo 2002). Pan (1996,1999, 2002, Tse et al. 1997) used a more sophisticated 

method by hypothesizing that there could be different joint venture strategies based on 

whether the Chinese partner was controlled by the central state, province, or 

municipality. Alternatively, Luo's (1998b) selection of the light industry sector was 

based on his assertion that it was relatively fi"ee from government intervention. In 

contrast, case studies were more likely to analyze the embeddedness of the firm within 

the state (White and Liu 2001, Yeung 1997). As a whole, however, one could argue that 

this institutional logic is relatively unexplored. On the other hand, a more valid argument 

may be that early joint ventures were all established with SOE partners. Consequently, 

early research may not have considered the distinction of an SOE partner as being 

significant, or there may have been so few private firms involved in joint ventures that it 

was not statistically viable to incorporate this variable in the research. 
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Guanxi Institutional Logic 

As indicated in the table, the guanxi institutional logic is well represented in 

existing joint venture research. A "Yes" in the guanxi column signifies that the author 

considered guanxi usually as a control variable, whereas a bold "Yes" indicates that it 

was a central focus of the research. Guanxi has not only been used to explain regional 

cooperation (Ding and Zhu 1995, Yeung 1997), but has also been positively correlated 

with joint ventures' performance (Luo 1997a). Other findings are that by building and 

using guanxi, joint ventures can decrease uncertainty (Clegg, Kamall, and Leung 1996), 

increase marketing effectiveness (Luo and Chen 1995), and reduce costs by fully utilizing 

local suppliers and management talent (Yeung and Li 2000). Based on this analysis, 

guanxi was the primary focus of 60 percent of those studies in which it was considered. 

In contrast, the other institutional logics are merely used as control variables rather than 

considered as independent variables. Guanxi is often the main course, whereas the other 

three institutional logics have been relegated to "oh, by the way" side dishes. This is 

especially noteworthy when one considers how hard it is to operationalize guanxi 

compared to the other three logics. 

Regionalism Institutional Logic 

The regionalism logic is actually embedded within the data because the detailed 

financial reports are kept at the provincial MOFTEC offices. Therefore, joint venture 

researchers may only have data for the joint ventures from one province. Whether a 

researcher is using data from a single province or from provinces all over China is 
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indicated in the "Scope" column in Table 3.1. The "Economic Regionalism" column 

indicates whether the author explicitly controlled for variations across regions. When 

researchers are using data from all over China, it is common for them to control for 

variation among the provinces or at least create a dummy variable to distinguish between 

coastal and inland locations. 

Although researchers recognized the variation in economic development across 

geographical regions, it was rare for them to operationalize local protectionism, more 

often than local protectionism. The "Protectionism Regionalism" column reveals that 

only two studies acknowledge the impact of local protectionism. Shen, Wu, and Ng 

(2001) found local protectionism in construction joint ventures to be an obstacle. Local 

protectionism ranked 11^** out of 70 risk factors based on their survey data. The majority 

of the top ten risk factors were construction related such as: improper site selection and 

miscalculation of market demand. Surprisingly, local protectionism as a risk factor 

finished ahead of other more commonly recognized institutional concerns such as: 

uncertain and unfair court systems, incomplete contract terms with Chinese partners, and 

poor relations with local departments. In addition to this survey research, White and Liu 

(2001) provide a rich case study on a pharmaceutical company that formed a joint venture 

and later merged with a different firm mainly to circumvent the regional barriers and gain 

access to the national market. In a similar strategy to access the national market, Pepsi 

has formed fourteen joint ventures in major cities across China (Goodman 2002). 

Although, the quantitative researchers may argue that controlling for provincial effects in 

their statistical models captures local protectionism, no one has controlled for variation at 
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a low enough level to capture local protectionism. Thus, the statistical models that are 

frequently used cannot detect the impact of local protectionism on the formation of joint 

ventures. 

Production-Finance Institutional Logic 

This logic was only explored in two of the joint venture studies. This is not 

surprising as it is still in its infancy, and may never gain a dominant position. There are a 

few recent studies, however, that are beginning to incorporate this logic. Luo (1997b, 

2002) has examined product diversification in joint ventures. He found that these joint 

ventures have a lower level of performance. The fact that the production-financial 

institutional logic has persisted in spite of being detrimental to joint venture performance 

is evidence that it is influential in shaping strategic action. 

Dynamic Nature of Logics 

The extent to which time has been incorporated into empirical research can be 

determined by looking at the "Data" column and the "Time" column in Table 3.1. Since 

China's institutions are changing so rapidly, many researchers believe it is important to 

control for distinctively different time periods. A "Yes" in the "Time" column signifies 

that the author controlled for different time periods. For example. Pan (1997) asserted 

that there were four distinct time periods for joint ventures in China: an initial stage of 

growth between 1979-1984 after the signing of 1979 Joint Venture Law; a second period 

from 1985-1987 that included new incentives for foreign and domestic firms; a third 
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period from 1988-1990 when the economy overheated and inflation became a problem; 

and a final period from 1991-1993 with the rejuvenation of joint ventiires spawned by 

Deng Xiao Ping's historic trip to Shenzhen. Other authors, however, identified fewer 

periods (Gray and Yan 1997). The research that didn't control for any particular time 

periods generally used data from either a short period of time or used survey data of one 

particular moment in time. In the majority of cases, authors were cognizant of the many 

changes in China's business environment over time. 

Researchers were also highly sensitive to differences in joint venture strategies 

across sectors. Sometimes researchers used data from a particular sector (Luo 1998b) or 

used the SIC number to control for differences across sectors (Gaba et al. 2002). It was 

also fairly common for researchers to use data from manufacturing joint ventures, and 

then assert that all manufacturing joint ventures were the same (Tsang 2002). As a whole, 

researchers frequently controlled for differences across sectors and time. 

Summary 

The third step of the process is to conduct an in-depth research on a particular 

topic and examine the body of literature for the four logics. Over 30 academic 

publications on China's foreign equity joint ventures were analyzed for the existence of 

China's four institutional logics. The most prevalent of logics was the regionalism logic, 

which was incorporated in over 90% of the articles. Local protectionism, however, was 

rarely considered within these articles. Instead, regionalism articles typically focus on the 

differences between joint ventures located on the coast and inland. It was also common 
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for researchers to use a dummy variable to control for differences between provinces. 

Although the regionalism logic was incorporated in more studies than the guanxi logic, 

the guanxi logic was the main focus of the most articles. Guanxi was used in the joint 

venture literature to assert its positive correlation with gains in efficiency across a wide 

range of business functions. The state-firm logic was considered as often as the guanxi 

logic, but it was rarely the focus of the research. Instead, the state-firm logic was most 

commonly represented by a proxy variable to indicate the state's influence over the joint 

venture and to control for differences between foreign joint ventures with SOEs and 

private firms. Not surprisingly, the production-finance logic was the least utilized within 

the joint venture literature. The diversification aspect of the logic was considered in only 

two articles, but may be considered more frequently in the future as it has only recently 

become more dominant as a logic. 

This analysis documents that researchers are sensitive to China's dynamic 

environment and variation across sectors. They are also cognizant of the older state-firm, 

regionalism, and guanxi logics. When they use these logics, however, they typically use 

them as control variables rather than independent variables that influence strategic action. 

Thus, the review of the joint venture literature reveals that there is a general knowledge 

of the older logics, but there is little analysis on how they individually shape, constrain, 

and enable strategic action, and even less research on how they interact to shape strategic 

action. 



124 

CONCLUSION 

The first step of the three step procedure to identify institutional logics is to 

examine an arena of social construction. I chose to use the news print media to identify 

the taken-for-granted logics that are operating at the societal level. The analysis of over 

five hundred articles revealed four institutional logics in China: state-firm, guanxi, 

regionalism, and production-finance. These four logics were then used in step two of the 

procedure to search the existing literature on China for evidence of these logics. Since the 

state-firm and guanxi logics both had their historical roots in the communist era and 

because the economic reforms that have occurred over the past 25 years have greatly 

weakened these logics, a large amount of academic research has been conducted on these 

logics. In contrast, the regionalism logic is rooted in five thousand years of Chinese 

history as well as the more recent economic decentralization reforms, which have fiirther 

entrenched this logic. Consequently, there is less academic literature on the regionalism 

logic as it is more taken-for-gr£inted than the state-firm and guanxi logics. The 

production-finance logic is the most recent logic to develop, and thus there as been very 

little research done on this logic. In addition, the research that covers this logic often 

doesn't focus on it but rather inadvertently provides evidence of it. Finally, the four 

logics were examined in the context of the China joint venture literature. Not 

surprisingly, the older logics were also the most prevalent in this literature, but were most 

commonly used as control variables. The guanxi logic, however, was the independent 

variable in 60 percent of the studies that used a construct of the logic. 
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This chapter outlined a methodology for identifying dominant institutional logics 

and then applied the methodology to China. The three step process proved useful for 

discovering newly developing logics by using a source of social discourse rather than 

previous academic research or other means to identify logics. If the academic literature 

would have been the primary source for identifying institutional logics the newly 

emerging production-finance logic would not have been identified. Consequently, this 

three step procedure is quite useful for identifying logics and for validating the identified 

logics as pertinent logics within a sociefy. 
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Chapter 4 

Institutional Logics as Shapers of Strategic Action: 

A Case Study of the Sichuan Furniture Industry 
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This case study of the Sichuan furniture industry provides data to analysis how 

the four institutional logics defined in Chapter 3 relate to a particular industry. The 

cognitive-cultural branch of institutional theory asserts that institutional fields are 

centered on key suppliers, customers, regulatory agencies, and other organizations 

producing similar products. This definition results in industry-centered analysis. The 

social construction of China's institutional field logics will occur as various aspects of 

global capitalism diffuse into China and mix with unique Chinese characteristics (see 

Figure 4.1 below). These logics and forms are not blindly copied within China, but rather 

undergo a social construction process that incorporates China's unique characteristics to 

produce a unique institutional field consisting of a unique set of logics. The Sichuan 

furniture industry provides an institutional field from which data can be collected and 

analyzed for the presence of the state-firm, guanxi, regionalism, and production-finance 

logics. 

In addition, since there are no state-owned firms in the Sichuan furniture industry, 

this qualitative study of the furniture industry also provides insights into the private firm 

organizational form. Although organizational forms are typically defined around core 

technologies, it was argued in Chapter 2 that ownership structure may create more 

appropriate boundaries for organizational forms in China's capital scarce environment. 

Of course, since the furniture industry is completely composed of private firms, this 

chapter will not be able to distinguish between industry effects and private firm effects. 

This distinction will be addressed in Chapter 7 when additional data is included from two 

other industries. 
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Figure 4.1 

Local-Global Perspective in the Sichuan Furniture Industry 
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In transitional economies such as China, it has often been asserted that the lack of 

formal institutions results in the development of informal institutions to organize 

economic activity. Since the presence of formal institutions may vary from industry to 

industry within a transitional economy, the extent of formal institutions must be 

considered for each industry. The Sichuan furniture industry was chosen because of its 

lack of formal institutions. Thus, this environment should be ideal for observing the 

flourishing local informal institutional logics that are developing to shape, constrain, and 

enable strategic action. In addition, the presence of strong local informal institutions 

would be consistent with the business systems theoretical perspective outlined in Chapter 

1, where the society's economic organization is centered on historically embedded 

institutions rather than new institutions diffused from the global environment. 

THEORETICAL BASIS OF INSTITUTIONAL LOGICS 

Institutional theory has developed rapidly over the past two decades, and is now 

conceptualized to consist of formal (regulatory) and informal (normative and cultural-

cognitive) systems (North, 1990, DiMaggio & Powell, 1983, Scott, 2001). Within 

institutional theory, institutional logics are defined as the dominant belief systems and 

related practices that provide organizing principles and guidelines to the participants 

(Friedland & Alford, 1991). These are not cultural dimensions or values, but rather 

commonly held organizing principles that are believed to be the most effective method 

for mobilizing resources. Thus, the formal institutions will emphasize the regulations and 
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rules that shape organizational structures, whereas the informal logics emphasize the 

common beliefs and shared meanings that influence action, structure, and the creation of 

the regulations and rules. Ultimately, these institutional logics shape, constrain, and 

enable a firm's strategic action. 

Institutional theory encourages the analyst to identify the influential institutional 

logics that exist at the field level. Institutional fields differ from industries in that they 

include "a set of diverse organizations engaged in a similar function" (Scott, 2001:137). 

A field includes not only firms with the same SIC industry code, but also trade 

associations, finance organizations, government agencies, and suppliers/customers. Thus, 

a society may have different field logics for each industry. 

As identified in Chapter 3, the four institutional logics are the state-firm, guanxi, 

regionalism, and production-finance. The state-firm logic is defined as the belief that the 

state should control economic activity. Although China's economic reforms have resulted 

in the state giving up a good deal of control, it is still commonly believed that the state 

should be quite influential in coordinating economic activity. Guanxi is the second 

institutional logic. This logic is the belief that personal relationships are the best means 

for organizing economic activity. The third institutional logic is regionalism, which is the 

belief that provincial and local governmental officials and/or geographical characteristics 

(such as mountains or having access to warm water ports) facilitate the active or passive 

protection of local firms. From the perspective of the local firm, however, this logic can 

be defined as the belief that local and provincial jurisdictions have the responsibility to 

protect local firms from outside competition. The fourth logic is the production-finance 
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logic, which is the beUef that bigger is better and that the firm is a portfolio of assets that 

should be managed to reduce risk. These four institutional logics are applied to the 

Sichuan furniture industry below. 

DATA COLLECTION METHODS 

The majority of the data was collected at the 2002 International Furniture Fair 

held in Chengdu from September 23"^ to the 26***. Contrary to the name, most of the 

seventy-six furniture exhibitors attending were from the Sichuan-Chongqing area 

(hereafter referred to as merely Sichuan). The few exhibitors that were not from Sichuan 

were eliminated from the respondent population. From the remaining population, thirty-

six furniture company representatives were interviewed from thirty-six different furniture 

companies. Only five firms declined the invitation to be interviewed. The firms in the 

sample had more sales than the average furniture firm in western China, and more 

employees than the average furniture firm in China. The interviews were structured and 

lasted approximately thirty minutes. A set of core questions was asked at every interview. 

These core questions, however, were supplemented by an informal set of open-ended 

questions that evolved throughout the interview process. 

In addition to the interviews with the furniture companies, interviews were 

conducted with leaders from two furniture trade associations as well as with two upper 

level managers at a large furniture market in Chengdu. The open-ended questions used in 

these interviews were developed to better understand the history of the Sichuan furniture 



132 

industry and the broader industry framework. The data from these in-depth interviews 

were used to fill in the gaps that were left from the individual firm interviews. All 

interviews were conducted with the help of a translator to ensure richer data and to 

facilitate more penetrating follow-up questions. 

SICHUAN FURNITURE INDUSTRY 

China's total furniture production grew from 10.6 billion USD in 1998 to 17.1 

billion in 2001. Likewise, furniture exports grew rapidly over this three-year period from 

2.2 billion USD in 1998 to 4.0 billion in 2001 (Sichuan Trade Fair, 2002). The industry 

consists of fifty thousand firms, which employ five million workers. Chengdu contains 

only 4 percent of the nation's furniture companies, 5 percent of the production, and 

merely .1 percent of the exports. Not surprisingly, Sichuan is not ranked among the top 

five furniture producing provinces.' All in all, Sichuan only has a small role in China's 

furniture market. Nevertheless, it provides a story of how private industry developed and 

continues to thrive within a complex transitional economy. 

' Furniture China. 2002 website. Accessed September, 2001 at 
http://www.cmpsinoexpo.com/fumiture02/furpress.htm 
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History 

The furniture business came to life in Sichuan during the early 1970s when the 

government made the decision to make a large investment in a state-run factory. This 

SOE was assigned the task of producing school and office furniture within the plarmed 

economy. Sichuan was chosen for this task because it was near mountain forests that 

could supply the needed raw material to manufacture furniture. The new factory provided 

opportunities for many people to develop wood working skills. Since the SOE did not 

produce home furniture, small family side businesses slowly developed to fill this market 

niche. As market reforms began to push out the planned economy, these firms gained 

more access to materials and markets. The success of these small shops was contagious, 

and encouraged more of the workers from the furniture SOE to form their own private 

firms. Since the furniture industry was not a high priority industry within the planned 

economy, especially the home furniture niche, the government had little motivation to 

prevent the small private firms from forming and little motivation to sustain the furniture 

SOE. Gradually, the state and the workers lost interest in the furniture SOE as it slowly 

faded. 

The typical firm sprung up on its own initiative, rather than from the privatization 

of the furniture SOE. Consequently, they received little help from the government. 

Instead it was the nature of the industry itself that seemed to be the most important factor 

in encouraging the development of the private firms. This industry was ideal for small 

private businesses because it required so little capital. Most of the firms began using only 

hand tools to make low-grade furniture, and used their retained earnings from these sales 
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to reinvest in the business. Through the consistent reinvestment of earnings, the firms 

were gradually able to purchase more sophisticated wood working machinery and better 

material to produce higher quality furniture. 

Firm Characteristics 

Families typically started the private furniture businesses, and their imprint has 

remained. Fifty-eight percent of the firms interviewed were owned by an individual. Of 

these individual owners, 95% managed the daily operation of the firm. Although these 

firms were family owned and operated, they had grown to an average of 500 employees 

and 5 million USD in annual sales. Approximately one third of the companies were 

companies owned by a small group of individuals. Of these firms, over half involved 

shared ownership within a family, such as husband and wife, brothers, or cousins. Only a 

few firms were partially owned by other companies or business groups, and none were 

partially owned by the state. Thus, according to this sample, the Sichuan furniture 

industry is dominated by private family-owned firms, which have owners who are very 

active in the firm's daily operation. 

The majority of the furniture manufacturers in Sichuan appear to be relatively 

new. Of the companies interviewed, the average year founded was 1993, and the median 

was 1995. Because this sample was drawn only from the trade show participants, it is 

likely to be skewed toward older, more established firms. Thus, the true average age may 

be even younger. Although two of the firms interviewed apparently started with a fairly 

large sum of capital, the typical firm started out quite small, with an average of 23 
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employees and later grew to the current average of 480. The owners of these now rather 

large firms employing from 30 to 3000 people came from humble beginnings. Their 

backgrounds vary from a bean curd peddler to an accountant who first started making 

flowerpots and then switched to printing name cards before finding his home in the 

furniture business. The biggest grouping of these owners and occupations, however, is 

that of farmers and carpenters, which accounted for forty-four percent of the owners. 

Former fiimiture salespeople and former Sichuan natives returning home to start-up a 

business both accounted for thirteen percent each. 

The owners of these firms are mostly independent self-starters. This 

characteristic, however, is largely the result of the institutional field. Owners had to grow 

their businesses by reinvesting earnings because they did not have access to other sources 

of capital. During the interviews they occasionally scoffed at the notion that they would 

ever be able to get bank loans, and some even broke out in laughter at the idea that they 

could list their company on China's stock market. Although the state lost interest in the 

furniture industry as it moved away from the planned economy, it has still maintained 

substantial control over the banking industry. Banks are heavily influenced by the state-

firm logic that gives priority to SOE, and the production-finance logic which emphasizes 

larger firms. Thus, the strategic actors in this field were constrained from using loans to 

finance their expansion. If bank loans had been a viable option, the industry may have 

become an oligopoly with a few firms controlling the market. Instead, the state-firm and 

production-finance institutional logics constrained strategic action and resulted in an 

industry composed of small and medium sized firms. 
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Furniture Distribution Organization 

Furniture is typically sold by using agents or company sales personnel located in 

large furniture markets. In Chengdu, there are two large furniture markets located next to 

each other. One is a TVE (Township Village Enterprise) and the other is a private firm. 

The TVE was formed in 1985 with 25,000RMB (3000USD). Similar to other TVE it 

received tax benefits and other assistance to get started (Oi, 1999). It started as a furniture 

factory, and opened the furniture market in 1991 with a floor space of 10,000 square 

meters. In 1994, it became a joint-stock company, and its stock is currently held by 

employees (46%), the TVE (51%), and a Hainan partner (3%). Since it became a joint 

stock company, it has paid a 10% dividend every year, and has grown to 300,000 square 

meters (75 acres) of floor space. The privately owned furniture market was started in 

1997, and has 100,000 square meters of floor space. 

These types of furniture markets are common in the major cities around China. 

The first, and nation's largest, was started in 1980 in Guangdong. These markets have 

created a flexible method of handling distribution across China. The typical method used 

by furniture companies to extend their national distribution is to occupy booths in 

furniture trade fairs in order to meet prospective agents seeking to represent the company 

in a given geographical area. Thus, an agent from Chengdu may contact a furniture 

company in Guangdong to secure the exclusive right to represent the Guangdong firm in 

Chengdu. The agent would then secure floor space in one of the furniture markets where 

he would have furniture shipped to him to sell. In contrast, local furniture manufacturers 
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typically rent their own floor space at a local furniture market and hire sales people to sell 

their furniture. Currently, the Chengdu TVE furniture market rents 30 percent of its floor 

space to agents and 70 percent to furniture companies. 

The organizational structure of China's furniture distribution is quite different 

from the U.S. structure where large furniture retailers use showrooms to resell ftirniture 

that they have already purchased from a variety of furniture manufacturers. This 

difference in organizational structure between the U.S. and China is largely the result of 

the interaction between the state-firm and production-finance logics that restrict loans to 

small private enterprises. The lack of capital prevents the furniture manufacturer fi-om 

opening its own showrooms across China. Likewise, the lack of a line of credit from a 

bank constrains the furniture market owners from purchasing directly from the 

manufacturers and then reselling the furniture. In addition, the lack of capital also 

prevents the furniture market from expanding to different locations in China. Thus, the 

importance of the organizing principles that freely provides capital to some SOE firms, 

but not to private firms cannot be underestimated. 

INSTITUTIONAL LOGICS RESULTS 

State-Firm 

Although the state-firm institutional logic indirectly impacts the firms by 

restricting bank loans, the results from the structured questions asked during the 

interviews reveal that the state has little direct influence or involvement with the furniture 
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firms. The interviewees were given a seven point scale and asked to choose the number 

that best represented the government's influence over six business aspects: strategy 

formulation, hiring employees, firing and laying off employees, obtaining materials, 

obtaining funding, or securing sales. Over seventy percent of the interviewees asserted 

that the government had no involvement whatsoever over all six business aspects. 

Instead, they sometimes complained about the failure of the local government to help, 

particularly in the area of obtaining loans to expand their businesses. The top half of 

Table 4.1 shows that all of the six aspects received an average score of less than two out 

of a possible seven. In addition, the data indicates that the government has had little 

involvement in these business aspects for the past five years. The only significant change 

appears to be a decrease of involvement in obtaining funding. The bottom half of the 

table indicates that the vast majority of the interviewees feel that government 

involvement has remained the same, while some believe it may have declined slightly. 

Table 4.1 
State-Firm Logic Results 

Strategic Hiring Firings & Obtaining Obtaining Securing 
Planning Labor Layoffs Materials Funding Sales 

Currently 1.53 1.64 1.50 1.67 1.53 1.33 
5 Years Ago 1.58 1.71 1.65 1.74 1.84 1.48 

No Change 77% 77% 81% 84% 77% 81% 
Increase 6% 3% 3% 3% 0% 6% 
Decrease 17% 20% 16% 13% 23% 13% 
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Outside of the furniture association's indirect relationship, the government seems 

to have little interest in being involved in the Sichuan furniture industry, and definitely no 

interest in controlling it. Instead the industry has been left entirely to market forces. The 

historical development of the Sichuan furniture industry presented above described how 

the state gradually lost interest in the industry, and how its employees seemed content to 

move out on there own and apply their skills on the open market rather than demand 

government subsidies to extend SOE's life indefinitely. When fiimiture association 

leaders were asked what year the SOE fumitvire firm closed, they gazed up at the ceiling 

to conjure up memories. It was as though they were trying to remember the date of death 

of an old distant relative, but weren't really sure if the relative had ever died or was still 

surviving in some corner of a distant retirement home. 

Regionalism 

When the furniture manufacturers became independent of the state, the state was 

no longer motivated to protect the local firms. Consequently, the interviews revealed that 

there was little local protectionism in China's furniture industry. Although over 53 

percent of the respondents who had sales in more than one province outside of Sichuan 

reported obstacles in operating in provinces outside of Sichuan, none of the furniture 

companies interviewed complained about local governments overtly protecting local 

firms. A few firms did complain of the higher taxes imposed on non-local firms, but most 

firms complained of logistical difficulties and competition. 
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As a whole, there appears to be little protectionism for three reasons. First, the 

industry is made up of small and medium sized firms that have little economic clout 

individually or collectively. Secondly, since the majority of these firms' owners are 

former farmers and carpenters, they have few friends in high places within the provincial 

government whom they can petition for favors. Thirdly, it appears that the Shanghai and 

Guangahou furniture firms, which have a strong export orientation, have little interest in 

penetrating the Sichuan market, and that the Sichuan firms pose little threat to the other 

major markets. As consumers in China have increased their disposable income, they have 

increasingly focused on improving their home by purchasing furniture. This expanding 

market is large enough not only for the existing firms, but also for new entrants to 

peacefully coexist. 

The distribution of Sichuan furniture firms' customers also indicates that 

expansion to other provinces has more to do with logistics and competition than local 

protectionism. Figure 4.2 below shows the distribution of Sichuan furniture outside of the 

province. The map was constructed by accumulating each firm's top three sales locations. 

Sichuan was in the top three sales locations for 89% of the companies. Sichuan and the 

other top five provinces are encircled with a bold border. The map shows that the primary 

destination for Sichuan furniture runs along a line from the southwest to northeast that 

begins in Yunan, runs through Sichuan, and ends in Shandong. The most significant 

aspect of the circled cluster of provinces is that not only do Sichuan firms avoid the top 

five furniture manufacturing areas (Guangzhou, Fujian, Zhejiang, Shanghai, and Jiangsu), 

but they also avoid all the provinces (except for Shandong) that border these five areas. 
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Based on this data, it appears that Sichuan furniture manufacturers have adopted a 

strategy of pursuing markets that are relative close to home, but far from the competition 

on the southeast coast. They often explained that their lack of reputation coupled with the 

inferior quality of their furniture has making it difficult to compete in Beijing, Shanghai, 

and Guangzhou. Thus, it seems the regional concentration has more to do with logistics 

and competitive pressures than with local protectionism. This geographical division, 

however, still supports the aspect of the regionalism logic that asserts that the coast and 

inland areas really make up two distinct Chinas. 
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Guanxi 

As a whole, guanxi plays a minor role in the Sichuan furniture industry. 

Representatives from the companies were asked to rate the importance of guanxi on a 

seven point scale in the business aspects of finding new employees, finding new 

customers, finding new suppliers, expanding to other provinces, and obtaining capital. 

First, they responded with regards to the current situation, and then with regards to the 

situation five years ago. The top half of Table 4.2 below shows that none of the five 

aspects received an average score of four or higher out of a possible of seven. Seventy 

percent of the companies interviewed said that guanxi was of little or no importance in 

finding employees and suppliers. Guanxi became more important, however, when 

companies were seeking new customers or attempting to expand outside of their 

province. About fifty percent of the companies said that guanxi was of some or great 

importance in these two areas. 

Table 4.2 
Guanxi Logic Results 

Expanding 
Finding Finding Finding Outside Obtaining 

Employees Customers Suppliers Province Capital 

Currently 2.61 3.86 2.75 3.78 3.42 
5 Years Ago 2.50 3.84 2.69 3.00 3.06 

No Change 62% 44% 56% 47% 59% 
Increase 19% 25% 22% 31% 22% 
Decrease 19% 31% 22% 22% 19% 
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To better understand the comparison of data from the current situation to the 

situation five years ago, it is necessary to look behind the averages for the two periods, 

and determine the percentage of interviewees who said that there have been changes and 

the reasons that they ascribed to these changes. These results are presented in the bottom 

half of Table 4.2. Although all of the mean scores are greater than what was attributed to 

be the situation five years ago, the percentage of respondents asserting that guawci has 

increased rather than decreased over the past five years is only greater for two of the 

business aspects. The most stable of the five aspects is in finding employees, where sixty-

two percent of the interviewees said that there had been no change. In addition, when 

companies thought there had been change they were equally divided over the direction of 

the change. The reasons that they cited for both the increase and decrease of importance 

of guanxi were the same across all aspects except in obtaining capital. According to the 

interviewees who asserted that guanxi has become less important over the last five years, 

the universal explanation for this decrease was that the increase in marketization has 

resulted in more competition. Thus, without a good product at a good price it is difficult 

to find customers, and in order to have the best products it is necessary to find the best 

suppliers and employees. Surprisingly, a similar explanation was given for why guawci 

had become more important over the last five years. Companies that were rapidly 

expanding claimed that guanxi had become an increasingly important tool for obtaining 

the best material and human resources in scarce markets. Even though there is an 

abxmdance of labor in Sichuan, a shortage of skilled furniture labor and skilled 
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salespeople has developed due to the industries rapid growth. In addition, the difficulty of 

finding dependable agents outside of Sichuan led many firms to rely on personal 

networks. 

On the surface, the claim that marketization is simultaneously responsible for both 

an increase and a decrease in guanxi appears to be contradictory. This contradiction, 

however, can be resolved by expanding upon the assertion that guanxi developed in 

communist systems in order to bypass inefficient or non-existing markets. As markets 

have become more powerful over the past five years the importance of guanxi has 

declined. Nevertheless, when firms expand too rapidly for markets to support the quality 

of resources needed to maintain a firm's competitive advantage, guanxi becomes more 

important as it provides an additional means for obtaining the best resources. Thus, 

guanxi becomes more important when markets are inefficient or stretched beyond their 

capacity. In some ways this is no different than what has happened in the U.S. during the 

high tech boom when companies would encourage employees to refer friends to fill the 

open positions. Thus, in times of market shortages guanxi becomes more important not 

only in China but in Western countries as well. 

The aspect of obtaining capital requires a separate discussion. This aspect 

received the most unsolicited responses. These responses can be categorized as either 

being a non-judgmental, factual statement such as "we don't use bank loans," or as 

complaints regarding the difficulty of obtaining loans and the need for guanxi. Those 

respondents who stated they didn't use bank loans always scored guanxi as being 

unimportant, whereas the complainers scored guanxi as being significant. Thus, it appears 
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that the inability to obtain bank loans is beginning to become a taken for granted aspect 

of strategy formulation within the furniture industry. None of the furniture firms started 

or grew their business with a huge influx of capital. Instead, they funded their growth 

with retained earnings. As this has become the taken for granted norm, and owners stop 

seeking to expand by obtaining loans, they forget that it takes a lot of guami to obtain 

bank loans. Thus, this cognitive conception of how to grow a furniture business shapes 

and constrains strategic action. 

Production-F inance 

As Chinese firms grow and gain access to more capital there is a tendency to look 

beyond their original industry and to diversify into other industries, but this was not the 

case with the private furniture firms. The furniture firms have remained committed to 

their core business. When asked about their current development strategies only 11% 

indicated that they planned to purchase interests in firms outside of the industry. By far 

the most common response was to focus on expanding market share of existing products 

or to broaden their furniture product line. Both of these two options were being pursued 

by 89% of the companies, and all of the interviewees chose at least one of these two 

options. These results are presented in the first line of Table 4.3 below. 

Although the furniture companies' strategies were very focused on the core 

business, oftentimes strategies are largely shaped by resource constraints. In the case of 

the furniture industry, many firms indicated that they did not have access to bank loans. 

Therefore, it is difficult to discern the extent to which the institutional structure is 
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constraining strategic action. In order to remove this institutional constraint's influence 

on strategic action, the interviewees were asked to pretend that their company had just 

issued an IPO on a stock exchange and had received 80 million RMB, which is about 

twice the annual average sales of the furniture companies in the sample. They then were 

asked to indicate on a seven-point scale how likely their firm would be to pursue the four 

basic strategies. These results are presented on the second line of Table 4.3. Although 

there was a disproportionately strong increase in the likelihood to diversify in an 

unrelated industry, the additional capital had little effect on the firm's focus. 

Table 4.3 

Production-Finance Logic Results 

Expand Market Expand Develop Invest in 
Share of Products in New Products in Different 

Existing Products Existing Industry Different Industry Industry 

Current Strategic Plans 89% 89% 28% 11% 

Plans with IPO 5.62 5.68 3.03 3.09 

The sample of those firms that indicated their strategy was diversification, or that 

they would diversify if they had more capital, was too small to analyze statistically. 

Additional information concerning this small segment, however, can be gleaned from the 

comments that they made in the interviews. The most common reason cited for wanting 

to diversify into other industries was that the increase in competition from new firms was 

squeezing profit margins. Thus, it is not surprising that one of the main characteristics of 
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those seeking to diversify is that they have been in business for over ten years. The 

second dominant characteristic is that the firm is part of a business group. Only five out 

of the thirty-six firms interviewed were part of a business group. Nevertheless, four of 

these firms had either already diversified or were planning to do so. The only one of these 

firms not planning to diversify was part of a business group that operated solely in the 

furniture industry. Thus it appears that business groups as an organizational form may 

encourage diversification. 

Although these firms had common characteristics and reasons to diversify, the 

new industries that they sought to invest in were quite diverse. One firm was planning to 

list on one of China's stock exchanges and use the proceeds to buy real estate. He 

described it as a sure bet that the land in the outer fringes of the city would double in 

price. One wanted to invest in retailing traditional Chinese medicine in Australia, while 

another simply said that the IT industry was better because there were fewer competitors. 

These adventurous few, however, are the minority. The majority prefers to stay in the 

furniture business. One said that the only thing he knew was furniture. Another owner 

expressed a view that was echoed by a few others. He said, "we started as carpenters and 

don't have the minds to do other businesses."^ 

^ Interview #28 
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CONCLUSION 

The Sichuan furniture industry provides an example of how an industry 

disregarded by the state developed under the influence of these four institutional logics. 

When the state lost interest in being in the furniture business, it enabled strategic action 

on the part of entrepreneurs to form their own firms. Since the state maintained a strong 

interest in the banking industry, SOEs were favored over these private companies for 

receiving loans. This constrained strategic action by eliminating the option to pursue 

rapid growth through loans to make capital investment. Instead, many small and medium 

size businesses formed. This is not only an example of how the state-firm institutional 

logic shaped strategic action within the institutional field, but it is also a good example of 

how the state-firm logic interacted with the production-finance logic. The two logics 

combined to establish a state-run banking system that favored large SOE and constrained 

growth among the small private furniture firms. While firms wanted to get bigger and 

likely would have diversified into other industries, the lack of capital eliminated this 

option. It was only the firms within business groups that had alternative sources for 

financing that were enabled to act on the belief that big firms that reduce risk through 

diversification are better. 

Once the state lost interest in the furniture market, it enabled the formation of 

organizational structures to support distribution of furniture in the form of huge 

independent fiimiture markets. These markets broke down some of the regional barriers 

and freely allowed the distribution of goods. They were also instrumental in developing 

the agent distribution system where independent agents began to solicit non-local firms 
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for the right to represent them in the agents' local market. Thus, there appears to be a 

mutual dependence between the state-firm logic and the regionalism logic in that once the 

state allowed firms to be independent, regional barriers began to disintegrate. Although 

there was little evidence of local protectionism, the sales distribution was still shaped by 

the contrast between the coast and inland areas. The coastal areas that have received the 

most foreign investment to create export oriented joint ventures are perceived by the 

Sichuan firms to be impenetrable markets due to inferiority of their products and the 

fierce competition that exists in these areas. 

The combination of an industry filled with small and medium size firms with little 

local protectionism resulted in a competitive market. When resources became scarce and 

markets alone were unable to provide the necessary resources, firms resorted to personal 

connections and networks in an attempt to obtain additional resources that could not 

guaranteed by the markets. Therefore, guanxi enabled firms to obtain additional resources 

in the midst of failing markets, but did not replace markets. Just as the lack of markets in 

the planned economies made guanxi important, over-extended competitive markets 

within the furniture industry also increased the importance of guanxi. 

The four institutional logics were not directly active in shaping the furniture 

firms. The state does not own furniture firms in China, nor does it attempt to protect the 

private firms that exist. In addition, guanxi is not prominent in the daily operation of the 

firms, nor have the firms grown into huge conglomerates. The state-firm and production-

finance logics, however, were active in the broader institutional field as they created a 

tight to non-existent capital market that constrained the strategic action of the firms. 
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Given the unique nature of the industry and its historical roots, more case studies are 

needed to determine if the four logics have a more direct effect on shaping, constraining, 

and enabling strategic action. It may be especially usefiil to analyze how the four 

institutional logics shape strategic action in an industry composed primarily of SOEs. 

At the beginning of this chapter, it was asserted that these institutional logics 

should be most prevalent in institutional fields that lack formal institutions. The findings 

in this chapter, however, revealed that strategic action in the Sichuan furniture industry is 

largely shaped by the extremely competitive markets rather than the institutional logics. 

The competitive markets that resulted from the state abandoning the industry and from 

the industry requiring little capital to enter, forced firms to live or die by the markets. The 

guanxi logic was invoked only when sufficient resources could not be obtained from 

markets. Consequently, additional research should be conducted on industries that are 

less competitive (i.e. have more barriers to entry) and have few formal institutions. 

Finally, it was also hypothesized at the beginning of the chapter that the presence 

of strong local informal institutions would be consistent with the business systems 

theoretical perspective outlined in Chapter 1, where the society's economic organization 

is centered on historically embedded institutions rather than new institutions diffused 

from the global envirormient. In contrast, the Sichuan fiimiture industry reveals that the 

strong markets suppressed the development of the informal institutions. Therefore, the 

business systems theoretical perspective does not predict the development of markets in 

the Sichuan furniture industry, unless a long-term perspective is taken in the context of 

China's long history. In that case, it was the planned market system that was diffused 
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from the global communist system in the 1950s that never became embedded with local 

society. With the death of the state-run firm in the 1970s and the beginning of reforms, 

the workers threw off the constraints of the planned economy and reverted to the market 

economy. 

It is hard to prove that the emergence of the market economy in the Sichuan 

furniture industry is merely the result of people returning to pre-planned economy 

organizational structures and establishing private firms. On the other hand, it seems more 

feasible than asserting that it is the influence of the global capitalism environment in the 

outer reaches of China's hinter land when there is no obvious global diffusion mechanism 

for these markets. 



153 

Chapter 5 

Diversification in Sichuan Firms: 

Institutional Logics as Shapers of Strategic Action 
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In Chapter 4, the institutional logics were used to analyze their effect on a 

particular industry. In this chapter, these logics are analyzed across the furniture, food 

processing, and pharmaceutical industries to determine how they relate to the various 

forms of the diversification strategy. Since the risk reduction aspect of the production-

finance logic is operationalized by a firm's diversification strategy, this chapter will only 

examine how the state-firm, guanxi, and regionalism logics interact with the various 

forms of the diversification strategy. 

The diversification strategy is closely correlated with business group 

organizational form with 87 percent of the diversified firms being business groups. 

Although the business group organizational form is not very common in the U.S., it is 

quite common in China and throughout Asia. The business group organizational form is 

quite suitable for facilitating the diversification strategy by allowing the parent firms to 

accumulate multiple members firms that are partially owned by the parent. Since one of 

the prescribed roles of the business group parent is to manage its portfolio of firms, 

business groups often acquire interests in firms that are unrelated to the core business. 

In this chapter, the focus is on the various types diversification strategies. 

Therefore, firms will be labeled based on the type of diversification strategy employed. 

The three classifications of diversification strategy are only related diversification, only 

unrelated diversification, and hybrid diversification that includes both related and 

unrelated diversification. Consequently, the business group organizational form 

dominates all three of these classifications. Since the focus is more on the strategy rather 
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than the organizational form used to implement the strategy, the business group 

organizational forms will not be overtly discussed in this chapter. It should be kept in 

mind, however, that most diversified firms are business groups. 

Over the past two decades, there has been much research on the diversification 

strategy among American firms (Hoskisson and Hitt 1994, Ramanujam and Varadarjan 

1989). Since much of this literature focused on American firms that were operating in the 

same institutional environments, the institutions shaping strategic action were ignored. 

The "downscoping" of the 1980s, however, drew attention to how the regulatory 

institutions had changed over time to constrain diversification (Davis et al. 1994, 

Hoskisson and Hitt 1990, Hubbard and Palia 1999). In addition, the expansion of 

diversification research to the cross-national context has also been conducive for 

analyzing the diversification strategy within its institutional context (Li et al., 1998, Wan 

and Hoskisson 2003). This institutional research follows the theoretical fi-amework of 

institutional economics that largely focuses on the regulatory institutions (Clague 1997, 

North 1990). When doing research on diversification in China with its weak regulatory 

environment, however, the focus on regulatory institutions will be problematic and 

require an alternative institutional approach. 

The cultural-cognitive dimension of institutional theory provides the institutional 

tools for analyzing strategies of firms in societies with weak regulatory environments. 

Rather than following the theoretical perspective of institutional economics by focusing 

on formal institutions, the cultural-cognitive dimension of institutional theory focuses on 

informal institutions that are composed of taken-for-granted belief systems, which are 
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just as capable shaping, constraining, and enabling the diversification strategy as the 

formal regulatory institutions (Powell and DiMaggio 1991, Scott 2001). These belief 

systems are subjective and socially constructed. To the actor who is engulfed in the social 

construction, however, the belief systems are understood as objective and external of the 

actor. These belief systems do not remove agency or strategic action from the actor, but 

rather establish informal cognitive frames and rules for the game that shape strategic 

action. Therefore, a nation's unique societal level cognitive frames can be useful for 

understanding why China and other developing economies have continued to pursue 

diversification strategies after this strategy has already declined in the U.S. (Amsden and 

Hikino 1994, Granovetter 1995, Khanna and Palepu 1997). 

THEORETICAL PERSPECTIVE 

Theoretical Framework 

Institutional theory is conceptualized to consist of formal (regulatory) and 

informal (normative and cultural-cognitive) systems (North 1990, DiMaggio and Powell 

1983, Scott 2001). Within institutional theory, institutional logics are defined as the 

dominant belief systems and related practices that provide organizing principles and 

guidelines to the participants (Friedland and Alford 1991). These are not cultural 

dimensions or values, but rather commonly held organizing principles that are believed to 

be the most effective method for mobilizing resources. Thus, the formal institutions will 

emphasize the regulations and rules that shape organizational structures, whereas the 
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informal logics emphasize the common beliefs and shared meanings that influence action, 

structure, and the creation of the regulations and rules. These informal logics are socially 

constructed in daily interaction. Consequently, they are subjective belief systems, but not 

necessarily incongruent with reality and rational action. Ultimately, these institutional 

logics shape, constrain, and enable a firm's strategic action. 

As identified in Chapter 3, the four institutional logics are the state-firm, guanxi, 

regionalism, and production-finance. The state-firm logic is defined as the belief that the 

state should control economic activity. Although China's economic reforms have resulted 

in the state giving up a good deal of control, it is still commonly believed that the state 

should be quite influential in coordinating economic activity. Guanxi is the second 

institutional logic. This logic is the belief that personal relationships are the best means 

for organizing economic activity. The third institutional logic is regionalism, which is the 

belief that provincial and local governmental officials and/or geographical characteristics 

(such as mountains or having access to warm water ports) facilitate the active or passive 

protection of local firms. From the perspective of the local firm, however, this logic can 

be defined as the belief that local and provincial jurisdictions have the responsibility to 

protect local firms from outside competition. The fourth logic is the production-finance 

logic, which is the belief that bigger is better, and that the firm is a portfolio of assets that 

should be managed to reduce risk. 
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Hypothesis 

A set of hypotheses can be derived from existing diversification literature to 

structure this qualitative study of diversification strategies in Sichuan. In general, the 

diversification literature asserts that diversified firms benefit by fully utilizing 

management expertise over marketing and R&D even in the case of unrelated 

diversification. Increasing a firm's scope results in an increase in the scale of these 

management functions. Consequently, the firm's core business becomes scope expansion 

and the associated management expertise that develops around the diversification 

strategy. The scope expansion strategy is distinctively different from expanding the scale 

of the firm. Consequently, hypotheses can be developed to examine relationships 

between the diversification strategies and a society's prominent institutional logics. Thus, 

hypotheses reflecting the relationships between diversification strategies and the state-

firm, guanxi, and regionalism logics can be developed. 

State-Firm Logic. The diversification literature asserts that the scope of 

diversified firms requires frequent interactions with various government agencies, which 

will result in ties between the state and the firm. These ties are a crucial part of building 

diversification management expertise that allows the firm to reproduce itself in many 

sectors (Wan and Hoskisson 2003, Whitley et al. 1996). These ties allow the firm to 

lobby and shape state influence to diversify the firm in a positive manor (Hillman and 

Hitt 1999). In addition, it has been asserted that much of East Asia's economic 

development has been shaped by the "autonomous" state, which has the ability to allocate 

resources. Since autonomous states typically prefer to only deal with a few entrepreneurs, 
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large diversified firms with frequent governmental interactions become prime candidates 

to receive beneficial influence from the government (Evans 1990, Guillen 2000). 

Hypothesis 1. The more diversified firms will be positively correlated with the state 
influencing the firm and the firms influencing the state. 

Guanxi Logic. There is also a good deal of literature on formal institutions 

asserting that an abundance of healthy formal institutions enables firms to reap the 

benefits of specialization (Clague 1997, Wan and Hoskisson 2003). In addition, trust and 

cooperative norms are a concomitant of robust institutions (Grief 1993, Knack and 

Keefer 1997, Putnam 1993). In China, guanxi has been asserted to be evidence of 

inadequate institutions and an indication of a lack of trust in the general populace because 

guanxi channels economic activity through social networks embedded with significant 

sanctions for those who violate norms of trust (Xin and Pearce 1996). Since unrelated 

diversification occurs where there is a lack of institutions and a lack of trust in the 

generalized other (i.e. a surplus of guanxi), the importance of guanxi should be positively 

correlated with unrelated diversification. In addition, since the degree of formal 

institutions are likely to vary across sectors, it is likely that firms in sectors with weaker 

institutions will rely more on guanxi to operate their businesses. 

Hypothesis 2a. Non-diversified andfirms with little diversification will be negatively 
correlated with guanxi being important in executing various business functions. 

Hypothesis 2b. Highly diversifiedfirms will be positively correlated with guanxi being 
important in executing various business functions. 

Hypothesis 3. Firms in sectors with fewer formal institutions will be positively correlated 
with guanxi being important in executing various business functions. 
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Regionalism Logic. China's provincial markets are not integrated into a national 

market. China's markets are so fractured that the EU is more economically integrated 

than the provinces in China (Poncet 2002). Consequently, the international diversification 

literature can be applicable to firms expanding beyond provincial borders. This literature 

draws on the resource-based view by asserting that geographical diversification has 

advantages similar to product diversification. These advantages result due to increased 

market power, reduced risk, and the development intangible management expertise in 

diversification (Barney 1991, Kim, Hwang, and Burgers 1993, Tallman and Li 1996). 

Thus, the rent-yielding resources developed with each provincial operation create a 

competitive advantage that can be utilized in fiiture geographical diversifications. Since 

the competitive advantages derived from geographical diversification and product 

diversification are derived from similar rent-yielding resources within the firm, a positive 

relationship has been asserted between the two forms of diversification (Hitt, Hoskisson, 

and Kim 1997, Tallman and Li 1996). Therefore, product diversified firms will be more 

geographically diversified than non-diversified firms. 

Hypothesis 4. The more diversified firms will be negatively correlated with the percent of 
sales in a firm's home province. 

International diversification literature has also asserted a positive relationship 

between innovation and international diversification (Hitt, Hoskisson, and Kim 1997). 

International diversification is expected to result in an increased commitment to R«feD as 

firms attempt to maximize returns on R&D, and as geographical diversification generates 

resources to reinvest in R&D (Kobrin 1991, Kotabe and Murray 1990). Thus, there 
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should be a correlation between innovation in product development and geographical 

expansion. 

Hypothesis 5. Firms emphasizing new product development are negatively correlated 
with the percent of sales in the firm's home province. 

METHODS 

Research Design 

The data collection process was composed of interviews with managers and 

owners of firms in Sichuan from three sectors. The three sectors were chosen to include 

two sectors that have been designated as Sichuan's "pillar industries," and one sector that 

has not received this designation. The interviews were conducted during the fall of 2002 

at trade shows in Chengdu. Trade shows typically last about four days, and each 

interview typically lasted 30-40 minutes. I conducted 36 interviews at the furniture trade 

fair (September 23-26), 35 at the food processing trade fair (October 11-14), and 33 at the 

pharmaceutical trade fair (November 2-6). There was a 90% response rate with only 12 

Finns refusing to be interviewed. About 85% of the interviews were conducted in Chinese 

and the rest were in English. Most of the interviews that were in Chinese were done with 

the help of a translator to improve the richness of the data and the quality of the follow-

up questions. 

The structure of the interviews followed a questionnaire that was back translated 

and pre-tested. The questionnaire contained questions on the general background of the 
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firm and its associated business group, the four institutional logics, and firm governance. 

Although the focus of the interview was on the questionnaire, frequent follow-up 

questions were asked to understand why the interviewee chose the answer that he did. In 

addition, follow-up questions were used to clarify answers that appeared to be 

contradictory. Since the interviews were not recorded, notes were written on the 

questionnaires during the interview. 

Measures 

Diversification. The key dependent variable is diversification. In many 

diversification studies, SIC data is used to calculate diversification indexes that are used 

to represent the extent of a firm's diversification (Robbins and Wiersema 2003). In 

contrast, this qualitative study uses four classifications of diversification. The first 

classification is no diversification, which occurs when all of the firm's products are in 

one 2-digit SIC. The second classification is the related-only diversification, which 

occurs when a firm's core business is in a 2-digit SIC and the remaining businesses £ire 

part of a vertical integration strategy. The third classification is the unrelated-only 

diversification, which occurs when all of the businesses fall in different 2-digit SIC 

categories and are not part of a vertical integration strategy. The fourth category is the 

hybrid category, which occurs when two or more of a firms business can be classified as 

a vertical or horizontal diversification strategy, and when it also has businesses that are 

not in the same 2-digit SIC category as the businesses that were classified as being part of 
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a horizontal or vertical integration strategy. The sequence in which these four categories 

were presented represents an increasing degree of diversification. 

Control Variables. The three principle control variables are sector, firm size, and 

year the firm was established. Since the furniture, food processing, and pharmaceutical 

sectors utilize very different technologies and operate in different business environments, 

it is important to control for these differences when making generalizations about how 

the institutional logics are shaping the diversification strategy. The firm size is the total 

number of employees across all businesses in the firm. The last control variable is the 

date established. Recently established firms are less likely to be diversified then firms 

that have been operating for decades. 

RESULTS 

Diversification Categories and Strategies 

Table 5.1 describes the variation in the average firm size across the three sectors 

(furniture, food processing, and pharmaceutical) and the breakdown of the number of 

firms in the four diversification classifications (i.e. no diversification, only related 

diversification, only unrelated diversification, hybrid diversification) across the three 

sectors. Table 5.1 shows that 55% of the firms are not diversified. These non-diversified 

firms are small with an average of 313 employees as compared to the firms with only 

related diversification, only unrelated diversification, and hybrid diversification which 

have average number of employees of 1,986, 1,186, and 2,987 respectively. 
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TABLE 5.1 

Firm Size and Diversification Categories Across Sectors 

Food 
Furniture Processing Pharmaceutical Total 

Average number of employees 480 1137 1436 1004 

No diversification 29 18 10 57 

Only related diversification 3 3 5 11 

Only unrelated diversification 1 7 10 18 

Hybrid diversification 3 7 8 18 

Total 36 35 33 104 

Although there are not a large number of diversified firms, this does not 

necessarily mean that many of these firms may not be planning to diversify in the future. 

To understand whether this is the case, the managers were asked to indicate their future 

plans. The first row of Table 5.2 shows the partial correlations between the four 

diversification categories and the firms plaiming to diversify in unrelated sectors. The 

partial correlations control for the three sectors, size of the firm, and date the firm was 

established. The results show that firms planning to diversify are strongly correlated with 

firms that have already diversified into other sectors. Likewise, there is also a strong 

negative correlation between non-diversified firms and those with plans to diversify. 

Even those firms with related diversification have few plans for unrelated diversification. 

Thus, firms are committed to continue to pursue existing diversification strategies. 



TABLE 5.2 

Partial Correlations for Diversification Categories and Strategies 

No 
Diversification 

Only Related 
Diversification 

Only Unrelated 
Diversification 

Hybrid 
Diversification 

Plan to Diversify -.268** -.160 .225** .278** 

Would invest IPO Funds in 
same sector and product -.028 .192 -.137 -.006 

Would invest IPO Funds in 
same sector, new product -.097 .011 .071 .044 

Would invest IPO Funds in 
different sector, new product -.116 -.097 .068 .178 

Would use IPO Funds to acquire 
a firm in a different sector -.241 * -.177 .234* .248* 

Would invest IPO Funds 
in real estate -.188 -.222* .167 .293** 

^ Partial correlations controlled for sectors, niimber of employees, and date firm established. 
* /»< .05 
**/?<.01 
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This stability of strategies calls into question whether there are some 

environmental capital constraints that prevent firms from diversifying. During the 

interviews with small non-diversified firms, it was common for them to scoff at the idea 

that they could ever get a loan from the bank. In order to remove this constraint, the 

managers were asked a hypothetical question regarding what the firm would do if it 

received ten million USD from listing their firm on the stock market. They were given 

the followang strategies to choose from: invest to expand existing product lines, invest to 

develop new product lines in the same industry, invest to develop a new product line in a 

different industry, use funds to acquire a factory or firm in a different industry, invest in 

real estate. For each of these options, they were asked to select a number from 1 to 7 with 

1 representing very unlikely and 7 representing very likely. The results from Table 5.2 

show that even if non-diversified firms and firms with related diversification had money 

to invest, they would not choose the unrelated diversification strategy. Similarly, the 

unrelated diversified and hybrid firms also would continue their existing diversification 

strategies. Even though the hybrid firm contains related and unrelated diversification, it is 

still much more likely to pursue the unrelated diversification strategy. 

Overall, it appears that it isn't the underdeveloped capital markets that are 

preventing the non-diversified firms from diversifying, but rather cognitive perceptions 

of human resource limitations. When the managers of these non-diversified firms were 

asked why they hadn't diversified, the most common answer was that they don't know 

anything about other sectors. Most of the managers and owners of these firms were 

formerly farmers or laborers, who entered the sector with little capital. These are farmers 
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who begin their business using only hand tools to make the furniture, or downsized 

workers who cook and bottle red pepper chili sauce at home and then sell their products 

to local stores. Over time their businesses grow and they increase their capital 

investments, but at the core they are largely family businesses without college educated 

or professional managers. 

State-Firm Logic Results 

The state-firm logic is the belief that the state and the firm should be closely 

connected in an influential relationship. Thus, the managers and owners were asked to 

identify the degree of influence that the government has over firms in the areas of 

developing strategies, hiring new employees, firing or laying-off employees, obtaining 

raw materials, obtaining capital, and obtaining sales. The managers and owners were 

asked to rate the degree of influence on a scale from one to seven where a one represents 

no influence and a seven represents much influence. Partial correlations that control for 

sector, number of employees, and date established were calculated for each of the 

business functions across the four diversification categories. The results are presented in 

Table 5.3. 



TABLE 5.3 

Partial Correlations for Diversificatioii Categories and State Influence 

No Only Related Only Unrelated Hybrid 
Diversification Diversification Diversification Diversification 

Formulating strategy -.150 .063 -.071 .205* 

Hiring new employees .103 -.094 -.018 -.026 

Firing and laying-off 
current employees -.104 .049 -.023 .111 

Obtaining raw materials -.164 .012 -.105 .304** 

Obtaining capital -.174 .130 -.046 .150 

® Partial correlations controlled for sectors, mmiber of employees, and date firm established. 
*  p < . 0 5  

** p< .01 
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In general, the assertion that the more diversified firms would report more 

government influence as stated in hypotheses 1 are true. Of the four diversification 

categories, the hybrid category has the strongest positive correlation with government 

influence, and the non-diversified category has the strongest negative correlation with 

government influence. At the .05 level of significance, however, hypothesis la is only 

true for the hybrid category in the areas of developing strategies and in obtaining raw 

materials. 

From the American perspective, there is a tendency to think of government 

influence as being a bad thing that hinders firm performance, but to the Chinese 

managers it is viewed as being positive. Many of the managers from the non-diversified 

category complained that the government wasn't doing enough to help them. In the area 

of strategy, the government can have a positive influence on the hybrid diversified firms 

in a variety of ways. During one interview, a manager from a smaller private food 

processing company complained that the state sold the state-owned dairy company to a 

large private firm in the hybrid category for a price below market value. This manager 

claimed that the government prefers to sell state assets to large hybrid diversified firms 

without allowing open bidding to other firms. Thus, the state can drive the acquisition 

strategy of large hybrid firms by offering and sometimes insisting that these large 

diversified firms acquire state assets. 
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Guanxi Logic 

Guanxi is the Chinese word of "relationship" or "connections." Thus, the guanxi 

logic is the belief that economic activity should be controlled through a network of 

personal relationships. In order to determine the strength of this logic in Sichuan, 

managers and owners were asked to rate the importance of guanxi in the business 

fimctions of hiring employees, finding new customers, finding new suppliers, expanding 

sales outside of Sichuan, and obtaining capital. They rated the level of importance on a 

scale from one to seven where a one represents not important and a seven represents 

extremely important. Partial correlations that control for sector, number of employees, 

and the year the firm was established were calculated for each of the business functions 

across the four diversification categories. The results are presented in Table 5.4. 

Hypothesis 2a, concerning the relationship between diversification strategy and 

guanxi, is partially supported. The partial correlations show that firms engaged in only 

related diversification are much less likely to view guanxi as being important especially 

in the areas of hiring new employees, finding new suppliers, and expanding their sales 

outside of Sichuan. In the other guanxi categories for firms engaged in related 

diversification, however, the negative correlations with guanxi being important are not 

statistically significant. Likewise, the results for the non-diversified firms do not support 

the hypothesis 2a. 



TABLE 5.4 

Partial Correlations for Diversification Categories and the Importance of Guanxi 

No Only Related Only Unrelated Hybrid 
Diversification Diversification Diversification Diversification 

Hiring new employees .173 -.241* -.009 .007 

Finding new customers .016 -.017 -.111 .108 

Finding new suppliers .038 -.191 .005 .117 

Expanding sales outside 
of Sichuan .066 -.206* -.059 .159 

Obtaining capital -.002 -.030 -.124 .154 

® Partial correlations controlled for sectors, number of employees, and date firm estabUshed. 
* < .05 

**;?<.01 
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Hypothesis 2b is also not supported. Although firms in the hybrid diversification 

category are positively correlated with viewing guanxi as being important, none of this 

category's business functions are statistically significantly at the .05 level. In addition, 

contrary to the hypothesized relationship, most of the business functions in the unrelated 

diversification category have a negative correlation with guanxi although none of these 

correlations are statistically significant. Thus, the only support for hypothesis 2 is for the 

related diversification category that is predominantly negatively correlated with guanxi. 

Hypothesis 3 asserted that sectors with fewer formal institutions will be positively 

correlated with guanxi. In Sichuan, the most promising sector is the pharmaceutical 

sector. Consequently, regulatory institutions such as the Sichuan Drug Administration 

and the Chengdu Drug Administration have worked to develop standards to ensure 

quality and promote scientific testing of traditional Chinese medicine to prove its 

efficacy. Over the past ten years, international acceptance of traditional Chinese medicine 

has grown rapidly. At the same time, the supporting institutions have developed to ensure 

quality and promote international legitimacy. Thus, the pharmaceutical sector is the most 

institutionalized. In contrast, there are few institutions that support the furniture industry. 

Therefore, based on hypothesis 3, there should be a negative correlation between guanxi 

and the pharmaceutical sector. 
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TABLE 5.5 

Partial Correlations for Sectors and the Importance of Guanxi 

Food 
Furniture Processing Pharmaceutical 

Hiring new employees -.166 .359** -.184 

Finding new customers -.202* .277** -.066 

Finding new suppliers -.193 .235* -.035 

Expanding sales outside 
of Sichuan -.233* .338** -.094 

Obtaining capital -.262** .273** -.001 

® Partial correlations controlled for number of employees, and date firm established. 
* p < . 0 5  

**p<.Ol 

The partial correlations in Table 5.5 show that there is little support for hypothesis 

3. These partial correlations were controlled for number of employees and the date the 

firm was established. The pharmaceutical sector is negatively correlated with guanxi in 

all categories, but none of these correlations are statistically significant at the .05 level. 

Instead it is the food processing sector that is the most statistically significant. The strong 

positive correlations for the food processing sector would indicate that it is the least 

institutionalized of all three sectors. It is difficult to argue, however, that the Sichuan 
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furniture sector has stronger institutions than the food processing industry. Consequently, 

based on these results and the results from hypothesis 2 it is hard to support a relationship 

between institutions and specialization. It easier to make the argument at a societal level 

that China has weaker institutions than the U.S., and therefore there is more 

diversification in China than the U.S. When this relationship is tested at a lower level of 

analysis that looks for this relationship within a society, however, it becomes more 

difficult to find supporting evidence because one must define exactly what institutions are 

needed to encourage specialization. 

Based on my interviews there is a strong negative relationship between guanxi 

and competition. The most common explanation given for why guanxi was not important 

was that the fierce competition requires them to hire the best employees and find the best 

suppliers. Consequently, they were not willing to hire workers just because they had 

personal relations with someone in the company or use a supplier that doesn't provide the 

best materials at the best price. In environments with surplus labor and scarce capital, the 

capital intensity of each sector will determine the degree of competition in any given 

sector. Thus, in the sectors interviewed, the fiimiture sector was the least capital intensive 

and the most competitive. The most capital intensive and least competitive was the 

pharmaceutical sector. The results in Table 5.5 fits this assertion of a linear relation 

relationship guanxi and competition for the fiimiture and food processing sectors with the 

furniture sector ascribing the least amount of importance to guanxi and the food 

processing sector ascribing more importance to guanxi. The pharmaceutical sector, 

however, ascribes less importance to guanxi than the food processing. The best 
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explanation for this curvilinear relationship between guanxi and competition across the 

three sectors is that a rational bureaucratization has occurred for firms in the 

pharmaceutical sector that has reduced the importance of guanxi. This assertion, 

however, is merely a hypothesis for future research that would analyze the relationship 

between strong institutions and diversification. 

Regionalism Logic 

The regionalism logic is defined as the extent to which geographical 

characteristics and provincial and local government officials facilitate the active or 

passive protection of local firms. Thus, the managers and owners were asked what 

percent of their sales are in Sichuan and whether these were barriers to expanding sales 

outside of Sichuan. Table 5.6 presents the partial correlation results that control for 

industry, firm size, and year the firm was established. The results show that the strongest 

correlations are in the related and unrelated diversification categories, but neither of these 

was significant at the .05 level. Firms with unrelated diversification have the highest 

average percent of sales occurring outside of SichuEin at 69%. Firms with unrelated 

diversification are also the category most likely to complain about barriers to expanding 

sales outside of Sichuan. At the other end of the spectrum are the firms with related 

diversification. These firms have the strongest negative correlation of their firm's sales 

occurring within Sichuan with 38% of their sales occurring in Sichuan. At the same time 

these are the least likely to complain about barriers to expanding sales outside of Sichuan. 

This pattern of the more firms sell outside of Sichuan the more they complain about 
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barriers to expanding sales outside of Sichuan, is further substantiated by a statistically 

significant negative correlation between percent sales in Sichuan and complaints of 

barriers to expanding sales outside of Sichuan. Thus, any barriers that exist do not 

prevent firms from expanding outside of Sichuan, but rather just create an additional 

obstacle that must be surmounted. 



TABLE 5.6 

Partial Correlations for Diversification Categories and Regionalism 

No Only Related Only Unrelated Hybrid 
Diversification Diversification Diversification Diversification 

Barriers for making sales 
outside Sichuan .053 -.173 .171 -.081 

Percent of Firm's sales 
in Sichuan .039 .135 -.162 -.005 

® Partial correlations controlled for sectors, number of employees, and date firm established. 
*/7<.05 

** p< .01 
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The expansion strategies being pursued provide a better explanation for sales 

outside of Sichuan. Table 5.7 shows the partial correlations of Sichuan sales across 

strategies controlling for sectors, nvimber of employees, and date the firm was 

established. There are strong positive correlations for firms developing new products in 

the same industry and firms developing new products in different industries. The 

strongest correlation is between firms that are pursuing at least one of these strategies. 

Although all of these correlations are just shy of the .05 level of significance, they show 

that the strategy to expand by developing new products is more closely related to 

expanding sales outside of Sichuan than the strategy to diversify by acquisitions. Some 

large firms have developed national coverage for their products by purchasing firms in 

each province, but this strategy is only available to the largest and wealthiest firms. Most 

firms expand geographically by developing sales in new provinces one at a time. 



179 

TABLE 5.7 

Partial Correlations for Sichuan Sales and Strategies 

Percent of a Firm's 
Sales in Sichuan 

Plan to develop 
existing products 

Plan to develop new 
products in the same sector 

Plan to develop new 
products in a different sector 

Plan to acquire a factory or 
firm in a different sector 

Plan to invest in real estate 

Plan to develop new products 
in the same or different sector 

.041 

-.168 

-.182# 

-.094 

-.155 

-.189# 

Partial correlations controlled for sectors, number of employees, and date firm 
established. 
# p <  . 1 0  
* p < . 0 5  

* * p < . 0 1  
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DISCUSSION 

Non-Diversified Firms 

Based on this qualitative study, non-diversified firms are small firms that develop 

and operate with little capital and little hope to ever grow into a large firm. Owners 

typically come from poor backgrounds and have little education. They maintain tight 

control of these firms by making the daily operation decisions and the long-term strategic 

decisions. This combination of factors prevents the owners from envisioning the 

emulation of the large diversified firms that they see operating around them. Although the 

non-diversified firms are growing rapidly, their profit margins are constantly being 

squeezed by other low capital entrants in a surplus labor environment. 

None of the logics are dominate in this category of firms. Instead the non-

diversified firms appear to operate in a mixed environment where competitive markets 

dilute the effects of the informal institutions. Therefore, firms acquire a significant 

proportion of their resources in markets rather than through personal networks and 

assistance from the state. The strong presence of the owner in this category also limits the 

firm's ability to invoke the state-firm logic for its advantage. This constraint is due 

largely to who is in their personal networks. Since the owners of the non-diversified firms 

do not come from wealthy and educated backgrounds, they do not have access to 

government officials, who could encourage state banks to loan them money, or to other 

more wealthy potential business partners who could be called upon to invest capital and 

expertise to diversify into other sectors. Consequently, these low capital-intensity firms 
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continue to grow by adding new employees, but never accumulate the capital or broader 

expertise to diversify. 

Related Diversification 

Firms with related diversification are similar to the non-diversified firms in that 

they basically focus on one product area and have no plans for unrelated diversification. 

The difference is that these firms have slowly accumulated and invested to develop 

competitive advantages to rise above the labor intensive non-diversified firms. As they 

have grown they have chosen to reinvest in related business functions. Often the strategy 

behind these investments is driven by the core businesses inability to depend on market 

alternatives. Thus, the organic vegetable grower invests in a refrigerated truck business to 

provide a means to get its product to market. The primary strategy behind the related 

diversification, however, is not to expand to markets outside of Sichuan but rather to 

expand their market shares within Sichuan. 

The most dominant logic shaping strategy for these firms is the absence of guanxi. 

These firms are market driven firms seeking to develop competitive advantages in a 

particular sector. Vertical integration is often used where markets are unable to provide 

the quality of service or product that is needed to enhance its competitive advantage. 

Although these firms eschew the guanxi structure, they still interact with the government 

especially in area of obtaining capital. Thus, the influence of government does not 

necessarily require firms to develop a broad guanxi strategy across all of its business 

functions. Instead, these firms that are focused on a single sector interact with the 
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government to establish a favorable environment for their firms. Unlike the firms in the 

hybrid category that continually diversify into sectors that they perceive to be less 

competitive, firms that pursue related diversification focus on establishing competitive 

advantages within their original sector. This focus on competitive advantages causes the 

firm to adopt a more rational-bureaucratic structure rather than the relation-based guanxi 

structure. This organizational structure may limit investment opportunities by creating a 

well defined criteria for the type of investments that are suitable. Consequently, these 

firms do not consolidate capital has quickly as the hybrid firms that are open to 

investments in any sector. 

Unrelated Diversification 

Firms with unrelated diversification are similar to non-diversified firms in that the 

government has little influence over them and they have little influence on policies. At 

the same time they are different from the non-diversified firms because they are not 

family firms. Firms with unrelated diversification are also similar to hybrid firms in that 

they view the firm as a portfolio of assets that should be diversified, but are different 

because their core business does not generate enough income to make them big players in 

the eyes of the local government. Thus, the unrelated diversified category of firms is 

really an in-between category positioned between the non-diversified and the hybrid, but 

this is not a temporary resting place or a stepping stone to the hybrid category. Instead it 

becomes a permanent dwelling where the firm has only enough resources to imitate the 

hybrid firms, but never grow to gain the influence or status of the hybrid firms. 
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There are no dominant logics shaping the strategy of firms in the unrelated 

diversification category. Both the guanxi and state-firm logic were insignificant in 

shaping the strategy of the firms in this category. The absence of the regionalism logic 

was the most prevalent for this category as firms in this category are likely to acquire 

firms to expand outside of Sichuan. This result, however, is more strongly correlated with 

the strategy to develop new products than the diversification category. One explanation 

for the lack of dominant logics is that the three logics identified in this research just aren't 

applicable to this category of firms and that there are other logics in China shaping its 

strategic action. An alternative explanation is that the firms in this category are 

mimicking the strategy of the hybrid category of firms by pursuing unrelated 

diversification on a smaller scale. During the mimicking process the three logics 

identified and analyzed in this research are diluted and lost. 

Hybrid Diversification 

Hybrid firms are different from the firms that pursue only related diversification 

and those that pursue only unrelated diversification. These firms evolve by establishing 

cash-cow businesses which provide the capital to diversify their interests into unrelated 

businesses. The related diversification within these firms most often occurs early during 

its search for the profitable business. Once the cash flow is established, the firm begins to 

operate as a financial firm that seeks to invest in profitable sectors where there is less 

competition. At the same time, these firms seek a diverse portfolio to reduce their risk. 
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The most important logic in shaping the hybrid firm's strategy is the state-firm 

logic. On average the firms in the hybrid category of diversified firms are the largest 

firms. Thus, these firms fit the ideal type of firm that the government wishes to develop 

to compete with the foreign firms entering China. Consequently, the government is more 

interested in supporting the development of these firms. As the government works to 

support these firms, relationships develop between the firm and the state. These 

relationships invoke the regionalism logic and cause the hybrid firms to remain more 

localized than the unrelated diversified firms. 

CONCLUSION 

In this chapter, the state-firm, guanxi, and regionalism logics were analyzed 

across the furniture, food processing, and pharmaceutical industries to determine how 

they relate to the various forms of the diversification strategy. Overall, the relationship 

between the institutional logics and the different forms of the diversification strategy is 

sparse. The strongest finding is that the state-firm logic is active in the hybrid firms 

especially in areas of formulating strategy and obtaining raw materials. In addition, firms 

that only engage in related diversification view guanxi as being less important than the 

hybrid firms especially in the areas of hiring new employees and expanding sales outside 

of Sichuan. 

These narrow findings may be due to the fact that the institutional logics are just 

not related to strategies in general, or possibly just not to this strategy. With regards to the 
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diversification strategy, the results may have been muted due to the exclusion of the 

production-finance logic because risk reduction aspect of the production-finance logic 

itself is operationalized by the unrelated diversification strategy variable. Consequently, 

in future research it would be better to operationalize risk reduction with a different 

variable so that the production-finance logic could be included in the analysis. 

An alternative way to look at the findings presented in this chapter, is to firame the 

results as measuring the relationship between indigenous logics and non-indigenous 

logics, rather than the relationship between logics and strategy. Since the operationalized 

variable for the non-indigenous production-finance logic is the diversification strategy, 

the results presented in this chapter can be interpreted as saying that there is little relation 

between the indigenous and non-indigenous logics. 
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Chapter 6 

Taking the State Out of the Firm: 

The Transition of a State-Owned Enterprise in the 
Midst of Changing Institutions 
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In Chapters 4 and 5, the institutional logics were examined to determine if they 

were active in the furniture industry, which was dominated by the private firm 

organizational form, or among firms engaging in similar diversification strategies, which 

primarily consisted of firms in the business group organizational form. In this chapter, the 

focus is on the state-firm and global capitalism logics as well as the SOE and joint 

venture organizational forms. In addition, rather than using the macro approach, this 

chapter uses a micro analysis by focusing on the social construction process that occurs 

among actors as they attempt to make sense of their position in society in the midst of 

rapid institutional change. This micro approach facilitates the analysis of the social 

construction processes by which organizational forms and organizing logics evolve and 

gain legitimacy among individual actors, and in particular attempts to understand how 

individuals not only come to accept new logics that largely incorporate aspects of the 

global capitalism, but also come to accept them as their own. In addition, it also attempts 

to understand how organizations adopt new forms and organizing logics that are 

detrimental to many of its workers and still gain their support. 

Over the past two decades, organizational sociologists have largely focused on the 

macro aspect of legitimation, institutional change, and the creation of new organizational 

forms. The level of analysis for most of this research has either focused on societal 

systems, organizational fields, or organizational populations. This macro focus has de-

emphasized new institutionalism's primary tenets of social construction of shared 

knowledge and belief systems (Berger and Luckman 1966, Meyer and Rowan 1977, 
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Weick 1995). Rather than looking at how cognitive frames are socially constructed and 

how actors use these frames to further their individual interests, most research has merely 

focused on the content of the institutions. Consequently, a gap has developed between the 

micro and macro level of analysis (Zucker 1991). I attempt to bridge the micro-macro 

divide by analyzing a case study of a single organization that embeds actors in their broad 

societal institutions while examining how these strategic actors deploy new institutional 

logics and how the actors that are thrust into these new institutions come to accept them 

as being legitimate. In addition, I develop a theoretical model that combines aspects of 

the world society and new institutionalism theoretical perspectives to illustrate the 

processes of institutional change in China's unique transitional economy. 

This case study is based in China, which has undergone a great deal of 

institutional change over the past 25 years. In particular, the case is a Sichuan textile firm 

that was quite successful in the 1970s and most of the 1980s. In the later half of the 

1980s, as China began transitioning from a planned economy to a market economy, this 

SOE (state-owned enterprise) began to experience difficulties. Consequently, the 

management attempted to remain competitive by first establishing a joint venture with a 

Hong Kong partner, and then later establishing a fake joint venture in an attempt to 

increase efficiencies by transferring the incentive management logics embedded in the 

joint venture organizational form. In the end, as the joint venture logics became 

legitimated in the broader society, the SOE began implementing some of the incentive 

management logics without the guise of a joint venture. 
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THEORETICAL PERSPECTIVE 

A comprehensive theoretical framework for China must encompass mechanisms 

to account for both China's unique characteristics that have evolved over its five 

thousand year history and the influence of the broader global environment in shaping its 

recent economic reforms over the past twenty-five years. This broad theoretical 

framework is presented in Figure 6.1 below. The global capitalism box at the top reflects 

the world society perspective that focuses on the diffusion of global culture (Meyer et al. 

1997). Culture has become increasingly global and forms a transnational legal order that 

operates in autonomous nation-states (Robertson 1992, Berman 1988). World culture and 

intemational institutions are the apparatus that shape actions of nation-states, firms, and 

individuals (McNeely 1995, 1998; Strang 1990). These intemational institutions facilitate 

the diffusion of global values by establishing rules, setting standards, and transmitting 

principles that are replicated within each nation-state's institutions (Boli and Thomas 

1999). Even though the values are universal and diffuse downward, conflict still results 

from the internal contradictions that exist among the global values and principles (Boli 

1999). 

Although the world society perspective de-emphasizes the social construction that 

occurs when intemational norms, values, and logics collide with a nation's unique set of 

norms, values and logics, the diffusion diagram makes this interaction between 

intemational logics and organizational forms the central focus of the analysis. Rather than 

focusing on internal contradictions within global values, norms, and logics, this model 

focuses on the contradictions between the global logics and China's logics (Ahlstrom and 
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Burton 2002). In addition, since the world society perspective focus is more on nation-

state functions such as education, environmental protection, and social welfare; it views 

international non-governmental organizations as carriers of these values and logics 

(Frank et al. 2000, Meyer et al. 1992, Thomas and Lauderdale 1988). In contrast, the 

focus of the model presented above is on the firm, and therefore purports that the primary 

carriers are organizational forms. Consequently, this model is most interested in how 

international logics and organizational forms interact with China's dominant logics and 

organizational forms to create a unique business environment. 

Although the theoretical model incorporates aspects of the world society 

theoretical perspective, the core of the model is the social construction box that is 

grounded in the cultural-cognitive branch of institutional theory (Scott 2001). This 

theoretical perspective asserts that concepts of rationality are socially constructed through 

stories, experiences, and social interaction (Berger and Luckman 1967). This social 

construction produces taken-for-granted "rational myths" or belief systems about cause 

and effect linkages that become the basis of perceived rational action (Meyer and Rowan 

1977; Scott 1983; Zucker 1977, 1988). Embodied in these belief systems are sets of rules 

and procedures that that not only guide organizations in developing what are perceived to 

be the most efficient practices, but also provide the criteria by which the efficiency of 

organizational practices are evaluated. Consequently, these rules may or may not match 

objective realities concerning organizational efficiency. Early institutional theory often 

purported that there was little agency and that the socially constructed belief systems 

worked against efficiency (DiMaggio and Powell 1983). More recent research has shovra 
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that agency and power are prevalent in the social construction process and that the 

resulting belief systems can actually be a source of efficiency (Edelman et al. 1999; 

Greve 1996, Haveman 1993; Hoffman 1997). 

Figure 6.1 is an adaptation of Figure 1.2 and 4.1 that have been presented earlier. 

This diagram is the same as the earlier versions except that the institutional logics and 

organizational forms identified in Figure 6.1 are those forms and logics that are pertinent 

to the Sichuan textile firm case study. The particular logics and forms are discussed 

below along with the mechanism be which these logics and forms diffuse into China. 

Diffusion of Global Organizational Forms and Logics 

The main mechanism by which logics and organizational forms diffuse is through 

strategic alliances and the subsequent learning that occurs within these alliances. 

Although some assert that this learning can be characterized as a race involving deception 

and strife (Doz and Hamel 1998, Hamel 1991), most assume that this outcome is merely 

an indicator of alliances gone bad rather than the driving motivation to enter the alliance 

(Zeng and Hennart 2002). There are many types of learning that occur within strategic 

alliances, however, the most important learning with regards to the diffusion of 

organizational forms and logics is the knowledge gained associated with the skills of the 

partner firm that are also useable outside of the strategic alliance. This knowledge can be 

absorbed by the firm and used in other geographical markets, products, and businesses 

(Inkpen 2002). 
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Figure 6.1 
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Strategic alliances can also position partners within new networks where the 

firm's position within the network may give it access to knowledge that is widely 

dispersed throughout the network (Kogut et al. 1994, Powell et al. 1996, Baum et al. 

2000). Thus, both the knowledge of the strategic partner and the network position that is 

gained by the alliance can lead to learning and the diffusion of organizational forms and 

logics. Although these studies of knowledge transfer were largely looking at transfers 

within nations or communities of firms within nations, similar research has been 

conducted on international alliances. 

Research on international alliances has found that there is substantial knowledge 

transfer in these relationships. In general, international alliances can provide nation 

specific knowledge that is embedded in the foreign partner (Shan and Hamilton 1991, 

Yan and Gray 1994), but more importantly they can also leam new ways of organizing by 

engaging in international alliances. Inkpen (1995) found that American firms used 

intemational alliances to learn how the Japanese firms manage their manufacturer-

supplier relationships, and that these alliances were often established with the explicit 

purpose of learning from their Japanese partners. In the opposite direction, Japanese 

biotechnology firms have used R&D alliances to leam how the organization of the 

American research system translates technological innovation into commercial products 

(Bartholomew 1997). In addition, research on strategic alliances with Chinese firms has 

shown that Chinese partners seek equity joint venture in order to facilitate the transferring 

of tacit organizational knowledge (e.g. management and marketing skills) that can only 
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be transferred if the organization itself is replicated (Kogut 1988, Li and Shenkar 1997, 

Shenkar and Li 1999). Thus, international alliances are a means by which organizing 

principles can diffuse from firm to firm and nation to nation. 

Organizational Forms 

Stinchcombe (1965) argued that organizations and organizational forms are 

imprinted by their institutional environment at the time of their establishment and that 

this imprint creates inertia that is resistant to change. I argue that part of this imprint is 

really a set of institutional logics that shape strategic action of actors in organizations 

within the same organizational form in similar ways. Consequently, it is important to 

identify the boundaries of an organizational form to identify the institutional logics that 

are shaping strategic action within the organizational form. 

Organizational form is a term that is most often used by ecological scholars to 

denote a set of organizations that use similar core technologies (Hannan and Freeman 

1989). This focus on technological factors has made the defining of what is an 

organizational form a complex process (Ruef 1999). Consequently, the examination of 

health care sector can generate forty-eight distinct organizational forms within the 

organizational community (Ruef 2000). In reality, these forty-eight organizational forms 

appear to resemble sub-sectors of the health care industry. Likewise, the emergence of 

new organizational forms, such as the consumer watch dog organizations, appears to be 

more the rise of a new service sector (Rao 1998). Thus, the difficulty of defining 

organizational forms by classifying each organization based on its core technology has 
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often resulted in researchers beginning with a presupposition that a sector constitutes an 

organizational form (Ruef and Scott 1998). This presupposition does not exclude a 

socially embedded cognitive definition of exactly who is one's competitor, but even this 

analysis still produces a sector-centered organizational form (Porac and Thomas 1990). 

Consequently, the ecological perspective has become more concerned about the 

formation of new sectors than the processes and rules that develop within the 

organizations that constitute the organizational form. 

New institutionalism created the term institutional field, which has been defined 

as a group of organizations that constitute an area of institutional life that is composed of 

key suppliers, customers, regulatory agencies, and other organizations that produce 

similar services or products (DiMaggio and Powell 1983:143). This definition of 

institutional fields creates a broader sphere of analysis than the focus on core 

technologies by requiring the analyst to consider the organization's suppliers, customers, 

and regulators. This broader sphere of social interaction that forms and transforms 

boundaries of institutional fields, however, still produces the sector-centered research that 

is also central to organizational ecology (Anand and Peterson 2000, Haveman and Rao 

1997, Leblebici et al. 1991). Although some researchers have conducted societal level 

research on institutions, most of this research has focused on particular sectors across 

multiple societies (Biggart and Guillen 1999, Dobbin 1994, Whitley 1999, 1992). 

This focus on sectors that is generated by the definitions of organizational forms 

and institutional fields within organizational ecology and new institutionalism theoretical 

perspectives is not necessarily v^ong, but these definitions do shape the research that is 



196 

conducted within both of these perspectives. Since these socially constructed cognitive 

frames were developed in the U.S., they should be questioned before being exported to 

institutional environments such as China that are composed of very different 

organizational forms and institutions with very different historical legacies. 

China is a nation with institutions, organizations, and historical legacies that are 

quite different from those in most Western nations. In the U.S., the large private sector 

and its supporting institutions are essential in shaping institutional fields around sectors. 

China's large public sector and weak institutions, however, call into question whether 

institutional fields are still primarily sector-centered. Before the reforms that began in the 

1980s, China was a planned economy with the state owning and controlling all firms. 

Consequently, it seems meaningless to talk about core technologies, customers, and 

suppliers when there are no strategic actors pursing profits in a market system. Even 

though China's business environment has changed dramatically since then with the 

development of markets and strategic actors pursuing profits even in the state-owned 

firms, there is still reason to be cautious in using sector-centered institutional fields 

because Chinese firms are highly diversified across many sectors and engaged in global 

supply chains that transcend institutional fields (Fligstein 1990, Westney 1993). 

Instead of delineating sector-centered institutional fields, therefore, research on 

China might define institutional fields as being based on ownership structures such as 

SOEs, joint ventures, and private firms. In communist China, the ownership structure of a 

firm was very important in how it was treated. Although prohibitions on private firms and 

joint ventures were removed during the late 1970s, they still operate within a broader 
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system that was not established to facilitate these forms. Consequently, new regulations 

were attached to the broader system of rules to accommodate the new joint venture and 

private firm ownership structures. Therefore, institutional fields can be see developing 

around these forms. The joint venture organizational form is used below to demonstrate 

how joint ventures should be thought of as belonging to their own institutional field. 

China's joint venture organizational form was established during the 1980s. Since 

this organizational form required foreign partners, formal regulations were required to 

maintain state control over this form as well as to provide a legal framework to appease 

foreigners. The 1979 Act of Joint Venture Enterprises was China's first real attempt to 

create a rule-based regulatory environment to facilitate the formation of foreign owned 

joint ventures as well as the establishment of four special economic zones (Hayter and 

Han, 1998). Initially foreign firms could not have majority ownership in joint ventures, 

but over time regulations gradually changed to provide more opportunities and rights to 

foreign firms. The 1988 Chinese-Foreign Cooperative Joint Venture Law further 

expanded the array of business sectors open to foreign direct investment (FDI), and 

during the 1990s, regulations concerning taxes, joint venture assets and foreign currency 

accounts were further liberalized (Shen, 2000). Each of these regulatory changes fiirther 

institutionalized the joint venture environment that both constrains and enables various 

strategic actions. Since these regulations had to function in the international environment, 

they were more developed than any specific sector's regulations in China. The strong 

formal regulations for joint ventures ultimately provided an institutional environment that 
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was much more influential in shaping strategic action than what was present in the 

weaker sector-centered institutional fields. 

Professional norms and social networks also evolved around the regulative 

institutions for joint ventvires. MOFTEC (Ministry of Foreign Trade and Economic 

Development) is responsible for assimilating annual financial information on joint 

ventures, which are required to provide audited financial statements according to 

international accounting standards. To ensure compliance to accounting and other 

standards, it holds regular information meetings for the Chinese partners in the joint 

venture to promote regulatory knowledge. Of course a concomitant of these meetings is 

the social networks that are formed among the Chinese firms participating in joint 

ventures. This social network is also enhanced by industrial parks that provide an 

upgraded infrastructure and tax advantages for foreign investors. Thus, many joint 

ventures are located in the same geographical area, which serves to further enhance the 

informal networks that form around joint ventures. 

Based on the above arguments, I argue that the joint venture, private firm, and 

SOE organizational forms are more significant than the sector-centered organizational 

forms at the beginning of China's transition to the market economy. Analysis that begins 

prior to the economic reforms must identify forms of organization that begin to challenge 

state dominance over the firm. In the case of China, this was the joint venture 

organizational form. Although there may have been the remnants of sector-centered 

institutional fields in the planned economy, these fields were not as influential in the 

development of the logics that challenged the state's dominance over the firm. 
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Consequently, institutional fields were shaped less around sectors than around broader 

organizational forms such as joint ventures and SOEs. Thus, I begin with the 

presupposition that during the early stages of China's reforms, the SOE and joint venture 

organizational forms constituted areas of institutional life and should be analyzed as 

institutional fields. 

The local-global theoretical diagram in Figure 6.1 shows that for China in the 

1980s the two primary organizational forms were the SOE and the joint venture. These 

two organizational forms defined what the firm could and could not do more so then any 

sector-centered organizational forms. In addition, the diagram shows these two forms 

overlapping to show that they are not mutually exclusive. For example, in this case study 

of the Sichuan textile firm, one of the SOE's subsidiaries established a joint venture with 

a Hong Kong partner. 

Institutional Logics 

Institutional theory has been conceptualized to consist of three branches; 

regulative, normative, and cultural cognitive (DiMaggio and Powell 1983, North 1990, 

and Scott 2001). The cultural-cognitive branch of institutional theory asserts that there 

are shared meanings and understandings that create cognitive frames that constitute social 

reality. This subjective reality is socially constructed in such a way that it is viewed to be 

external to the actor, thus creating an institutional environment of taken-for-granted 

logics that are just as constraining as regulative institutions that are enforced by coercive 

means. 
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The principles of institutional theory are incorporated into the local-global 

perspective diagram in Figure 6.1 above. The state-firm and the global capitalism logics 

are the two institutional logics identified in this diagram. These two logics have evolved 

over time, and are only intended to represent the institutional logics that are most 

pertinent to the Sichuan textile firm. This case study begins with the establishment of the 

textile firm in 1958. At this time there was only the state-firm logic, which was the belief 

system that the communist state should control economic activity in order to ensure the 

stability and welfare of society. In the late 1970s, reforms were introduced that began to 

lead China toward a market economy, which resulted in China adopting various aspects 

of the capitalism logic. During China's early reforms, the market aspect of the capitalism 

logic began to develop. A simple definition of the market aspect of capitalism is the 

belief system that markets, which promote competition, provide the most efficient 

allocation of goods and wealth. Embedded within the market aspect are the 

presuppositions of firm autonomy and management autonomy. The firm autonomy aspect 

of the capitalism logic results from competitive markets requiring firms to have 

autonomy to shape strategies to compete by marketing their products. Similarly, the 

management incentive aspect of the capitalism logic results from competitive markets 

requiring management to increase product quality and internal efficiencies by providing 

incentives to workers to be more productive. Obviously, the capitalism logic is starkly 

different fi-om the state-firm logic. Some of these differences are outlined in Table 6.1 

below. From the definition of institutional logics above and prior research the following 

additional propositions can be developed. 



TABLE 6.1 

Comparison of the State-Firm Logic and the Market Logic 

State-Firm Logic Capitalism Logic 

Economic platform 

Role of firm 

Basis of order 

Mission 

Means to accomplish mission 

Firm identity 

Authority structure 

Basis of legitimacy 

Employee motivations 

plaimed economy 

subservient to the state 

political power 

societal welfare 

capitalism 

autonomous profit maximizing 

markets 

individual and firm welfare 

political control to ensvire stability Competition to ensure survival of the efficient 

state ownership structure 

political appointment professional managers or owner managed 

political authorization profitability 

political ideology job retention and higher wages 
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The first proposition is that institutional logics vary across time and space, and are 

shaped by changes in economic and social structures (Fligstein 1987; Fligstein and 

Brantly 1992; Barley and Kunda 1992; Thornton and Ocasio 1999). Transitional 

economies, however, are somewhat unique in that they are not merely evolving, but 

rather intentionally attempting to transition toward a particular target (Peng 2003). In 

these environments, organizational forms and institutional logics are first diffused into 

these societies, and then begin to evolve as they interact with the societies pre-existing 

logics and forms that are embedded in that particular society's economic and social 

structures (Child and Tse 2001, Lau et al. 2002). 

The second proposition is that institutional logics are embedded in organizational 

forms and diffuse through relational networks and broader cultural carriers (Guillen 1994, 

Strang and Meyer 1994, Davis and Greve 1997). Thus, logics and organizational forms 

can diffuse independently of each other or as organizational forms with embedded logics. 

When it is the organizational forms that diffuse with their embedded logics organizational 

forms become carriers of their embedded logics (Thomas and Lauderdale 1988, Meyer et 

al. 1992, Frank et al. 2000). The mechanism by which diffusion occurs at the 

organizational level is through linkages with other actors in their environment. 

Organizations, however, are not undiscerning of the content provider. Instead, contagion 

is more likely to occur from parties who occupy a similar position in the social structure 

(Burt 1997). This "structural equivalence" has been found to be more important than 

merely having ties to other parties (Galaskiewicz and Burt 1991). In a similar vein, 

organizations are most likely to mimic organizations that have been identified as being in 
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their reference group. Reference groups may be defined around geographical areas (Davis 

and Greve 1997), status and prestige (Bums and Wholey 1993), and perceived success 

(Haveman 1993). Actors wishing to invoke new logics may find it easier to invoke the 

more material organizational form with its embedded logics than nonmaterial logic itself. 

The third proposition is that institutional logics are embedded in organizational 

forms through a reciprocal structuration process (Giddensl984; Sewell 1992). Thus, 

logics and organizational forms can mutually reinforce each other. Although this can 

result in the organizational forms becoming dependent on the supporting logic as in the 

U.S. thrift industry (Haveman and Rao 1997), embedded logics may also weaken 

organizational forms when the same logic is supportive of multiple organizational forms 

that ultimately compete. This is illustrated below. 

Form X Form Y 

Logic A Logic B Logic C 

This illustration shows that logics A and B are embedded in organizational form X. At 

the same time, however, logic B is also embedded in form Y. Thus, as organizational 

form X strengthens, the logics A and B, which are embedded in organizational form X, 

are also strengthened. Since logic B is embedded in both organizational forms X and Y. 

The strengthening of form X also indirectly strengthens form Y. If organizational forms 

X and Y are not competing, then the forms and the logics coexist. If organizational forms 
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X and Y are competing forms, however, then both the forms and logics will be under 

great pressure to either redefine themselves, or vanquish a conflicting form or logic. 

The fourth proposition is that the social construction process continues to simplify 

and generalize cognitive fi-ames that face little competition to make them useable to the 

point that they begin to lose their value in defining and shaping strategic action (Mizruchi 

and Fein 1999). In contrast, logics that are competing and conflicting with other logics 

will become richer and more defined as the social construction process establishes 

distinctions among the logics. Thus, it is the logics that are constantly in competition with 

other logics that are continually being redefined with new sharpness and clarity. 

The propositions associated with institutional logics are represented in the 

diagram in Figure 6.1. The social construction of China's institutional logics is influenced 

by characteristics that are unique to China such as its historical legacy, political system, 

and other unique characteristics. This is represented by the arrows from the China 

characteristic box to the social construction box. Similarly, logics and organizational 

forms diffuse downward from the global capitalism environment box to the social 

construction box showing that China is not isolated from the rest of the world. Logics and 

organizational forms can diffuse independently of each other, but in the case of 

transitional societies, logics are most likely to diffuse embedded within an organizational 

form. Consequently, logics support organizational forms and organizational forms 

support logics. This reciprocal relationship is illustrated by the two thick circular arrows 

between institutional logics section of the left and the organizational form section on the 

right. 
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Institutional Change 

Although organizational forms and institutional logics tend to project an aura of 

durability, they actually collectively possess the seeds for institutional change (Clemens 

and Cook 1999). The social construction box in the middle of the diffusion diagram in 

Figure 6.1 shows that the institutional logics and organizational forms are not in closed 

systems, but rather interact with each other in an open system of social construction 

where they interact. This open system creates a host of possibilities for institutional 

change. This is especially true in transitional economies where new institutions are 

reassembled from the ruins of the old institutions (Stark 1996). Based on past research, 

several propositions are developed below and extended to China's transitional 

environment. 

The fifth proposition is that exogenous and endogenous factors create a window 

of opportunity for institutional change. Exogenous factors are events that create shocks or 

dissatisfaction with current institutional arrangements that serve to 

weaken/deinstitutionalize institutions and provide opportunity to renegotiate institutional 

rules. They can be classified as functional, political, and social (Oliver 1992). The 

functional category of external factors is composed of those pressures that arise due to 

perceived problems of performance (eg. Cole 1999; Lounsbury 2002; Lee and Pennings 

2002). The political category of external factors includes pressures that result from wars, 

revolutions, and political unrest (e.g. Carroll et al. 1988); changes in business regulations 

(e.g. Fligstein 1990); changes in professional association's regulations (eg.Greenwood et 
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al. 2002). Finally, the social category of external factors includes social pressures from 

diverse groups that engage in collective action to promote change (eg. Rao et al. 2003, 

Rao et al. 2000). 

The endogenous factors, however, are less obvious. At the societal level, 

institutions and their associated logics overlap creating conflicts and competition among 

logics as they attempt to define the boundaries among institutions (Friedland and Alford 

1991). Similarly, internal contradictions may reside within institutions resulting in 

conflict among the logics embedded within the same institution (Clemens and Cook 

1999). In addition, institutional change can result from a combination of endogenous and 

exogenous factors (e.g. Thornton 2002; Townly 2002). Whether there are conflicts 

among logics across institutions or conflict among logics within institutions, these 

conflicts weaken institutions and make institutional change more likely. Transitional 

societies are riddled with internal contradictions and with conflicting logics, because they 

are building new institutions with new logics out of the ruble of the old institutions and 

their embedded logics (Stark 1986,1989,1996; Szelenyi 1988; Rona-Tas 1994). 

Consequently, the diffusion of more organizational forms and logics exposed the internal 

contradictions. These internal contradictions did not destroy the state-firm logic, but 

rather caused it to splinter into multiple logics that were and are still being socially 

reconstructed to define which of these previously existing sub-logics are now relevant 

under what circumstances. 

The sixth proposition is that institutional change occurs when actors invoke or 

embrace the alternative logics that promote personal and/or organizational interests 
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concerning status, power, and financial rewards. Logics that don't mobilize some form of 

resource will eventually lose its value and cease to exist (Sewell 1992). Therefore, to 

invoke a logic has material outcomes. The degree of the material outcome depends on the 

actor's position in society's power structure not just on the logic. Thus, the invocation of 

the equality logic by a President will mobilize more resources than when the factory 

worker invokes the same logic. Consequently, the invocation and manipulation of 

alternative logics is likely to result in sets of winners and losers as resources are 

redistributed, but the degree of redistribution will depend on the power of the actor that 

invokes the logic. 

The seventh proposition is that shifts in material resources result in shifts in 

institutional logics and thus combine to cause institutional changes. Sewell (1992:13) 

asserts that "schemas are the effects of resources, just as resources are the effects of 

schemas." In other words, logics are sustained and reproduced by mobilizing resources. 

Consequently, as new logics emerge in transitional economies that are believed to 

mobilize more resources than an old logic, actors will embrace the new logic. 

These propositions associated with institutional change are represented in the 

diffusion diagram in Figure 6.1. China's endogenous factors enter the social construction 

process from China's characteristics, whereas the exogenous factors enter the social 

construction box from the global capitalism environment box at the top. The endogenous 

factors of competing logics and overlapping logics are represented by the overlapping 

logic circles and the arrows between the individual logics indicating a continuous 

interaction among the logics. The human agency aspect of the propositions is indicated in 
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the title of the "social construction by actors" box. Social construction is done by human 

actors. Part of the social construction is actors using logics and organizational forms to 

mobilize resources. Logics and organizational forms that are never invoked by actors to 

mobilize resources will cease to exist. 

METHODS 

The following case study of a state-run Sichuan textile firm was written based on 

in-depth interviews with five employees that lasted a total of twelve hours. All five of the 

interviewees had been with the company for over 20 years. Three of the five employees 

interviewed were from the fake joint venture and included an upper level manager, a 

middle manager, and a worker. Of the two remaining employees, one was an accountant 

for the parent company, and the other was an upper level manager from the real joint 

venture. Four of the five interviews were recorded and transcribed. All of the interviews 

were conducted in Chinese, except the interview with the accountant from the parent 

company, which was conducted in English. Consequently, all quotes presented in the 

case study below have been translated from Chinese into English except the quotes from 

the parent company accountant. In addition to the initial interview, some follow-up 

questions were submitted to the individuals at a later date via email. 

To capture the institutional changes occurring over time, it is best to break the 

case study of the Sichuan textile company into three chronological phases that parallel 

major transitions in China's society as well as the Sichuan textile firm. The first phase 
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begins with the establishment of the firm within the planned economy in the 1950s, and 

continues through the economic reforms of the 1980s. This first phase ends with the 

Tianaimien Square incident and the subsequent economic sanctions that slowed China's 

economy. From the perspective of the textile company, this phase includes its most 

successful era as it was quite profitable under planned economy and the early reforms. 

The end of this prosperous era coincides with the Tiananmen Square incident, but was 

not completely caused by it. During this phase it established its first joint venture and 

many management innovations within the joint venture. The second phase begins with 

Deng Xiao Ping's 1992 historic Shenzhen trip, which ushered in the return of foreign 

investment to China, and ends with the Asian financial crisis in 1997. During the second 

phase, the textile firm attempted to restructure a subsidiary of the company by 

establishing a fake joint venture in order to implement the same management innovations 

of the real joint venture. The last phase is from 1997 until 2003. During this phase, many 

private entrepreneurs enter the economy and Eire so successful that Jiang Zemin 

establishes his "three represents" doctrine within the communist party platform that 

allows capitalist to join the communist party. During this phase, the Sichuan textile firm 

no longer requires the pretext of fake joint ventures to implement the same management 

innovations fi-om the joint ventures in the state-ovraed subsidiaries of the firm. 
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PHASE I (1958-1991) - THE DEMISE OF THE PLANNED ECONOMY 

"Our socialist economic base is so huge that it can absorb billions of foreign 

funds without shaking the socialist foundation" (Deng 1984:5) 

Chinese Society 

From 1950 to 1979, the state was the firm, and the firm was the state. 

Consequently, there was little variation in organizational forms and logics governing 

economic activity. The dominant logic was the state-firm logic, which was the belief 

system that the communist state should control and direct all economic activity in order 

to ensure the stability and welfare of society. Consequently, it was not surprising that the 

dominant organizational form was the SOE. This form not only established the state as 

ovmer of the firm, but also embedded the political aspect of the state into the firm by 

fusing a parallel communist party structure into the firm. Thus, the state was deeply 

entrenched in the firm during this period. 

The state-firm belief system that the communist state should control economic 

activity in order to ensure the stability and welfare of society resulted in several policies 

that shaped the strategic action of firms. With regards to the firm, the most influential of 

these policies was the iron rice bowl policy that ensured lifetime employment and 

pensions for workers. This policy not only restricted firing and disciplining workers, but 

also the firm's ability to hire the workers based on their qualifications. Instead workers 

were assigned to firms whether the firm had a need for more workers or not. Without a 

labor market, guanxi (relationships) became the main way for individuals to ensure 
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assignment to the firm of their choice. Since the firm was also dependent on the state for 

raw materials and distribution of its finished product, the firm had little autonomy from 

the state. 

In the 1980s, the joint venture organizational form was introduced into China. 

This organizational form was embedded with the market aspect of the capitalism logic 

that required firm autonomy to pursue profits in market transactions. From the foreign 

partner's perspective, the organizing principal behind establishing a joint venture in 

China was to achieve future profits. A presupposition of the market aspect of the 

capitalism logic is that there is sufficient autonomy to do so. Thus, the significance of the 

joint venture institutional field is that it was embedded with the capitalism logic that 

directly conflicted with the state-firm logic. 

Sichuan Textile Firm 

State-Firm Logic. The compsiny was established in 1958, but the factory facilities 

were not completed until 1962 when the weaving and spinning production lines began 

mass production. In 1964, the print and dye production line began operation. By the mid 

1970s, it was one of the six major textiles companies in the country. One of the 

interviewees, who had just returned from the country side toward the end of the Cultural 

Revolution, described his impression of the company as follows: 

At that time it was a glory, a honor to be able to work as a worker for the 

company... When I joined the company, it was not only very famous, but 

also the biggest and strongest textile company in Southwest China... Of 
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course it was different from the countryside. It was very interesting. In the 

planned economy, the management was interesting and the management 

staff was very responsible. They strictly followed the rules. At that time 

there were a lot of political campaigns like the campaign criticizing 

Confucius and Lin Biao. The leaders or cadres often organized political 

studies for the employees. So we often had that kind of study, had 

meetings and expressed our opinions at the meetings. When we had to 

express our opinions, we actually just borrowed the words from the 

newspapers. We just said what the newspapers said. We were not allowed 

to say or do anything different from what the government required. 

(Interview 3.9) 

From the above quote it is apparent that the firm was merely an extension of the 

state and a part of the state's political organization. Even though there were still many 

political campaigns after the Cultural Revolution, political ideology was far less 

important to the worker than to be able to return from the countryside to a normal job that 

paid a regular salary. To ask a worker at this time to define the mission of the firm 

seemed ridiculous after living in the countryside for six years. When asked about how he 

viewed the mission of the company at that time, he responded: 

It was a honor for us to work for the company, a company owned by the 

state. As for what contribution the company made to the state, its 

employees, especially the workers like us, thought a little of it. In 1975,1 
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was just an ordinary worker. At that time our pay was fixed, no bonus. 

During the three months of the probation, my monthly wage was RMB 

28.50. After the probation, my pay was RMB 36.50 per month. (Interview 

3:18) 

The company continued to prosper into the 1980s. One of the employees who 

joined the firm in the early 1980s described it as an aircraft carrier that would be stable 

even in the worse economic storms (Interview 4.1.3). Another employee who joined 

during this same time period said that it was such a good company that people would 

even rather get a job with this company than one of the prized positions at a government 

agency. Consequently, it was hard to get assigned a job at this firm. 

As the open wounds from the Cultural Revolution began to heal employees began 

to view their jobs and the firm's mission as more in line with the mission of the state. 

Two workers described the firm's mission like this: 

In China's SOEs, I think the mission was to create growth for the 

government so that the communist government could use the profits to do 

its socialist construction. Also, by providing jobs it could stabilize society. 

(Interview 4.2.22) 

It was a big taxpayer in Chengdu. It used to be the biggest taxpayer and 

later was one of the four pillars of the financial resources in Chengdu. The 

most profitable time was in 1983 and 1984. It contributed quite a lot to the 

local government and the local economy here. It offered job opportunities 
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to more than 10,000 people in Chengdu. It also solved one of the problems 

of the basic necessities of life; the clothing problem, which is among the 

problems of clothing, eating, living and traveling (yi shi zhu xing ^ ft 

^T). At that time, we had to use coupons to buy cloth. Our company had to 

operate at full capacity. The workers often had to work overtime. 

(Interview 2.10) 

From these quotes, the state-firm belief system that the communist state should control 

economic activity in order to ensure the stability and welfare of society becomes readily 

apparent. The firm should advance a stable society by providing jobs and producing a 

product that has been labeled as an essential product that was being rationed by a coupon 

system. The Chinese phrase ft " is an old Chinese saying that is often used as 

a measuring stick for the general welfare of society. It is often said that in order to have a 

basic life, the problems of clothing, food, living, and travel ft ^T, yi shi zhu xing) 

must be solved. To the worker, the textile company's product solved one of these 

problems. In these statements, the united purpose of the state, firm, and workers become 

apparent. The workers work hard to produce a product that is a basic necessity for 

society, and the firm's product and profit both serve to support the state's mission of 

social stability. 

The textile firm's prosperity automatically elevated it to be a key player in the 

state's reform plans. During the 1980s, one of the state's primary strategies for reforms 

was to merge poorly managed SOEs with the profitable SOEs so that the superior 
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management could be replicated in the poor performing firm. Thus, poor performing 

textile firms in Sichuan were merged with this profitable textile firm. In 1988, a damask 

textile firm was merged into the Sichuan textile firm. In an attempt to transform this 

failing damask firm, the parent textile firm began searching for a foreign partner to create 

a joint venture. In 1989, after interviewing seven potential Hong Kong partners, they 

came to an agreement with a partner to establish a damask joint venture with the Hong 

Kong partner receiving a 30 percent share of the joint venture. This was believed to be 

only the second joint venture established in Sichuan at that time. 

During the 1980s, China's textile production had increased rapidly resulting in a 

surplus toward the end of the decade. Therefore, the main strategy behind selecting the 

Hong Kong partner was his ability to sell the joint venture's product outside of China. To 

the Hong Kong partner, the main benefit was establishing a reliable supplier to support 

his growing sales in Africa. This rationalization of the joint venture, however, was given 

by a manager who participated in the negotiation. In contrast, a office worker gave a 

different explanation that was more embedded in the state-firm logic. When describing 

the purpose of the joint venture, this employee said: 

First, the Chinese partner obtained the technology of producing damask. 

Second, the employees of the merged mill had stable jobs at the joint 

venture. Third, the mill that almost went bankrupt was reinvigorated by 

the joint venture. (Interview 1.16) 



216 

From this employee's response the purpose of the joint venture was still largely framed in 

within the state-firm logic of providing stability. 

Market Aspect of the Capitalism Logic. Although the dominant state-firm logic's 

principle of the communist state as controller of economic activity and the provider of 

social stability and welfare reigned the 1980s, the market aspect of the capitalism logic 

began to infiltrate the Sichuan textile firm. The first instance of markets entering the 

textile sector in Sichuan was in the form of black markets under the coupon system that 

rationed the textile supply. The company would hold back some of its output to be sold 

for a higher price on the black market. In addition, employees from the accounting 

department would sometimes use their close relationships with upper management and 

the sales department to buy bales of material at the low state-established price so that 

they could turn around and sell it at the higher black market prices. 

By the mid 1980, the textile firm's production processes had improved to the 

extent that their production exceeded the output target established by the state. Under the 

economic reforms, the textile firm received the right to sell everything over the 

established production target themselves, rather than selling their product to the state 

distribution company at the state-set price. Therefore, on their ovm initiative, they started 

a more formal market by establishing a loosely-organized market group to conduct trade 

fairs 2-3 times a year. They invited wholesalers from the provincial, municipal, and 

county levels to become members of their group, and to buy their excess production. 

Sales at these trade fairs were very good partially because of the kickbacks that were 

given to the buyer. This first formal market created a stir with the manager of the state 
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distribution company. He created large posters reminiscent of the posters condemning 

rightist activities during the Cultural Revolution. This complaint was taken to court 

where the textile firm won the right to continue selling it excess production at the trade 

fairs. 

The establishment of the damask joint venture in 1989 ushered in the next big 

foray into a more market based environment. When the joint venture between the Hong 

Kong partner and damask subsidiary was established, all of the employees lost their jobs, 

and were required to go through a rehiring process in order to retain their jobs. Before the 

joint venture was established, the damask subsidiary had one thousand employees, but the 

joint venture only hired back 300 of them. About 200 of the employees were not 

interested in seeking a job with the joint venture because they felt the state-owned parent 

company was more stable and had a higher status than the new joint venture. These 

people were allowed to immediately transfer back to the parent company. Most of the 

other 500 took early retirement or were wait-listed for positions opening at the parent 

company. Only a few chose to leave the company and seek new jobs. 

For the 300 employees that were rehired, their work routines were radically 

changed. One of the retained employees explained the change like this: 

The management at the joint venture's accounting office was stricter. As it 

was far from home, the work was faster and busier for the employees. It 

just used fewer people and the job requirements for them were relatively 

high. Originally the accounting department of the former damask 

subsidiary had seven people, but our accounting department just had four 
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and later three. So we had to do more work. After we became familiar 

with our work, it was very easy for the three of us to get the work done. 

We had few people and everybody had his or her own task. And we 

adopted the official Sino-foreign Joint Ventures' accoimting system while 

the parent company continued to use the SOEs' accounting system. We 

almost did our accounting work according to the international standards. 

And every month we made an authentic tax declaration to the foreign-

related taxation bureau while the parent company declared to the SOE 

taxation bureau. (Interview 1.12) 

Once the employees were re-hired they began working under seven new policies. 

All of these changes in policies focused on elements of the incentive management aspect 

of the capitalism logic. From the employees' perspective, three of these elements were 

positive incentives and four were negative incentives. All of these elements were 

incentives to increase the efficiency and profitability or the joint venture. 

Incentive Management Aspect of the Capitalism Logic. The positive incentives 

were easy for the employees to accept. The first one was that all of the employees 

received about a 30% pay increase when they were re-hired by the joint venture. 

Secondly, the joint venture provided free lunches to the employees. Typically, employees 

of state-run firms were granted a two hour lunch to facilitate the traditional after lunch 

nap. The free lunch was designed to allow the employees to eat quickly and then get back 

to work. The employees liked this change because it allowed them to get off work an 

hour and a half earlier. Management liked it because it allowed a ftiller utilization of the 
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equipment by operating three shifts. The third new positive incentive policy was the joint 

venture providing more funds to the company trade union, which it used to give gifts to 

employees during special events such as weddings and births. The trade union also used 

the funds to provide special support for the employees viewed to have the greatest 

financial needs. 

The positive aspects of the policy changes were used to offset the negative aspects 

of the new policy. The first of these negative aspects is that all employees with the firm 

lost their jobs with the creation of the joint venture and were required to interview with 

the joint venture to be hired. Since the joint venture was reducing their work force by 70 

percent, it was a competitive hiring process. The second policy was that the joint venture 

implemented a procedure to fine employees who violated work procedures. Third, 

employees no longer received ftill pay when they were sick. Fourth, the production 

process was changed fi-om producing inventory to producing to order, which required the 

workers to clean the textile machinery more often because they did smaller production 

runs. 

As a whole, the employees viewed all of these negative policy changes as being 

offset by the positive policy changes, and thus they were willing to trade in their iron rice 

bowls for a position at the joint venture. These policy changes were also well received 

because all joint ventures were thought to have similar policies. When an employee was 

asked if she was surprised by any of the new policies at the joint venture, she said: 

No, we were not siirprised because our general manager was from the 

foreign partner. All of the joint venture's policies conformed to the law 
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and were reasonable and legal. After we came to the joint venture, we felt 

that the work style was faster, and the policies were more practical and 

better for increasing its efficiency. All of the employees understood these 

differences in advance. Since the salaries were higher, they were willing to 

work harder under stricter polices. As long as the joint venture operated 

well, it was beneficial to all. So the efficient management policies were 

accepted by all. (Interview 1.58) 

Firm Autonomy Aspect of the Capitalism Logic. Based on the interviews there 

was a good relationship between the two partners. The Hong Kong partner came to visit 

often and formed good relationships with the management and workers at the joint 

venture. He would have diimer with the employees when he came to attend board 

meetings, and he even attended several of the workers' weddings. In addition the joint 

venture produced a high quality product that was popular in Africa, which according to 

an employee from the accounting department made the joint venture very profitable. The 

benefit to the Chinese partner, however, was described under the context of the state-firm 

logic. 

The Chinese partner (never) tried to take advantage of the foreign partner 

or the joint venture. That was because the former Chengdu No. 3 Weaving 

Mill that was merged by our parent company was a bankrupt company. It 

had so many employees, about one thousand. Who would support or 
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provide for them? After the (jacquard) product was introduced, the 

company was reinvigorated. Even though it only employed one third of 

the former workers,... the Chinese partner had no reason to take 

advantage of it. Actually, the joint venture had solved a big problem for 

the Chinese partner by reinvigorating the company. If the Chinese partner 

had caused the joint venture to fail by trying to take advantage of the 

foreign partner or the joint venture, it would have again taken on the 

burden of several hundred workers. (Interview 1.2.22) 

All of these new policies were established up front by the management team, 

before employees had to decide whether to apply for a job with the joint venture. The 

Hong Kong partner was present at the joint venture during the first three months of its 

operation to ensure everything went smoothly. After he left, he appointed a fiilltime 

manager to represent him on the management team. The state-owned textile parent 

company did not interfere in the management of the firm. It was allowed complete 

autonomy in the daily operation of the firm. The only obligations the joint venture had to 

the parent firm was to pay rent for the factory and pay the parent company its share of the 

profit. 

The year that this joint venture was established was the same year as the 

Tiananmen Square incident. The subsequent restrictions on Chinese exports increased the 

strain on the textile parent company. In addition, there was a conservative branch of the 

communist party that was arguing that the root cause of the Tiananman square incident 
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was the economic reform that had occurred during the 1980s. Thus, a long shadow was 

cast over the textile firm that was banking on the new reforms to ensure its profitability. 

PHASE II (1992-1996) - SOCIALISM WITH CHINESE CHARACTERISTICS 

Deng Xiao Ping at Shenzhen - February, 1992 

"Some people argue  that the more foreign investment flows in. . . the 

more elements of capitalism will expand in China. These people lack basic 

knowledge. . . . Therefore, subject to the constraints of China's overall 

political and economic conditions, foreign-funded enterprises are useful 

supplements to the socialist economy and in the final analysis they are 

goodfor socialism " (Deng 1994:361). 

Chinese Society 

After the Tianaimien Square incident, the hardliners blamed the reforms for what 

had happened, and argued that reforms needed to be rolled back. These assertions along 

with economic sanctions imposed on China cast a chill over existing joint ventures and 

those planning to establish joint ventures in the future. In the spring of 1992, Deng Xiao 

Ping made his historical trip to Shenzhen were he declared that "white cat, black cat it 

doesn't matter as long as it catches mice." Under his banner of pragmatism, he wrestled 

control away from the hardliners who had halted the economic reforms. He pronounced 

that "foreign funded enterprises are good for socialism" (Studwell 2002:56). He argued 
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that the reforms did not cause the protests as the hardliners had argued, but rather it was 

the economic growth and higher living standards produced by the reforms that had 

allowed the protests to be contained. This pronouncement splintered the stability aspect 

off of the state-firm logic. No more was state the only means to achieve stability. Now 

the state and the firms were partners in providing a stabilizing force in society. 

The political force that Deng Xiao Ping wielded on his Shenzhen trip swung the 

political pendulum back to full support for more economic reforms. He had successfully 

reclassified the reforms from experimental to permanent. This legitimation of the 

economic reforms made it apparent that pragmatism would drive China's future reforms, 

and it provided the stability that foreign investors were seeking. As a result, there was a 

large surge in foreign investment (see Figure 6.2). 
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The long term impact of Deng Xiao Ping's Shenzhen trip on the state-firm logic 

cannot be underestimated. The belief that the communist state should control and direct 

all economic activity in order to ensure the stability and welfare of society could no 

longer be maintained. Deng's assertion that joint ventures were good for socialism 

created an internal contradiction within the state-firm logic. On one hand it maintained 

the role of the state in controlling and directing the development of the new joint venture 

organizational form in order to ensure the stability and welfare of society, but on the 

other hand it had unwittingly endorsed the joint venture organizational form's embedded 

capitalism logic, which promotes both markets and firm autonomy, which would 

ultimately weaken the state's ability to ensure the stability and welfare of society. 

Sichuan Textile Firm 

The return of foreign investors was also evident in Sichuan where the total foreign 

investment from 1983-1991 was only 42 million USD. In 1992, Sichuan's foreign 

investment surged to 84 million USD and continued to rise to 374 million USD in 1993 

and 516 million USD in 1994 (see Figure 6.3). This new optimism was welcomed by all, 

but it wasn't a cure all for the challenges facing the Sichuan textile firm. Due to its 

success in the 1970s and most of the 1980s, the state forced it to merge with other less 

profitable textile factories with the hope that it could restructure these factories to be 

more profitable in the evolving market environment. In the later half of the 1980's, the 

company began to struggle due to the dead weight accumulated from these mergers and 
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an increase in competition. By the early 1990s, the company was losing money and 

realized that they needed to make drastic changes in order to increase productivity. 

Figure 6.3 
Sichuan's Foreign Direct Investment 
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Imbued by its success in reinvigorating the damask subsidiary by creating a joint 

venture, the textile parent company sought to replicate this success in another one of its 

subsidiaries. They interpreted the success of the damask joint venture to be largely due to 

the adoption of the new management techniques rather than the technical expertise 

contributed by the Hong Kong partner. Thus, they decided to create a fake joint venture 

using the same Hong Kong partner in order to implement the same management 

irmovations as they did in the original joint venture. At that time, fake joint ventures were 

becoming more and more common and were sometimes referred to as "bogus blue-eyed 

ventures" (Li and Shenkar 1997:306). Fake joint ventures are joint ventures that are 
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officially registered with MOFTEC, but don't actually involve a foreign partner investing 

money or participating in the management of the firm. Sometimes Chinese firms would 

open bank accounts in Hong Kong under a different company name, and then use the 

Hong Kong name as the foreign partner's name. In the case of the Sichuan textile firm, 

they got the Hong Kong partner from the Damask joint venture to sign the paperwork 

with the understanding that it would be totally under the jurisdiction of the Chinese 

partner. 

Fake Joint Venture Policies. In 1993, the Sichuan textile firm established a fake 

joint venture in an existing factory of the textile parent company under a five year 

contract. At the first assembly where the fake joint venture was announced, the 

employees were told the joint venture was needed to establish sales outside of China and 

that the joint venture would give them preferential government policies. The joint venture 

purchased new equipment by borrowing money that became more readily available under 

their newly established joint venture status. In addition, joint ventures were taxed at a 

lower rate. One of the deputy general managers was transferred from the Damask joint 

venture to the fake joint venture to implement the management policies from the real 

Damask joint venture. 

Before the fake joint venture was established it had 1755 employees. The 

management staff underwent a competitive hiring process to gain a position at the new 

fake joint venture. The hiring was done from the top down with each newly hired level of 

management making the hiring decisions of those below them. One of the managers that 

was hired described his experience like this: 
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The biggest difference was that the positions the employees held were 

what they had strived or competed for. They were hired openly by the 

company. Many people were allowed to compete for one position. The 

management at different levels interviewed different job applicants. 

Though I was internal transfer (from a different subsidiary), I was also 

hired in the same way as the other people. Two people, Mr. — and I, 

competed for the position... To hire the deputy department managers or 

chiefs, the interviewers were the department leaders and the chairman of 

the board of directors from the parent company, (and the joint venture's 

leaders.) As the (deputy) general manager of the joint venture, Mr. — 

was one of the interviewers in my interview and asked most of the 

questions in the interviews. However, he was not the only person to decide 

who should be hired for a position. Mr. —, the general manager of the 

parent company also asked me questions to examine and test me. He first 

asked me about the work and other things. And then he asked: "If you are 

the office chief, and the general manager and the chairman of the board of 

directors give you different orders or instructions but the general 

manager's orders or instructions are wrong, whose orders or instructions 

will you listen to?" My answer was: "I'll listen to the general manager as 

my superior is the general manager and I report to him. I'll just do what he 

asks me to do. I can't judge his orders to be right or wrong. His superior 

will decide if he's wrong or not. "(Interview 3.1:11) 
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The hiring process at the worker level was also very competitive with twice as 

many workers as there were positions. For those workers who won one of the coveted 

positions, they rationalized the winners and losers by creating and labeling categories of 

the winners and losers. One worker explained the categories like this: 

For those who were kept by the joint venture, they were very happy about 

the joint venture, supported it very much and had great confidence in it. 

For those who were laid off, they were unhappy. It took several months to 

pacify them. They kept coming back (to the parent company and the 

subsidiary) and asking the leaders for jobs. Some of the laid-off employees 

were those who were old and sick. And some other laid-off employees 

were those who had not worked hard and were disobedient and 

irresponsible. Some of the laid-off workers even came back to make 

trouble to the leaders. Some of them abused and reviled the leaders. 

(Interview 2.17) 

Thus the market logic was very prominent in the downsizing process. The hiring policy 

created an internal market that made the employees compete for positions. Those that 

were not hired back were labeled to be either old or lazy. 

The second policy change increased the employees' wages by 30 to 50 percent. In 

addition, they received a bonus at Chinese New Year that was the equivalent of one 

month's pay. This change in policy was justified by the size of the layoffs. Since about 50 

percent of the employees had been laid off, the amount saved was split between the 
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workers and the fake joint venture. Of course, the workers welcomed this policy change. 

They felt justified in receiving it because they were working harder than before. The 

workers at the parent company, however, were not happy to know that the workers next 

door were making more than they were. At first, the fake joint venture tried to keep this 

policy a secret, but there were too many network ties between the subsidiaries to keep 

this a secret for long. 

The third policy change was that the fake joint venture was going to provide the 

workers with a free lunch. The policy was never implemented because of the problems 

that arose with there only being one cafeteria on the compound. This would have required 

workers from the fake joint venture lining up next to other parent company workers who 

had to pay for their lunch. The potential for conflict was too likely, and the cost of 

creating a separate cafeteria in the fake joint venture was too high. Therefore, they 

dropped this policy, and just paid the workers a lunch allowance to cover their costs. 

The fourth policy change was fining and strictly punishing employees for work 

violations. After the establishment of the joint venture, a company sponsored trade union 

was established (this was not an independent union like in the U.S) and it worked with 

management to create this policy. All the workshops' representatives and their trade 

union commissioners also participated in working out the fine policy. Most of the 

employees kept by the joint venture were hard working and often from poor families, 

who were more than willing to work hard for the higher wage. So they did not complain 

about this policy because they rarely violated the rules anyway, but it still took a while 
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for this policy to be accepted. There was an incident early on that set the tone. The 

manager described this event like this: 

The employees who seriously violate the regulations would be seriously 

punished. It was very strict. For example, we rang in and out. We could 

not get out of the gate one minute ahead of time. One worker from the 

printing workshop, whose name is —, wanted to get out of the gate five 

minutes ahead of time. He stood at the gate and wanted to go out by force. 

The guard did not allow him to get out, so he complained loudly inside the 

gate. Finally he left the company by climbing over the wall. He got out 

two minutes ahead of time. As a result, he was fired but kept to see if he 

could leam to be a better worker. During the time he was kept by the 

company, he could only get 100 yuan a month even if he worked during 

all the month's workdays. About half a year later, he was formally fired. 

His aimual bonus was cancelled. (Interview 3.1:16) 

The fifth policy change was the sick leave policy. The workers were told at the 

very beginning that there would be no sick leave pay. At the parent company, the 

employees could receive unlimited paid sick leave as long as they brought a note from 

the doctor. It was widely believed, however, that many of the employees feigned being 

sick so no sick leave was provided by the fake joint venture. The negative aspect of this 

policy was mollified by the trade union that was required to visit sick employees daily. 
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When they came to visit the sick employees they would bring food, which made it easier 

for the employees to accept this strict policy. 

The sixth policy change was establishing an order driven production process. 

Under the management of the parent company, the subsidiary would just manufacture 

products, and then just put it in inventory and wait for someone to buy it. Under the new 

more market driven production process, they did smaller production runs to just produce 

enough to fill the purchase order. This process required the workers to clean the machines 

between each production run. Sometimes they would have to switch the machine to a 

new print several times during a shift. The employees accepted this extra work because 

they were paid more than they were paid before. 

The seventh policy change was that the trade union became more active because 

the fake joint venture provided it with twice the funds that it received from the parent 

company. This was accepted by the employees because the trade union would help them 

through difficult times. A manager gave this example: 

It was probably in 1998, when the company began going downhill. At that 

period of time the company wasn't operating quite well. It was probably in 

th th 
January. The pay-day should be the 15 day of the month, but by the 25 

day or so the employees had still not received their wages. One worker, 

whose nickname was Xiao Mimi, stopped me when I walked into his 

workshop and asked me why the company had not paid wages to its 

employees. When I told him not to worry about it, he was unhappy and 

said he had to support his family. Actually, the day before that day, we 
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worked out a "warming" program. His name was on the list of the workers 

to whom we were scheduled give some financial assistance. But I did not 

tell him about this at that time even though I already had the 200 Yuan in 

the red envelope with me. After I met the workshop director later, we both 

presented the red envelope to the worker. We told him that he was a 

recipient of the warming program. He was not the poorest, so he got a 

second-grade allowance. He was moved with tears in his eyes after he got 

the money. (Interview 3.1:55) 

Employees' Response. The employees seemed to accept all of these changes. 

Although there were few joint ventures in inland China, there were many on the east 

coast. The diffusion of ideas about what it was like to operate and work in a joint venture 

diffused down to the managers and workers through different cheinnels. The ftiture 

managers of the damask joint venture and the fake joint venture traveled to the coast to 

visit joint ventures even before the Sichuan textile firm established its first joint venture. 

One of these managers that traveled to some of the joint ventures on the coast said that 

the purpose of the trips was to learn and to imitate each other. Thus the diffusion cycle 

continued after the fake joint venture was established as SOEs from around China came 

to visit them to witness how they had transformed their workers. In addition, the joint 

venture managers also attended the regular meetings sponsored by MOFTEC. These 

meetings brought together managers from other joint ventures in Sichuan, and gave them 

an opportunity to network and learn about the policies of other joint ventures in Sichuan. 
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In contrast, the workers came to understand the joint ventures more through the state-

controlled news media. 

To understand it, to understand why we should establish the joint 

venture, as I often read the newspapers and cared about what was happening in 

the country, in view of the social development, the purpose of establishing the 

joint venture, personally I thought, was to introduce advanced management 

expertise and increase the quality of the employees. This was the most important. 

In 1992, there were not many joint ventures in the inland provinces, but many in 

the coastal areas. We must accept these advanced things. Most of the people who 

understood the necessity of establishing the joint ventures were young people. 

They knew how this trend would develop. (Interview 2.46). .. I think these 

policies were not unique to our factory. Surely they were not unique. It was a 

trend of our social development. It was not special. Of course, different joint 

ventures were different from one another. But we did not know much about other 

joint ventures. From newspapers, we knew joint ventures prompted Chinese 

companies to improve their management. (Interview 2.1:11). 

From this worker's response it appears as though the common thread of knowledge 

among the workers was that joint ventures should bring advanced management expertise, 

which should make the workers more productive, and that this was part of China's 

natural social development. In addition, they had a broader perception that these were 

really Western management practices that were being imitated. Here is how one 

employee explained it. 
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Of course, joint ventures at that time had better management and better 

pay for employees and were also important to the government. Joint 

ventures were invested by foreign companies and could bring some good 

management expertise. Traditionally our management was borrowed from 

the Soviet Union so it was a planned economy. When our government 

started to allow joint ventures the government had realized that the 

planned economy and management couldn't work very well. The 

government knew that Western countries had better business management. 

They knew that Western companies usually operated better than Chinese 

companies. At that time, many companies had started having financial 

problems in running their companies so they had to find new ways. Some 

leaders like Deng Xiao Ping even before our country started to open up he 

had already visited Japan and U.S. companies so he knew that their 

management and technology was much better. He also knew that our 

industry and economy were far behind foreign countries so he and other 

leaders knew that we must reform our economy and restructure our state-

owned companies. So establishing a joint venture was a way to reform the 

state-owned companies. Many intellectuals and young people who had 

graduated from universities and colleges they also knew foreign countries 

were far more advanced than our country. They knew this from books and 

foreign radio like VOA. From the 1980s, many Westerners came here 

mostly as teachers so many yoving people could have contact with these 
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foreigners so by knowing them students could know that foreign countries 

were much richer than China. We knew they were not living in deep water 

and fire. (Interview 4.7) 

The implementation of these polices at the fake joint venture was complicated by 

the fake joint venture being physically located on the same compound as the rest of the 

parent company's other subsidiaries. Since the damask subsidiary joint venture had been 

with a firm that was recently merged, it was located ten miles away from the parent 

company's main compound and was composed of employees that had never been part of 

the parent company. Therefore, there were few social network links between the damask 

joint venture and the parent company. Consequently, the implementation of the fake joint 

venture in the midst of the state-run firm's compounds had significant influence on the 

workers' perceptions in the firm's other subsidiaries. 

Power Shifts. The fake joint venture resulted in the transfer of power in two 

dimensions. First there was a shift of power from the workers to the managers as they 

gave up their iron rice bowls for what they perceived to be Western management 

expertise. Second, there was a shift of power from the old workers to the young workers. 

The shift of power from the workers to management was definitely the outcome of 

purposeful action, whereas the shift of power from the older workers to the younger 

works was a result of the market aspect of the capitalism logic. 

The goal of the fake joint venture was to transform the sluggish iron rice bowl 

workers into a more productive workforce. Before the fake joint venture was established, 

the extent to which the workers were able to control the work processes frustrated the 
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middle-aged managers. They had no control over the workforce. The iron rice bowl 

prevented them from exercising negative incentives, and the state's emphasis on stability 

prevented them from establishing positive incentives because variation in pay could lead 

to unrest among the employees at the bottom of the pay scale. So the new powers granted 

to the managers at the fake joint venture made them feel emancipated. A deputy general 

manager said that "when the workers were working for the SOE they were the masters, 

but in the joint venture they are merely the employees." He left no doubt that the 

managers were the masters of the fake joint venture. 

The second shift in power was from the old workers to the younger workers. 

During the 1980s, the older workers held the important positions in the company and 

were responsible for training the younger workers. This relationship was part of the 

hallowed teacher-student relationship deeply embedded within China's culture. The 

younger workers, however, began to resent this arrangement. This arrangement was 

changed with the establishment of the fake joint venture. At the beginning, a deputy 

general manager aimounced that. "We are a new company now. Our working age all 

starts now from the beginning. Let's forget about how many years we have worked 

before the joint venture" (Interview 2:28). This made the younger employees happy that 

they would be paid based on the work that they did rather than their age. The tension 

between old and young workers, however, was not just about salary. The young workers 

felt that the old workers were a burden to the company and society as a whole. This 

attitude was evident in this comment from one of the employees. 
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Even though we were a successful company in the 1980s, at the time of the joint 

venture our parent company had extra money but the government didn't allow 

the company to give too much funds to the employees, because if they did than it 

would have caused an imbalance among other state-run companies. The 

employees of companies who got much lower bonus would surely be very 

unhappy about this and it could cause trouble in society. So they thought by 

being a part of a joint venture they could get more salary and more bonus. The 

joint ventures did not have to abide by the same rules as the SOE and they had no 

burden. So the joint venture was not like the SOE that had to take care of the 

older employees' retirement pensions, children's education and medical care, 

sickness and death. Essentially old SOEs have a lot of retired employees that are 

a burden, but joint ventures because they start fresh didn't because they were a 

new company with no retirees. Without these burdens the young people thought 

they could make more money and have opportunities to be promoted. In the old 

system they didn't compete by what special knowledge or expertise that they 

had, (instead) they competed based on who had longer whiskers so if you had a 

longer beard and had worked with the company longer, you could earn more 

money and have a better welfare. (Interview 4.2.1) 

These power shifts were possible because the capitalism logic gave greater 

autonomy to the firm. As an SOE organizational form, however, the degree of its 

autonomy was still quite restricted at this time. Therefore, the establishment of the fake 

joint venture was a conscious act to invoke a greater degree of autonomy that was 

embedded within the joint venture organizational form. To the workers, the joint venture 



238 

organizational form was embedded with Western management expertise that would allow 

the firm to be more profitable. Since they believed that this increase in profitability would 

trickle down to them they gladly gave up their inherent power under the iron rice bowl 

system for the promise of higher wages. 

Since the workers assumed that this was a real joint venture, they perceived the 

joint venture to be the power holder. In reality, it was the state-owned parent company 

that held the power. During the first two years of existence the fake joint venture was 

extremely profitable. The fake Hong Kong partner would visit once or twice a year to 

make a speech and host a banquet for the management staff Behind these scenes, 

however, the parent company was exerting its control. The failure of its other subsidiaries 

increasingly required the parent company to extract more funds from the fake joint 

venture by increasing the rent charged to the joint venture to be several times above the 

market rate. Thus, in an ironic twist the younger workers at the fake joint venture were 

still supporting the pension of the retired workers in the parent company. So it was with 

this increasing weight that the fake joint venture hobbled into 1996, unaware of the 

impact that the impending Asian financial crisis would have on it. 
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PHASE III (1997-2003) - THE DEMISE OF BOUNDARIES FOR 

ORGANIZATIONAL FORMS 

"Countries with planned economies have never been a part of economic 

globalization. China's economy must become a market economy in order 

to become part of the global economic globalization process " (Long 

Yongtu, PRC Trade Official/ 

Chinese Society 

China's massive foreign reserves and restrictions on foreign firm's converting 

their capital accoimts had insulated China from the direct consequences of the Asian 

financial crisis. China's leaders, however were struck by many of the similarities between 

their economies and those Asian economies that had suffered the most from the crisis. 

For example, Korea and other Southeast Asia countries also had state-run firms that were 

too highly leveraged and banks with too many non-performing loans. This spurred a final 

push to fully embrace the market aspect of the capitalism logic and the resulting 

competition to be the only may to transform its economy. The leaders believed that the 

only way the SOEs and the state-owned banks could be forced to make structural reforms 

was through an increase in competition. In 1999, at a joint press conference with 

President Clinton, China's Premier Zhu said, "The competition arising (from WTO 

membership) will also promote a more rapid and more healthy development of China's 

^ Long, Yongtu, "PRC Trade Official Long Yongtu on Qiina, Economic Globalization, WTO Entry," 
People's Daily, July 10, 2000. 
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national economy."'' Thus, in 1999 the Chinese leaders made their first serious attempt to 

negotiate entry into the WTO. This new embrace of markets put tremendous pressure on 

SOEs to either reform and compete in the market or go bankrupt. In addition, it also 

opened the doors for recognizing private firms and private entrepreneurs as equals in 

China's economy and political system (Lardy 2002). 

The Decline of the State-Owned Firms. By 1997, the Chinese government 

realized that it could no longer maintain the degree of stability that it had in the past. 

Consequently, the state implemented a policy called "grasp the big and let go of the 

small." This policy focused the state on promoting the large SOEs and left the small ones 

to fend for themselves. Many of the small SOEs merged with larger SOEs or went 

bankrupt. Some of the small SOEs, however, used their newly found autonomy to 

emulate joint ventures and small private firms to remake themselves into profitable 

market oriented firms. In addition large SOEs have also undergone considerable reforms 

(Nolan and Wang 1999) 

Given these new options, the SOEs no longer had to invoke the various aspects of 

the capitalism logic under the guise of the joint venture organizational form. SOE 

managers could now downsize their workers and create new incentive policies for 

workers just like managers from joint ventures and private firms. The workers, who had 

witnessed a slow continual deterioration of their iron rice bowls over the previous ten 

years, had gradually abandoned their belief in the permanency of the iron rice bowl and 

accepted layoffs as the next step of China's "socialist development." 

The White House, Office of the Press Secretary, "Joint Press Conference of the President and Premier 
Zhu Rongji of the People's Republic of China," April 8, 1999. 
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The Rise of the Private Firms. China's private sector first began to develop in the 

agriculture sector in 1978 when farmers were permitted to sell everything above their 

contracted amount on the open market. Then small private family firms were permitted as 

long as they employed no more than seven people (Young 1995). Then townships and 

villages were allowed to form their own larger scale enterprises (Oi 1999). In 1989, 

China's constitution was modified to include large private firms as one of the legitimate 

types of ownership, but it labeled private firms to be a "necessary supplemenf within the 

socialist system. After Deng Xiao Ping's historical Shenzhen trip in 1992, however, the 

private sector began to be referred to as an "important economic force in developing new 

productive forces." In 1993, the Third Plenum of the Fourteenth Central Committee 

issued a policy document stating that "the state should create conditions for economic 

sectors under different kinds of ownership to compete in the market on equal terms, and 

should deal with the various types of enterprise without discrimination" (Young 

2000:158). In 1999, the second session of the Ninth National People's Congress 

amended the constitution to state that private enterprise was an important, integral part of 

China's socialist market economy" (Lardy 2000:19). In 2000, new policies were being 

issued promising to put private firms on equal footing with state-owned firms. Of course, 

this statement of equality also put SOEs on equal footing with private firms freeing them 

to invoke all of the policies of the private sector. Finally, in 2002 Jiang Zemin's "Three 

Represents" doctrine was adopted that called on the communist party to embrace the 
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"productive forces of society." This doctrine opened the door for the first private 

entrepreneurs to be admitted to the communist party.^ 

Ultimately, the rise of the private firm has lessened the distinction between SOEs 

and joint ventures. Prior to the growth of the private firm, the joint ventures embodied a 

particular set of management policies that distinguished it from the SOE. The growth of 

both the private firms and the joint ventures has promoted the incentive management 

aspect of the capitalism logic and its associated policies. In addition, the market aspect of 

the capitalism logic, does not distinguish between organizational forms. Therefore, the 

distinctive categories of SOE, private, and joint-ventures have been greatly blurred 

resulting in a corresponding destruction of specific sets of strategies being available to 

actors within specific categories of firms. 

Sichuan Textile Firm 

1997 Asian Financial Crisis. By 1997, the currency in other Asian nations that 

produced textiles for export began to depreciate while China's^ywan remained pegged at a 

constant exchange rate with the U.S. dollar. Consequently, their competitor's prices were 

getting relatively cheaper while the textile firm's products were getting relatively more 

expensive. Ultimately, the 1997 Asian financial crisis resulted in a significant devaluation 

of many Asian currencies. The price of their competitors' products fell dramatically and 

forced the international market price of the Sichuan textile firm's product to decrease by 

^ Mark O'Neil, "Red Entrepreneurs have Growing Part to Play in Economic Stability," South China 
Morning Post, 30 October 2002. 
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50%. Since China's currency was never devalued, they found it quite difficult to compete 

with other Asian countries. 

Delegitimation of the Fake Joint Venture. For the first three years of the fake 

joint venture, the fact that it was a fake was regarded as a state secret. By 1996, however, 

rumors began to flow among the white collar employees that the joint venture was a fake. 

One of the accountants for the parent company described the impact of knowing it was a 

fake joint venture as follows: 

At first it was just a rumor that it was a fake joint venture. When I first 

heard the rumor, I just thought that it was strange. I heard the rumor three 

years after it was established. Of course, we knew that there were a lot of 

fake joint ventures in China so we were not that surprised. Many of the 

joint ventures with Hong Kong partners are fake so it was understandable 

for our company to also have a fake joint venture. The (fake joint 

venture's) status decreased because of... the fake nature of the joint 

venture and .. poor financial performance. (Interview 4.17) 

The factory workers also did not seem to be too concerned by the fact that it was a 

fake joint venture. These workers were much more concerned about whether the firm 

could be profitable so that they could retain their jobs and get a good bonus. One worker 

explained it like this: 

By 1998 or 1999 almost all the employees realized it was fake. 

Today, all the employees know it's a fake joint venture.. .The workers did 
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not care about this. They didn't care about this at all. No matter whether or 

not the foreign partner has withdrawn from the joint venture, they only 

care about their income. Why is it a fake joint venture? The workers now 

don't talk about this. They don't care about it. As long as they can fulfill 

their production tasks and get paid, that's enough. (Interview 2.1:36) 

The fake joint venture continued to operate as a registered joint venture. The only thing 

the workers cared about were their wages so the fact that the subsidiary was registered as 

a joint venture was only a source of irritation when it came time to pay the education fee 

that all joint venture employees were required to pay. 

New Policies and Directions. The impact of the 1997 Asian financial crisis 

resulted in long-term re-evaluation of Asian nations' currencies. Consequently, the 

financial difficulties of the Sichuan textile firm continued. After the damask joint 

venture's ten year contract had expired, the workers were informed that the contract 

would be extended for two years. The majority of the workers believed that the purpose 

of the two-year contract was just to facilitate an orderly shutdown of the operation, and 

they were right. In 2000, the damask joint venture reverted back to being part of the 

parent firm, and the property was put up for sale by the parent company. All of the 

employees were laid off and were given severance pay. During the twelve years that the 

workers had worked at the joint venture, their attitude toward the once prestigious parent 

company had changed. One of the laid off workers explained their departure as follows: 
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They were unwilling to go back to the parent company. After 2000, when 

the employees knew the joint venture was going to its end, they were still 

unwilling. When the joint venture terminated, some of the employees were 

given severance pay based on their years with the company and the city's 

average salary while others just retired. All the employees were well 

arranged for after the joint venture. No one made any trouble to the parent 

company or the goverrmient. (Interview 1.2.10) 

The fake joint venture has continued to operate under its official joint venture 

license. The financial situation of the company, however, is still quite strained. The 

former fake Hong Kong partner, now purchases his textiles at a lower price from 

Pakistan, India, and Vietnam. The workers' morale remains low as they continue to 

struggle to understand how their hard work failed to produce the prosperity that they had 

hoped for when the joint venture was first established in 1992. 

The parent company no longer needs to operate under guise of joint ventures. 

Instead it now invokes the incentive management aspect of the capitalism logic within the 

context of its SOE subsidiaries. Over time, however, the incentive management logic has 

evolved to reflect just the negative incentives. Table 6.2 below shows the trend in policies 

that has resulted in an emphasis on negative incentives. In 2002, the parent firm laid off a 

large percentage of its workforce as they relocated the plant outside of the city in 

accordance with the government's master plan for Chengdu. The fine policy has also 

been implemented across the company. In addition, all of the subsidiaries have adopted 

the order-based production process, but without increasing the wages of the workers as 
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was done in the damask joint venture and the fake joint venture. The textile parent 

company no longer holds the prestige or status that made it a favorite of the provincial 

government. Instead, the provincial government has embarked on a new mission to 

develop Sichuan's IT sector leaving it with little time or interest in the fate of an old 

unprofitable SOE in the textile sector. 

TABLE 6.2 

Comparison of Management Policies Across Subsidiaries 

1988 Damask 1992 Fake Marketing 
Policy Joint Venture Joint Venture Subsidiary 

1. Downsizing Yes Yes Yes 

2. Free lunches Yes No No 

3. Increase funding for the company Yes Yes No 
sponsored trade unions 

4. Substantial increase in pay Yes Yes No 

5. No sick leave pay Yes Yes* No* 

6. Fines for violating task procedures Yes Yes Yes 

7. Competitive hiring process for Yes Yes No 
employees to retain their jobs 

8. Order-based production requiring Yes Yes Yes 
workers to work harder 

* During the 1990s, a national disability insurance was established and therefore there 
was the sick policy among the three branches became the same. 
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PROPOSITION RESULTS 

The first proposition was that institutional logics vary across time and space, and 

that they are shaped by changes in economic and social structures. In transitional 

economies organizational forms and institutional logics are first diffused into these 

societies, and then begin to evolve as they interact with the society's pre-existing logics 

and forms that are embedded in that particular society's economic and social structures. 

This case study shows how the state-firm institutional logic began to change after the 

joint venture organizational form with its embedded capitalism logic diffused into China 

as it moved away from the planned economy and the iron rice bowl welfare structure 

toward a market economy. As the various aspects of the capitalism logic gained 

dominance, the state-firm logic weakened to the point that even the SOE organizational 

form began to embrace aspects of the capitalism logic. 

The second proposition was that institutional logics are embedded in 

organizational forms and diffuse through relational networks and broader cultural 

carriers. Actors wishing to invoke these new logics will often find it easier to invoke the 

more material organizational form with its embedded logics than the nonmaterial logic 

itself This case study shows how the joint venture organizational form was able to 

diffuse into China as a distinct form with its embedded logics. The Sichuan textile firm's 

management learned about the form and its logics by visiting other joint ventures on 

China's coast where the joint venture form and its embedded logics first entered China. 

The costal joint ventures with their higher status and their successful experience became 
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the reference group for the Sichuan textile firm. At the textile firm's joint ventures, 

structures and policies did not evolve, but rather were copied and implemented. Actors, 

both management and workers, saw the form and its associated logics as a further step in 

China's socialist development that would present material benefits to the participants. 

The workers developed this outlook by reading newspapers that reported the spread of 

this more demanding management style in other joint ventures around China. 

Consequently, it was easy for management to create a fake joint venture and implement 

the new policies based on the incentive logics than it would have been to just use the 

incentive logic to establish new policies within the SOE. Ultimately, the textile firm's 

joint venture became the reference group for other firms in Sichuan who sent managers to 

learn about their joint venture operations. 

The third proposition was that institutional logics are embedded in organizational 

forms through a reciprocal structuration process. Thus, logics and organizational forms 

can mutually reinforce each other. Embedded logics may also weaken organizational 

forms when the same logic is supportive of multiple organizational forms that ultimately 

compete. This case study shows how pre-reform China was deeply embedded in the state-

firm logic, which was the belief system that the communist state should control economic 

activity in order to ensure the stability and welfare of society. Based on this logic the 

SOE form came into existence. The SOE form with its associated iron rice bowl policy 

incorporated the stability aspect of the state-firm logic. Thus, the SOE form was the 

structure that supported the state-firm logic's belief system and vise-versa. 
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The fourth proposition is that the social construction process continues to simplify 

and generalize cognitive frames that face little competition to make them useable to the 

point they begin to lose their value in defining and shaping strategic action (Mizruchi and 

Fein 1999). In contrast, logics that are competing and conflicting with other logics will 

become richer and more defined as the social construction process establishes distinctions 

among the logics. Thus, it is the logics that are constantly in competition with other 

logics that are continually being redefined with new sharpness and clarity. This case 

shows that when the incentive management aspect of the capitalism logic started 

concentrated in the joint venture organizational form that it was composed of both 

positive and negative incentives. During this early period, the capitalist logic was seen as 

competing and conflicting with the more embedded state-firm logic. Over time these 

conflicts reduced as it became more accepted for SOEs to use the same management 

incentives that were formerly only available to joint ventures. As the conflict between the 

state-firm logic and the management incentive aspect of the capitalism logic subsided, the 

management incentive aspect lost its rich balance between positive and negative 

incentives and was generalized to be defined just by the negative incentives such as 

laying off the least productive workers and fining workers when they violate procedures. 

Thus, originally the management incentive aspect of the capitalism logic generated a rich 

set of both positive and negative incentive based policies, but after it gained dominance 

the textile parent company only implemented policies based on negative incentives. 

The fifth proposition is that institutional change is initiated by exogenous 

(ftmctional, political, and social) and endogenous (logic competition and internal 
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contradictions) factors that create a window of opportunity for institutional change. This 

case shows that during the 1980s that it was the functional and political exogenous 

factors that initiated institutional change. When the state planned economy was being 

out-performed by other capitalist economies, the political establishment, which was the 

controller of economic activity, had to implement reforms. At the organizational level, it 

was the functional exogenous factor of the two subsidiaries not making money that 

initiated the institutional changes. There were also endogenous factors promoting 

institutional change. There were conflicts between the logics. The market aspect of the 

capitalism logic, which the state invoked to increase economic performance, was in 

conflict with the state-firm logic that called upon the state to control economic activity. 

This conflict existed because markets promoted firm autonomy, thus removing the state's 

control over economic activity, which was a crucial aspect of the state-firm logic. In 

addition, there was an internal contradiction within the state-firm logic that required the 

state to control and promote economic activity while maintaining stability. The state's 

attempt to promote economic growth by encouraging foreign investment via joint 

ventures, created a sector of the economy that could not be controlled. Consequently, the 

state could no longer guarantee stability within society. Eventually, this internal 

contradiction led to the stability logic breaking off from the state-firm logic to become 

independent of the state-firm logic. The stability logic is now the belief that societal 

stability results from economic prosperity, which is both the responsibility of the state 

and now autonomous firms. Thus, the textile firm was able to implement new policies 
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that were believed to ensure the survival of the firm, and thus economic prosperity, even 

though it meant laying-off workers to guarantee its survival. 

The sixth proposition is that actors possess agency to invoke or embrace the 

alternative logics that promote personal and/or organizational interests concerning status, 

power, and financial rewards. This case study had two significant instances of actors 

invoking logics with very different outcomes. First, this case shows how the textile 

management invoked the management incentive aspect of the capitalism logic embedded 

in the joint venture organizational form to break the workers' iron rice bowls and 

establish authority over the workers. It also shows that the legitimacy of an invocation of 

the various aspects of the capitalism logic by the textile firm was based on the degree to 

which the objects of the invocation (i.e. workers) accepted the logic as being true. 

Second, Deng Xiao Ping invoked the logic of the state as sole controller of economic 

activity. Under this logic, the communist government first created the joint venture form 

as a way to speed development and transfer advanced technologies and management 

expertise to Chinese firms. Later, it also allowed the private firms to develop as 

productive forces. The joint venture and private firm forms were originally embedded 

with the market logic, but after Deng Xiao Ping successfully argued that it was the 

reforms and economic development that promoted stability during the 1989 crisis, the 

stability aspect of the state-firm logic became independent of the state-firm logic because 

social stability was no longer only the fiuiction of the state, but also the fiinction of joint 

ventures and private firms that promoted economic activity. Once it was believed that the 

joint ventures and private firms could also be a source of social stability, the boundaries 
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that served to distinguish the SOE form from other forms began to weaken. After all, if 

joint ventures and private firms could serve society by providing stability while engaged 

in activities of capitalism why couldn't the SOE form do the same? Thus, this case study 

illustrates how complex the social construction process can be. Deng Xiao Ping used his 

agency to invoke the stability logic that unintendedly caused instability within SOEs by 

embedding it in the market logic. 

The seventh proposition is that shifts in material resources result in shifts 

institutional logics, and thus combine to cause institutional change. This proposition best 

explains the workers embracing the joint venture organizational form and the logics 

embedded with it. From the rational actor perspective, this is a story of workers trading 

job stability for a 30 percent pay increase. From a more cultural perspective, Sewell 

(1992:13) asserts that "Resources, we might say, are readWks. texts to recover the cultural 

schemas they instantiate" (italics in original). At the height of the textile firm's glory, one 

of the workers described the firm as an aircraft carrier of stability. During this period the 

firm read as a resource supported all of aspects of the state-firm logic. By the time the 

fake joint venture was established, the old aircraft carrier did not look so nice. Therefore, 

when the joint venture boat pulls along side the workers read this resource and saw a 

market logic that pays according to one's work and that is not constrained by the state 

imposing equal pay to maintain stability. Instead, stability is the hand of the individual in 

the form of the 30 percent increase in pay. Consequently, even if the worker jumps on the 

joint venture boat purely motivated as a rational actor, the resources that the joint venture 
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workers are reading is a market story. Thus, the state-firm logic weakens as it is 

reproduced by fewer workers in the SOE form and as it mobilizes fewer resources. 

CONCLUSION 

Chinese society has undergone a dramatic reorganization as it has redefined the 

relationship between the state and the firm. The communist government developed a 

society where the state was the firm, and the firm was the state. This organizational 

structure was imder girded by a logic or belief system that the communist state should 

control and direct all economic activity in order to ensure the stability and welfare of 

society. Embedded within this logic was the firm's subordination to the state. During the 

latb 1970s, China slowly began to open up to the outside world. Part of the opening up 

policy, was to open China to foreign investment in the form of joint ventures. Since 

institutional logics are embedded in organizational forms, China's adoption of the new 

joint venture organizational form brought with it the market aspect of the capitalism logic 

that promotes the firm to be autonomous from the state. Thus, the market aspect emerged 

to compete with the state-firm logic. 

In the late 1980s, the Sichuan textile SOE, in an attempt to fulfill its mission in 

accordance with the state-firm logic of promoting social welfare and stability, established 

a joint venture, which ultimately infected the organization Avith the capitalism logic that 

was diametrically opposed to the existing state-firm logic. The state-firm logic was 

further weakened in 1992 when the state created an internal contradiction within the 

state-firm logic by promoting a policy of pragmatism to achieve its mission of ensuring 
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social stability and welfare. This pragmatism also provided validation for the 

management principals that were embedded within textile firm's joint venture. Thus, 

when the SOE continued to have difficulties in the early 1990s, it created a fake joint 

venture to implement the same policies that had been perceived to be effective in its first 

real joint venture. At that time, the strategic action of the firm was still partially 

constrained by the state-firm logic that prevented it from openly implementing the same 

policies as it had in its first real joint venture. In 1997, however, the Asian financial crisis 

placed so much financial strain on the textile SOE that it was able to invoke the emerging 

aspects of the capitalism logic to openly implement the same policies that it had in both 

its real and fake joint ventures. 

From a theoretical perspective, this case study demonstrates how the firm's 

strategic action was initially completely constrained by state-firm logic until the 

alternative logics embedded in the joint venture organizational form were introduced. 

Initially, however, these new logics could only be invoked within the joint venture 

organizational form. Over time, these logics spread from the joint venture organizational 

form to infect the broader society and become available even to actors operating within 

the SOE organizational form. Therefore, strategic actors may choose to invoke logics by 

adopting organizational forms when the logics are not prominent in the broader domains 

of society. 

The success of the strategic actors in invoking new logics, however, was largely 

dependent on the workers accepting the logics as being legitimate. When logics were 

invoked based on their embeddedness within the joint venture organizational forms, the 
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workers analyzed their legitimacy within the institutional field of China's other joint 

ventures. Likewise, as the various aspects of the capitalism logic spread to the societal 

levels, workers analyzed the legitimacy of the logics within the broader spheres of 

society. Overall, the workers had lived their whole life in an environment that was always 

changing so they had grown accustom to change especially under the rhetoric of China's 

social development. Consequently, the legitimacy of one particular change could only be 

critiqued based on whether the new logic was be enacted in other equivalent 

organizational forms in the broader of society. 

This case shows how logics of Western capitalism and the associated adoption of 

Western management principles slowly diffused into China, and how Chinese managers 

and workers socially constructed these logics within the Chinese context. After a grueling 

two plus hour interview had concluded, a manager sat back in his chair and created this 

summary. 

(If you really want to understand) the difference between the Western 

corporate culture and the Chinese corporate culture for the foreign 

companies that want to come to China, (you have to understand that) the 

difference is gradually getting smaller. In 1993, the percentage of SOEs in 

China was very big. Now the percentage is getting smaller and smaller. As 

the number of the companies that have other forms of ownership (not 

SOEs) is getting bigger, these companies have replaced SOEs in people's 

thoughts and minds, and have infiltrated their minds. Just now you 

mentioned that many Chinese partners could not understand foreign 
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partners in many ways or there was a kind of difference between them 

when foreign companies came to establish joint ventures in China a long 

time ago. Now the difference is getting smaller and it's easier for Chinese 

to accept Western ideas. They must take into account the factor. .. that 

we have a different cultural background, and that it takes time to accept 

new things and ideas. You can't ask them to accept new things 

immediately. It's just like you can't swallow a sweet (Chinese) dumpling 

or it could choke your throat. There must be a buffer (to create a soft 

landing). 
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Chapter 7 

Relationships between Sichuan's Logics and 
Organizational Forms: A Correspondence Analysis 
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In previous chapters China's institutional logics have been analyzed within the 

context of a single industry (Chapter 4), in relation to a single strategy (Chapter 5), and 

within the context of a single firm that changed over time (Chapter 6). In contrast, this 

chapter takes a broader view to examine the extensive relationships between China's 

institutional logics and organizational forms in the three industries. In the extant 

literature, a single institutional logic has been asserted to be embedded in a single 

organizational form (Haveman and Rao 1997), and multiple logics have been described 

to compete within a single organizational form (Thornton and Ocasio 1999). In contrast, 

this chapter takes a broader perspective to examine how China's four institutional logics 

identified in Chapter 3 cluster and coalesce around organizational forms (e.g. SOE, 

private firms, business groups, and joint ventures) and industries (furniture industry, food 

processing industry, and pharmaceutical industry) in China. 

THEORETICAL FRAMEWORK 

The local-global theoretical model developed in Chapter 1 is based on the 

cultural-cognitive branch of institutional theory and incorporates aspects of the world 

society, and business system perspectives. In reality, most of the differences between 

these four perspectives are a matter of emphasis rather than content. Although the world 

society, business systems, and the local-global theoretical perspectives all have elements 

of the cultural-cognitive institutional theory, but they can be differentiated by the 

importance and emphasis placed on the global environment and local social construction. 
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These points of differentiation are highlighted below in the Figure 7.1, which has been 

replicated from Figure 1.1 for convenience. 

Figure 7.1 
Differentiating Theoretical Perspectives 

Very 
Important 

Global Environment 

Not 
Important 

World Local-Global 
Society Institutionalism 

Cultural-Cognitive Business 
Institutionalism Systems 

Local Social Construction 
Important 

As illustrated in Figure 7.1 below, cultural-cognitive institutionalism places little 

importance on either global environment or local social construction. In contrast, the 

world society perspective places great importance on global environment, but little 

importance local social construction; whereas the business systems perspective places 

little importance on global environment, but great importance on local social 

construction. The local-global theoretical perspective developed in this dissertation is an 

attempt to place great importance on both the global environment and local social 

construction as it pertains to the development of China's organizational forms and 

institutional logics. 
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The cultural-cognitive institutionalism perspective has moved away from its roots 

in phenomenology and has failed to evolve to incorporate the growing importance of 

globalization over the past 25 years. Originally, this perspective emphasized the social 

construction of social reality and would cite Berger and Luckmann (1967) and Meyer and 

Rowan (1977) article on the institutional myths, but this foundational aspect of the 

theoretical perspective has been moved from the core to the periphery in empirical 

research except for a few exceptions (see Barley 1986). In contrast, the growing trend of 

globalization has been largely ignored with the exception of Dezalay and Garth's (1996) 

research where they present the global environment as an institutional field on which 

various normative legal forms compete for global dominance. Instead most institutional 

research is typically conducted within national boundaries, and begins with an implicit 

presupposition that the national boundaries are also boundaries for institutions. 

Consequently, the global environment is reduced to a simplified and convenient set of 

nation-state boundaries that play a dual role as institutional boundaries. This 

conceptualization is reinforced by the use of the comparative research methodology, 

which tends to diminish the global envirormient to merely be nation-state boundaries for 

containing unique sets of institutions that are rarely influenced by the global environment 

(Biggart and Guillen 1999, Cole 1999, Dobbin 1994, Guillen 1994). 

The world society perspective was built on the foundation of the cultural-

cognitive branch of institutional theory and incorporates the global envirormient and the 

social construction that occurs at the global level within its theoretical perspective (Meyer 

et al.). Local social construction, however, is largely ignored in this perspective as it 
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asserts universal convergence that spans all societies. In this perspective, culture is 

increasingly global and forms a transnational legal order that operates with autonomy 

from nation-states (Berman 1988, Robertson 1992). World culture and international 

institutions are the apparatus that shape actions of nation-states, corporations, and 

individuals (McNeely 1995, Strang 1990). These international institutions and INGOs are 

the carriers of global values by establishing rules, setting standards, and transmitting 

principles that are replicated within each nation-state's institutions (Boli and Thomas 

1999). As a result of the ethereal nature of these global values, empirical studies within 

this perspective search for structural homogeneity across nations in the areas of education 

(Meyer et al. 1992), environmental protection (Frank et al. 2000), Western science 

(Schofer 2003), and in other areas (Ramirez and Weiss 1979, Thomas and Lauderdale 

1988, Schofer 1999). The existence of structural homogeneity is claimed as evidence of a 

diffusion of world cultural values. 

The business systems perspective is in some regards a reaction to some of the 

broad claims of global isomorphism that are made be the world society perspective. This 

perspective asserts that societies have always had unique "business systems" in the past, 

and that even Taiwan's and Korea's transitions to democratic societies have not resulted 

in major changes to the characteristics of their capitalistic systems. The basis for this 

assertion for the durability of business systems is largely rooted in the European 

institutional approach of the "societal effecf school, which emphasizes the social 

construction of social groups inside and outside of organizations, and how these social 

groups compete for limited resources. This competition among social groups results in a 
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power structure that adapts and incorporates the diffusion of global logics and forms 

without substantially altering the societies existing business system and associated power 

structure largely due to the durable institutional systems of each society (Biggart 1991, 

Whitley 1992, 1999). The focus on societal institutions has resulted in empirical research 

that uses a comparative method. This research has foimd that although the German and 

Japanese institutional models are quite different from the Anglo-American models, there 

is no sign of convergence (Streeck and Yamamura 2003), economic organization is quite 

different across Taiwan, South Korea, and Japan (Hamilton and Biggart 1988), business 

groups are quite different among Taiwan, South Korea, and Japan (Orru et al. 1991), and 

that inter-firm cooperation varied between Hungary and Slovenia due to distinctively 

different institutional settings (Czaban et al. 2003). In addition, empirical research has 

focused on the transitional economies and found that the conversion from state ownership 

to private ownership had little impact on firms because the broader institutional 

framework remained in place (Whitley and Czaban 1998). 

The local-global theoretical perspective acconmiodates both the global 

environment and local social construction as a determining factor in a society's 

organizational forms and logics. This is illustrated in Figure 7.2 where there is both a 

downward diffiision from the global capitalism environment and an upward diffusion of 

China's characteristics to the local social construction box. This demonstrates the mutual 

importance of global capitalism and China's characteristics in ultimately determining 

China's prominent organizational forms and institutional logics. 
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Figure 7.2 

Local-Global Perspective Summary Diagram 
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The global capitalism enviromnent at the top of Figure 7.2 consists of 

management practices, market institutions, firm autonomy, global supply chains, and 

other commonly held beliefs of best organizing principles, whereas the China 

characteristics at the bottom of the diagram consists of its historical legacy, communist 

political system, legal institutions, and other related items. Together, the global 

environment and China's unique characteristics provide the input into the social 

construction box where the concepts of rationality are socially constructed through 

stories, experiences, and social interaction (Berger and Luckman 1967). The large arrows 

at the top of the social construction box indicate that institutional logics and 

organizational forms mutually reinforce each other. The small arrows indicate that logics 

and forms interact with each other. Consequently, the content of organizational forms and 

institutional logics that emerge from the social construction process are likely to contain 

aspects that are uniquely Chinese and aspects that more resemble global capitalism. 

Consequently, the focus of this dissertation is on the identification of institutional logics 

and organizational forms, and on the how the logics and forms are related. 

ORGANIZATIONAL FORMS AND INDUSTRIES 

The relationship between institutional logics and organizational forms caimot be 

determined until the institutional logics are identified. A procedure for identifying the 

taken-for-granted logics and validating the identified logics was presented in Chapter 3. 
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In contrast, the organizational forms were identified based on ownership types and 

organizational structures. The most obvious distinction among ownership structures is 

state-ownership versus private-ownership. This distinction delimits the SOE 

organizational form from the private firm organizational form. The second ownership 

distinction is foreign ownership versus private ownership. From this distinction comes 

the foreign joint venture organizational form that hereafter will be referred to as just the 

joint venture organizational form. The last distinction drawn is based on organizational 

structure. In the U.S. much research has been conduct on the transition from a U-form 

structure to the M-form. A similar transformation occurred in China has it reorganized its 

planned economy factories under ministries into business groups. 

An alternative perspective is to conceptualize organizational forms as being 

defined by core technologies. This results in organizational forms being defined as 

industries, sectors, or sub-sectors. Since the data were collected at trade fairs for the 

furniture, food processing, pharmaceutical industries, the firms are easy to group into 

organizational forms based on industries. Since the term "organizational forms" is 

already being used to distinguish the different types of ownership structures, a term 

industries will refer to the three industries from which data was collected. 



Table 7.1 

Counts for Organizational Forms across Industries 

Organizational Form Furniture 

State Owned Enterprises (SOE) 0 

Private 34 

Business Groups 5 

Foreign Joint Ventures 4 

Total 43 

Number of Firms 36 

Overlap Factor 19% 

- Calculation (43-36)/36 

Food 

Processing Pharmaceutical Total 

5 8 13 

23 13 70 

15 22 42 

7 9 20 

50 52 145 

35 33 104 

42% 58% 39% 

(50-35)735 (52-33)733 (145-104)7104 
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Relationship between Organizational Forms and Industries. 

The data from Chapters 3,4 and 5 came from interviews with managers and 

owners at three trade fairs. The data collection process was composed of interviews with 

managers and owners of firms in Sichuan from three sectors. The three industries were 

chosen to include two industries that have been designated as Sichuan's "pillar 

industries," and one industry (furniture) that has not received this designation. The 

interviews were conducted during the fall of 2002 at trade shows in Chengdu. Trade 

shows typically last about four days, and each interview typically lasted 30-40 minutes. I 

conducted 36 interviews at the fixmiture trade fair (September 23-26), 35 at the food 

processing trade fair (October 11-14), and 33 at the pharmaceutical trade fair (November 

2-6). Each industry consisted of firms with a variety of organizational forms. 

The distribution of organizational forms across the three industries is presented in 

Table 7.1, which shows that the private firm is the most prominent organizational form 

for the furniture and food processing sector whereas the business group form is the most 

prominent for the pharmaceutical industry. The organizational forms are not all mutually 

exclusive. Only the SOE and private forms are mutually exclusive. A firm was coded as 

being a SOE if it was partially owned by the state, and coded private if it was completely 

owned by an individual or firms with no state ownership. Even by this criterion, there are 

very few SOEs in the three industries. In theory, a firm could be classified as having three 

organizational forms. For example, a state entity and a private firm could together be the 

owners of a business group that has a member firm that is a pharmaceutical joint venture 

with a foreign partner. In this case, the firm would be coded as being three organizational 
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forms (i.e. SOE, business group, and joint venture). This hypothetical situation, however, 

is quite rare as is demonstrated by the calculation of the "Overlap Factor" in the bottom 

half of Table 7.1. The total overlap factor of .39 presented in the total column of the table 

indicates that on average 39 percent of the firms interviewed consisted of two 

organizational forms. The calculation of the overlap factors are demonstrated on the last 

line of Table 7.1. The overlap factor is calculated by first subtracting the number of firms 

interviewed in an industry from the sum of all forms across the firms interviewed in that 

industry, and then divided by the number of firms interviewed. Based on the extreme case 

described above where a firm had the maximum three organizational forms, the overlap 

factor would be 200 percent. The pharmaceutical industry had the most overlap with an 

overlap factor of .58, which means that on average a firm in the pharmaceutical industry 

was coded as having 1.58 organizational forms, or phrased differently, on average 58 

percent of the firms had two organizational forms. This is largely due to the firms 

interviewed in this industry having the most joint ventures and business groups as 

indicated in Table 7.1. 

Industry Descriptions 

The structure of the interviews followed a questionnaire that was back translated 

and pre-tested. The questionnaire contained questions on the general background of the 

firm, the four institutional logics, and firm governance. Thus, the firm's background data 

can be grouped by industry to provide a general description of each industry. This data is 

presented in Table 7.2 and is used below to construct a brief overview of each industry. 



TABLE 7.2 
Descriptive Statistics for Industries 

Categories and Food 
Variables Classifications Furniture Processing Pharmaceutical 

Average Number of 1997 307 449 412 
Employees 2002 480 1037 1436 

Year Established 1949-1980 0% 17% 6% 
1981-1990 33% 26% 15% 
1991-2002 67% 57% 76% 

Listed on Stock Market 2002 0% 17% 6% 
Plan to be Listed by 2007 19% 64% 75% 

Profit Situation No Profits 0% 3% 0% 
Ok Profits 36% 9% 6% 
Very Good Profits 36% 57% 76% 
Outstanding Profits 28% 31% 24% 

Ownership Structure Single Individuals 69% 12% 9% 
Multiple Individuals 17% 49% 27% 
Single Firm 0% 9% 3% 
Multiple Firms 6% 12% 21% 
Mixed (Firms/Individuals) 8% 18% 34% 

Daily Operating Decisions Owner 80% 6% 9% 
General Manager 17% 62% 49% 
Board of Directors 3% 32% 42% 

Strategic Decision Making Owner 91% 6% 9% 
General Manager 3% 29% 16% 
Board of Directors 6% 65% 75% 
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Furniture Industry. The furniture industry is quite different from the 

pharmaceutical and food processing industries. Although all types of furniture are 

manufactured in Sichuan, it is disproportionately concentrated in the lower price/quality 

market segment. As described in Chapter 4, this industry is composed of smaller firms 

most of which have been established over the past twelve years. The owners come from 

humble begirmings, and entered the industry primarily because they had some 

woodworking experience and because a furniture business could be established with little 

capital. Their humble begirmings, China's non-market driven banks, and their small firms 

in a society where bigger is assumed to be better make it very difficult to receive loans. In 

spite of these lowly begirmings, 19 percent of the firms, still dream of listing on the stock 

market by 2007. Most of the firms, however, scoff at the idea that they will ever get a 

loan from a bank and consider listing on the stock market to be a complete impossibility. 

The managers and owners of these firms assert that they are profitable, but at the 

same time complain of the severe competition that forces them to keep narrow profit 

margins. The highly competitive market is consistent with expectations of a low-capital 

industry in a society with a surplus of labor and a shortage of capital. On the other hand, a 

combined total of 64 percent said that that they considered their profit situation to be 

either very good or outstanding. This high proportion, however, is probably best 

understood as being relative to other firms in the industry and relative to other people in 

China from their backgrounds. Consequently, the Sichuan furniture firms have rather 

tight profit margins due to the competitive nature of the industry. 
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The furniture firms can be classified as primarily being family businesses. Of the 

furniture firms interviewed, over 86 percent were owned by a single individual or 

multiple individuals in a partnership. This ownership structure is reflected in the daily 

decision making processes where the owner was the primary decision maker in 80 

percent of the firms interviewed. Consequently, there is little room for professional 

managers in these firms. Even in the rare case where the furniture firm is part of the more 

sophisticated business group organizational form, the ownership structure of the parent 

and member firms still parallel the family structure. Thus, the father would own 100 

percent of the parent firm that sold living room furniture, the son would have 40 percent 

share of a member firm that manufactured office furniture, and the daughter would have 

30 percent share of a member firm that manufactured bedroom furniture. Consequently, 

even the more complex organizational forms reflect the nature of the family business. 

Pharmaceutical Industry. The pharmaceutical industry stands in sharp contrast to 

the furniture industry partially due to its geographical advantage of being located close to 

many rare herbs used in traditional Chinese medicine. Historically, this geographical 

advantage not only gave the province a prime position within the industry, but also 

positioned it in the high price/quality segment of the market. As Western medicine has 

become more accepted, its production has begun to be integrated into the product lines of 

the large traditional medicine firms. When managers from the furniture and food 

processing industries were asked what industry they would choose to diversify into if 

they had the capital to invest, the two most common answers were real estate and the 

pharmaceutical industry. Most managers and owners view the pharmaceutical industry as 
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the promised land flowing with easy profits and little competition. Although this may be 

more of a mirage than reality, it was quite apparent that there is more money to be made 

in pharmaceuticals than fiirniture by just comparing booth designs and promotional 

materials between the two trade fairs. The results of the structured interviews presented in 

Table 7.2 also seem to illuminate this distinction. First, based on the number of 

employees, these firms were on average three times as big as the furniture firms, and are 

employing highly skilled labor. Secondly, 15 percent of these firms were listed on a stock 

market and another 75 percent plan to list by 2007. Thirdly, 94 percent of the respondents 

described their profits as being either very good or outstanding. This was the highest 

rating of profits for any of the three industries. Finally, they reported the highest annual 

sales of all three industries. 

The pharmaceutical industry is a mixture of old and new firms. One firm claimed 

it was established back in the 1600s during the Ming dynasty. The majority of firms, 

however, were established between 1991 and 2002. In contrast to the furniture firms 

interviewed where 69 percent were owned by a single owner, only 9 percent of the 

pharmaceutical firms interviewed were owned by a single individual. This contrast in 

ownership is largely due to the entry barriers for new firms. There are huge start-up costs 

required not only to purchase equipment for processing the medicine, but also for 

promotional expenses associated with introducing a new pharmaceutical products to the 

public. These large start-up costs limit the number of new firms that can enter the 

industry. Consequently, 60 percent of the pharmaceutical firms interviewed were formed 

by firms that pooled resources with other firms or individuals. 
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The complexity of the product and organizational structure also resulted in a 

decision making structure that was quite different from the furniture firms where the 

owners made daily operation decisions in 80 percent of the firms. In contrast, only 9 

percent of the pharmaceutical firms' owners made daily operating decisions in their 

firms. Instead, these firms have more of a rational-bureaucratic structure where there is a 

professional general manager who makes the daily operating decisions, and an 

established board of directors that make decisions concerning the long term strategy and 

development of the firm. Thus, the majority of pharmaceutical firms interviewed had 

professional managers who managed the daily operation of the firm and formed the 

backbone of a formal bureaucratic organizational structure that was quite different from 

the organizational structure of the family businesses in the furniture industry. 

Food Processing Industry. The food processing industry can be best described as 

falling somewhere in between the distinctively different furniture and pharmaceutical 

industries. Much of the positioning of the food processing industry in between the other 

two industries is related to barriers to entry in a very diverse market. In general, the food 

processing industry has more barriers to entry than the furniture industry, but fewer than 

the pharmaceutical industry. These barriers are primarily capital barriers needed to start 

the business, but there are many niches available for low-capital intensive firms to enter 

the local market primarily due to regional variations in cuisines. For example, one food 

processing firm interviewed was a family firm that appeared to be cooking and bottling 

hot red pepper sauce out of their kitchen at home. This hot pepper sauce is the type that is 

commonly used in Sichuan style dishes so they distributed it through small local stores. 
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Thus, there were some firms that resemble the furniture firms interviewed, but there were 

also some firms that were more similar to the pharmaceutical firms. For example, there 

was a large business group that started on the coastal province of Shandong by 

purchasing equipment from a failed joint venture to manufacture and package juice. At 

the time of the interview, they were expanding rapidly and gradually developing a 

national brand name as they established member firms in each province to manufacture 

and distribute juice. Thus, there is wide variation in the food processing industry that 

allows it to be generalized as having elements of both the pharmaceutical and furniture 

industries. 

Based on the data in Table 7.2, the food processing industry is very similar to the 

pharmaceutical industry in several aspects. First, on average the food processing firms 

interviewed had over one thousand employees. Secondly, the industry also had some 

older SOE firms that have been in existence for a long time, but was mainly composed of 

newer private firms that were established between 1991 and 2002. Thirdly, the profit 

situation reported by the managers and owners closely parallels the pharmaceutical 

industry with 88 percent of the firms describing their profits as being very good or 

outstanding. Thus, there are many similarities of a lesser magnitude with the 

pharmaceutical firms interviewed. 

The unique characteristic of the food processing firms interviewed is the 

ownership structure. Unlike the furniture firms that were primarily owned by individuals 

and the pharmaceutical firms, which had joint ownership that included one or more firms, 

the Sichuan food processing industry is composed primarily of firms that are owned by 
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multiple individuals. This indicates a pooling of capital to enter the market that is similar 

to the pharmaceutical firms, but the partnerships are typically formed on a personal level 

rather than a corporate level. This difference in ownership structure, however, does not 

greatly alter the assigimient of decision making responsibilities. Similar to the decision 

making responsibilities in the pharmaceutical firms, the respondents from the food 

processing firms indicated that general managers made daily operating decisions in 62 

percent of the firms, and that the board of directors made the long term strategic decisions 

in 65% of the food processing firms. Although these results parallel the results from the 

pharmaceutical firms, the motivation behind adopting these decision structures seems to 

be different. The decision making structures in the pharmaceutical firms appear to be 

more the result of the adoption of the western rational bureaucratic system that affected 

every business function of the firms, whereas the food processing firms' allocation of 

daily decisions to the professional general manager and strategic decisions to the board of 

directors appears to be more of a negotiated arrangement among multiple owners to 

achieve technical efficiencies. Since many of the food processing firms have multiple 

individual owners, it can't operate like a family business. Consequently, the owners must 

negotiate a clear decision making process that is satisfactory to all of the owners. For the 

daily operation of the firm, the owners hire a manager with the technical expertise to run 

the business. For the long term decisions that determine the strategic direction of the firm, 

the owners distribute board seats based on ownership distribution. 
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Organizational Forms Description 

The following descriptions of the four organizational forms utilize the same 

questionnaire data that was used to describe the three industries described above. Thus, 

the same variables are tabulated across the four organizational forms and presented in 

Table 7.3 below. In contrast to the industries that are mutually exclusive, only the SOE 

and private firm forms are mutually exclusive as discussed above with regards to Table 

7.1. The data presented in Table 7.3 is used to construct a brief overview of each 

organizational form below. 



TABLE 7.3 

Descriptive Statistics for Organizational Forms 

Categories and Private Business Joint 
Variables Classifications SOE Firms Groups Ventures 

Average Number of 1997 1509 223 681 1123 
Employees 2002 2686 554 1505 1887 

Year Established 1949-1980 23% 6% 14% 10% 
1981-1990 31% 26% 21% 25% 
1991-2002 46% 68% 65% 65% 

Listed on Stock Market 2002 23% 1% 14% 15% 
Plan to be Listed by 2007 73% 46% 74% 67% 

Profit Situation No Profits 0% 0% 0% 5% 
Ok Profits 15% 23% 12% 5% 
Very Good Profits 39% 49% 55% 60% 
Outstanding Profits 46% 28% 33% 30% 

Ownership Structure Single Individuals 0% 43% 12% 10% 
Multiple Individuals 8% 34% 24% 10% 
Single Firm 8% 4% 10% 10% 
Multiple Firms 38% 6% 12% 37% 
Mixed (Firms/Individuals) 46% 13% 42% 33% 

Daily Operating Decisions Owner 0% 42% 10% 21% 
General Manager 54% 43% 58% 37% 
Board of Directors 46% 15% 32% 42% 

Strategic Decision Making Owner 8% 47% 10% 16% 
General Manager 8% 19% 13% 6% 
Board of Directors 84% 34% 77% 78% 

to 
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SOE Organizational Form. The SOE's were the least represented of all of the 

organizational forms with only 13 percent of the firms interviewed claiming to be 

partially owned by some state-entity. Most of the state owners were local jurisdictions 

and many of these were independent research institutions or research branches of local 

universities. Consequently, the highest concentration of SOEs was in the pharmaceutical 

industry where research is ascribed a bigger role than in the other two industries. The 

second highest concentration of SOEs was in the food processing industry. These SOEs 

were distinctively different from the SOEs in the pharmaceutical sector in that they were 

old SOEs that either sold rice or Chinese liquor. The concomitants of being an old SOE 

were very evident in the interview process. These old SOEs were easily spotted by the 

way the salespeople conjugated in the comers of their display areas hoping that no one 

would ask them questions. In addition, they were also the most closed and suspicious 

during the interview process, and were either the least knowledgeable or most 

uncooperative segment of firms interviewed. 

Based on the data in Table 7.3, the most distinguishing feature of the SOEs is that 

they are big and old. Of the SOEs interviewed, 54 percent were established in 1990 or 

earlier. The majority of those established during the 1990s were pharmaceutical research 

firms. The big aspect of the SOE firms is probably best interpreted as representing 

surplus labor, although this stereotype is more likely to fit the older SOEs rather than the 

newer ones. 
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An additional aspect to consider with the SOE organizational form is how the 

state participates in these firms. From the ownership structure data, it is apparent that few 

of the SOEs are exclusively state owned or at least not owned by the same state entity. 

Only eight percent (i.e. one firm) interviewed was exclusively owned by one state entity. 

Thus, the typical ownership structure is joint ownership either with other state entities or 

private entities. In these situations of joint ownership, the state exerts influence by 

holding seats on the board. This is reflected in the SOEs board of directors being the most 

active of all of the organizational forms in making both daily operation decisions and 

long-term strategic decisions. 

Private Firm Organizational Form. Not surprisingly, the private firm 

organizational form differs in many ways from the SOE form. The SOEs are the oldest 

and biggest, whereas the private firms are the youngest and smallest. The SOEs have the 

highest percent of firms listed on the stock market and the highest combination of those 

already listed and those who plan to list by 2007, whereas the private firms have the 

lowest percent of firms listed on the stock market and the lowest combination of those 

already listed and those who plan to list by 2007. With regards to ownership structure, 

SOEs are the most likely to be owned by multiple firms or a mixture of firms and 

individuals, whereas the private firms are the least likely to have these ownership 

structures. In the area of decision making, the typical SOE's board of directors makes the 

most decisions, whereas the typical private firm's board of directors makes the least. 

Another distinguishing feature of this organizational form is that research is likely 

to contain some selection bias because it is so difficult to randomly select from the entire 
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population of private firms, partially because it is hard to pin point when a family 

business becomes a firm. Although, this research design made no attempt to make a 

random selection from a population, it was apparent from the interviews that private 

firms at the trade fair do not represent the entire population of private firms. This 

assertion is based on the stories told in the interviews of how these firms started as 

extremely small family business. Although many family businesses were interviewed at 

the trade fairs, very few family firms were at the state of smallness that many of the 

larger private firms had used to describe there first years. The absence of the very small 

private firms just starting is likely due to these firms lacking the fimds to participate in 

trade fairs. Another aspect of the selection bias associated with sampling from the trade 

fair firm population is that only success stories were present, which can wrongly leave 

the impression that all small private firms grow up to be success stories. This may be 

true, but there is no way to know from this data. 

Business Group Organizational Form. Although the business group 

organizational form is not very common in the U.S., it is quite common in China and 

throughout Asia. The business group organizational form first entered China during the 

reform period. Under the planned economy the government ministries managed factories 

not firms. During the reform period, the state decided to reorganize each ministry's 

factories into a set of business groups. Since the ministries' factories resembled a supply 

chain where one factory would be completely dependent on the prior and subsequent 

factories in the supply chain, business groups provided a means by which to combine 

these factories into firms. The business group organizational form also was quite suitable 
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for settling multiple ownership claims that occurred as the factories were reorganized into 

business groups. A typical business group has a parent company at the top of the 

hierarchy, and the multiple member firms fill out the lower level of the hierarchy. The 

parent company often has multiple owners, and then has partially ownership in the 

member firms who may also have multiple owners. Thus, business groups can have a 

very complex ownership structure especially when members begin to have members 

(Keister 2000). 

Based on the brief discussion of the historical development of business groups 

above, it is not surprising that business groups are still highly correlated with the SOE 

organizational form. Consequently, much of the business group data in Table 7.3 

resembles the results for SOEs. The SOE firms have the highest percent of firms started 

before 1981, and business groups have the second highest percent of firms established 

before 1981. Likewise, SOEs have the highest percent of firms that have either listed or 

plan to list on the stock market by 2007, and business groups have the second highest. In 

addition, the decision making patterns are quite similar, but in this instance it appears to 

be the result of some distinct differences between the two forms. In the SOE description 

above, it was argued that board of directors were quite active in the decision making 

process because this was the manner by which the state exercised influence over the 

SOEs. Since SOEs are positively correlated with business groups, this must also be part 

of the reason for a similar result among business groups. An additional explanation, 

based on my interviews, is that the business groups are the organizational form that has 

adopted the most rational-bureaucratic organizational structure. This assertion is also 
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consistent with business groups having the highest percent of firms with professional 

managers making the daily operating decisions. 

Foreign Joint Venture Organizational Form. One of the central tenets of China's 

open door policy was to open up to foreign investment. Consequently, the establishment 

of joint ventures closely paralleled the development of economic reforms with most of 

the joint ventures being established after 1990. Originally, the only way for foreign firms 

to enter into China was by establishing a joint venture with a Chinese partner. Thus, joint 

venture organizational form was often chosen because there were no other options. In 

addition, foreign firms were offered few if any choice on who they would partner with. A 

lingering effect of these policies is that joint ventures remain highly correlated with the 

SOE organizational form. The continual reforms and China's recent accession to the 

WTO have greatly reduced or eliminated many of the foreign investment regulations that 

required foreign firms to have a Chinese partner to enter the market. Consequently, an 

increasingly popular strategy is to establish one joint venture for a single product or 

product line in order to leam how to operate in China, and then at a later date establish a 

wholly owned subsidiary for a different product line. 

Based on the data in table 7.3, one of the most distinguishing features of the joint 

venture is that managers rated them to be the most profitable when the top two profit 

categories are combined. An additional, feature of joint ventures is their varied ownership 

structure. Typically joint ventures are defined as the establishment of a new firm by two 

or more other firms. In the case of the joint ventures in Sichuan, this only accounted for 

38 percent of the joint ventures. Instead, 43 percent of the joint ventures are between 
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individuals or individuals and firms. Joint ventures with these two types of ownership 

structures are typically established on the basis of personal relationships. The remaining 

20 percent of the joint ventures that claimed to be to have only one owner are likely to be 

fake joint ventures similar to the one described in Chapter 6. 

CORRESPONDENCE ANALYSIS 

Data and Methods 

Correspondence analysis is a way to graphically represent relationships between 

different categorical variables. This graphical illustration is generated by transforming a 

table containing numerical information on the categorical variables. Correspondence 

analysis produces a graphical mapping of the relationships between the categorical 

variables to provide a tool for qualitative analysis. Unlike methods that use statistical 

significance to determine the degree of certainty by which the analyst can either reject or 

fail to reject null hypotheses, the production of the visual mapping of relationships is 

merely one step in the qualitative analysis process. 

Correspondence analysis takes a table of rows and columns and represents these 

rows and columns in multi-dimensional space. The first step is to create a table or cross-

tabulation that depicts the relationship between the row variable and column variable that 

is of primary concern to the analyst. The cell entries are normalized by replacing each 

cell (fij) with ((fy - Fy) / square root of Fy), where Fy is the expected value of that cell 

under the model of simple independence (Weller & Romney 1990, p. 60, eq. 5.1). This 
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results in a normalized matrix with cell having a standardized metric. In the second step, 

the normalized matrix is decomposed with SVD (Singular Value Decomposition) into its 

basic structure, which is used to produce the independence model sometimes referred to 

as dimension 0. In the third step, Dimension 1 is calculated by minimizing the sum of 

square differences between the cells of the independence model and the normalized 

matrix. Thus correspondence analysis provides a dimensional decomposition for the 

departures from the independence model, which assumes there is no relationship between 

the rows and the columns. Dimension 2 is calculated by minimizing the remaining sum of 

square differences after accounting for both the independence model plus the variance 

accounted for in dimension 1. Therefore, correspondence analysis goes one step further 

than ordinary least square models to calculate an additional vector for the remaining 

unexplained variance. The vectors produced for dimension 1 and 2 then become the 

coordinates for the x and y axes. The number of dimensions is the lesser of the number of 

rows and number of columns, minus one (i.e. Min {i, j} - 1 where i = number of rows 

and j = number of columns). Therefore, a seven-by-five table will have four dimensions 

(Breiger 2000, Weller & Romney 1990). 

The final step is to plot these values in a multidimensional space by using the 

weighted cell values to determine each cell's coordinates in multidimensional space. 

These coordinates are determine by "chi-square distance" rather than the more common 

"Euclidian distance" to establish distances from the points that would have been 

generated had the rows and columns been completely independent of each other. 

Typically the analyst plots the coordinates arising from the first two dimensions produced 
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by the SVD; these are the best-fitting dimensions according to the criterion of least 

squares. The two dimensions that explain the most variation are used to create a plane on 

which to plot each row and column. Spatial proximity and opposition are indicators of the 

association between variables in the original data matrix (for other examples see 

Bartholomew et al. 2002, Harcourt 2002, Koch 2004, Kuhn and Coorman 2003). 

A major goal of this dissertation is to examine how institutional logics relate to 

industries and organizational forms. The four institutional logics identified in Chapter 3 

are the state-firm, guami, regionalism, and production-finance logics. The state-firm 

logic was operationalized by asking respondents to use a seven point scale to rate the 

influence of the state over the firm in the following business functions: 1) developing 

strategy 2) hiring new employees 3) firing or laying off employees 4) obtaining raw 

material 5) obtaining capital 6) obtaining sales. The guanxi logic was operationalized 

by asking respondents to use a seven point scale to rate the importance of guanxi in the 

following business functions: 1) finding new employees 2) finding new customers 3) 

finding suppliers 4) obtaining capital 5) expanding sales outside of Sichuan. 

Regionalism was operationalized by the percent of a firm's sales that were in Sichuan. 

The production-finance logic was operationalized by the number of employees for a firm, 

which is the bigger is better aspect, and the risk reduction aspect was operationalized by 

using a binary variable for firms engaged using the unrelated diversification strategy. 

The four institutional logics have relationships with organizational forms and 

industries. The four organizational forms (private firms, SOEs, business groups, and 

foreign joint ventures) were all operationalized by dichotomous variables. The SOE and 
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private organizational forms are mutually exclusive. In addition, the three industries 

(furniture firms, food processing firms, and pharmaceutical firms) are also 

operationalized by dichotomous variables, and are mutually exclusive. 

Although the contingency tables used in correspondence analysis typically consist 

of counts of categorical variables, it is possible to use correlation matrices and other types 

of input matrices (Weller & Romney 1990, Breiger, 2000). For these data, it is necessary 

to create a correlation matrix because the four logics are not operationalized as 

dichotomous variables that can be tabulated. The first step in developing a correlation 

matrix is to consolidate the different business function measures for the state-firm and 

guanxi logics. This was done by summing the values ascribed to each business function 

to create a single measure for the state-firm logic and a separate measure for the guanxi 

logic. For example, the guanxi logic was operationalized by summing the respondents' 

answers for each of the business function's (e.g. finding new employees, finding new 

customers, etc...) seven point scale. These values along with the other logics', 

industries', and organizational forms' values described above were used to calculate 

bivariate correlations among all of the variables. The correlations among the logics and 

organizational forms are presented in Table 7.4 below. 



TABLE 7.4 

Descriptive Statistics and Correlations for Logics, Forms, and Industries 

Variables® Mean s.d. 1 2 3 4a 4b 5 6 7 8 9 10 

Logics 

1. State-Firm Logic 9.57 4.87 

2. Guanxi Logic i 9.68 9.71 .34** 

3. Regionalism Logic .36 .30 -.00 -.04 

4. Production-Finance Logic 

a) Risk Reduction (Diversification) .35 .48 .10 .10 -.27** 

b) Size (Number of Employees) 810 2166 -.10 -.02 -.22* .23* 

Organizational Forms 

5. SOE (State Owned Enterprises) .13 .34 

6. Private Firms .69 .46 /ias:.;': -;32*?: 

*
 

*
 

00 l' 

7. Business Groups .40 .49 .78** .27** : .22* -.24* 

8. Joint Ventures .19 .39 >X}1 -.09 -.13 .16 .24* .12 -.34** .20* 
- -

r -'.v. ' V V  

9. Furniture .35 .48 --Ofir ; : .24* -.35** -.11 .29** .41** -.39** -.15 
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Correspondence Analysis Results 

This correspondence diagram is derived using the bivariate correlations between 

the logics £ind the four organizational forms, and between the logics and the three 

industries. These correlations are the correlations comprising the seven-by-five matrix 

highlighted in Table 7.4. These bivariate correlations are realigned to be centered on one 

rather than zero in order to transform the negative values to be positive values. This 

realignment is achieved by adding one to each of the values. The purpose of this 

transformation to positive values is to accommodate the Lem statistical package, which 

assumes that only counts are being used, and thus requires non-negative numbers. These 

positive values were then entered as a seven-by-five matrix into Lem, which uses this 

table to calculate two dimensional coordinates. These coordinates were then plotted using 

Excel to produce Figure 7.3 below. The correspondence diagram illustrates how China's 

four logics relate to the four organizational forms and the three industries. 
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There are four principles for interpreting correspondence diagrams. First, 

relationships among entities (e.g. logics, organizational forms, and industries) can be 

clarified by drawing a long line fi"om any entity through the origin. After this line is 

drawn, draw a perpendicular line to it from the second entity of interest. The farther away 

the point of bisection is from the origin (in the direction of the first entity of interest), the 

stronger the relationship. When this procedure is conducted for business group 

organizational form, it becomes apparent that business groups are strongly associated 

with the risk reduction aspect of the production-finance logic. This can be verified be 

checking the correlation table. The second principle is that the nature of the association 

between two entities is determined by size of the angle that results from drawing a line 

from each entity to the origin. Angles of less than 90 degrees generally signify positive 

association, whereas angles greater than 90 degrees generally signify negative 

associations. Thus, the business group organizational form is highly associated with the 

risk reduction aspect of the production-finance logic, but extremely negatively associated 

with the regionalism logic. In fact the regionalism logic and the risk aspect of the 

production-finance logic nearly seem to fiinction as "opposites" with respect to the 

correlation input from Table 7.4. The third principle is that the extent to which principles 

one and two are true is based on each entity's distance from the origin. The farther an 

entity is from the origin the higher priority it is given in the plotting process. This higher 

priority ensures the accuracy of principles one and two. Thus, the analyst can be quite 

sure that the business group entity has a strong positive correlation with risk reduction 
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and a strong negative correlation with regionalism, but should be cautious on asserting its 

relationship with the state-firm logic partially because of principle number four. The 

fourth principle is that the x-axis, which by construction pertains to the first dimension 

produced by the correspondence analysis (i.e. the dimension that explains the most of the 

row-column association), is always more important than the y-axis, and that the analyst 

should be careful when plotting the points to ensure that the same geometric scaling is 

used for both the x-axis and y-axis. The greater importance of the x-axis is illustrated by 

the scaled distance from the origin. On the x-axis, the extreme values are -.3 for 

regionalism and .26 for risk reduction, whereas, the extremities on the y-axis are -.12 for 

guanxi and .11 for SOE. Therefore, in reality risk reduction is five times farther from the 

origin than state-firm. The fifth principle builds on principle number three and principle 

number four. Entities that are near the origin are not highly associated with entities of the 

other types. This is true of the state-firm logic. The correlations within the box in Table 

7.4 show that the state-firm logic is not strongly correlated with the other entities. 

Since the highlighted seven-by-five rectangle in Table 7.4 does not include the 

bivariate correlations among the logics, among the industries, and among the forms, the 

basis for illustrating these relationships in the correspondence diagram is determined by 

how the logics relate to the organizational forms and industries. Consequently, the 

separation of the three industries into separate boxes is not the result of the mutually 

exclusive relationship derived from the fact that each firm was assigned to only one of 

the three sectors, but rather due to how the three industries are related to different logics. 

Likewise, the relationship among the SOEs and the private firms are not the result of the 
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negative .58 correlation between the two forms, but rather from the different relationships 

that exist between each of the forms and the four logics. Therefore, correspondence 

analysis is good at illustrating only the relationships that exist among the two categories 

of variables and not the explicit relationships within the two categories that are often 

merely a construct of the mutually exclusive nature of the data. 

In Chapter 4, the furniture industry was analyzed solely on the strength of the 

logics within the furniture industry. The correspondence diagram shows how the logics 

within in the furniture industry compare to the other organizational forms and industries. 

In Chapter 4, the state-firm, guanxi, and production-finance logics were relatively weak 

in the furniture industry. Although the regionalism logic seemed to be significant by the 

manner in which the Sichuan firms' sales distribution avoided the competition from the 

coastal provinces, it was not possible to determine whether the percent of sales occurring 

in Sichuan was an indicator of the regionalism logic without comparing the logic to other 

industries. The correspondence diagram in Figure 7.3, however, illustrates that the 

regionalism logic was stronger in the furniture industry than it was in the food processing 

and pharmaceutical industries. Thus, the most distinguishing feature of the furniture 

industry is the presence of the regionalism logic. In contrast, the food processing industry 

has a strong presence of the guanxi logics, whereas the pharmaceutical industry is most 

distinguished by the strong presence of the risk reduction aspect of the production-

finance logic (i.e. unrelated diversification) and by the absence of the regionalism logic. 

In Chapter 5, the different forms (related, unrelated, hybrid) of the diversification 

strategy were analyzed within the context of the logics. Since diversification is an 



293 

indicator of the production-finance logic only the state-firm, guanxi, and regionalism 

logics were analyzed. The hybrid diversification strategy was found to be closely related 

to the state-firm logic in the category of obtaining raw materials. The analysis in Chapter 

5, however, did not include organizational forms. The correspondence diagram in Figure 

7.3, shows that the risk reduction aspect of the production-finance logic, which was 

operationalized by a firm's involvement in unrelated diversification, is closely related to 

the business group organizational form and the pharmaceutical industry. Although 

Chapter 5, did not emphasis this relationship between the risk reduction aspect of the 

production-finance and the business group organizational form, this relationship is clearly 

illustrated in the correspondence diagram. 

In Chapter 6, it was asserted that logics are embedded in organizational forms that 

are centered on ownership structures. In particular, the embedded logics of the SOE were 

compared to the embedded logics in the joint venture organizational form. In addition, 

the dynamic nature of the embedded logics within the SOE form was documented over 

time. It was argued that the institutional fields during China's early reform period should 

not be assumed to be industry centered, but rather centered on organizational forms. 

Consequently, the SOE and joint venture organizational forms should be viewed as being 

in different institutional fields. As reforms progressed the boundaries of these two distinct 

institutional fields became blurred and institutional fields gradually evolved to be more 

industry-centered. The correspondence diagram in Figure 7.3 provides some support for 

this claim by first revealing that there is currently little difference between the SOE form 

and the joint venture form in how they relate to the logics. Secondly, the diagram 
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illustrates that the relationships between industries and institutional logics are quite 

distinct. At the same time, however, the private firm, SOE, and business group 

organizational forms still have very unique relationships with the logics. As illustrated in 

the diagram, the SOE organizational form is distinguished by being closely associated 

with the big is better aspect of the production-finance logic and the absence of the guanxi 

and state-firm logic. (Note that finding guanxi to be more prevalent in private firms than 

SOEs is consistent with Xin and Pearce's (1996) findings.) The joint venture 

organizational form is most associated with both aspects of the production finance logic 

and the absence of the guanxi and state-firm logic. The private firm organizational form 

is the opposite of the SOE form, but as mentioned above this is not due to private firms 

being mutually exclusive of the SOEs but rather to a sharp contrast in how they are 

related to the four logics. Therefore, the opposite positioning of the SOE and private 

forms is driven by the private firms' positive correlations with the guanxi and state-firm 

logics, and the SOEs negative correlations with these same two logics (see Table 7.4). 

Overall, the prominent logics are very different across organizational forms and across 

industries. Thus, there is still value in viewing logics as being not only embedded 

industry-centered institutional fields, but also in organizational forms such as joint 

ventures and SOEs. This finding requires analysts to not simply assume that institutional 

fields are centered on industries in China. 
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Correspondence Analysis Extension 

The correspondence diagram in Figure 7.3 was used above to illustrate the 

relationships between institutional logics and organizational forms. In addition, 

correspondence analysis can be used to create broad classifications and categories by 

labeling the two dimensions used to plot the points. To label the two dimensions, the 

analyst must first identify the variables that are most influential in defining the 

dimensions, and then analyze the relationships among the variables. The identification of 

the most influential variables can be achieved by visually selecting the most extreme 

points, which is roughly the equivalent of selecting the variables based on their 

contribution to defining the dimension. Lem and other statistical packages calculate a 

proportion of contribution for each variable within a category (i.e. row or column) for 

each dimension. Thus, it is easy to identify the most influential variables for each 

dimension. The second step is to identify the dominant relationship among the variables 

that contribute the most to defining the dimension. This requires the analysts to either 

make generalizations based on their broad knowledge of the data, or to return to the data 

used as input into the correspondence analysis to search for the dominant relationship that 

can be used to label the dimension. 

This procedure for defining broad classifications to the correspondence diagram 

by labeling dimensions can be applied to the correspondence diagram in Figure 7.3. For 

the first step of identifying the most influential variables in the dimension, the category 

proportions provided by Lem for each variable's contribution to dimension one (i.e. the 

x-axis) are used to select the regionalism logic (.489), the risk reduction aspect of the 
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production-finance logic (.442), the business group organizational form (.295), and the 

furniture industry (.264). The numerical proportions in the parentheses are the 

contribution figures calculated by Lem. Thus, the business group and furniture 

organizational forms account for 56% (.295 + .264) of the total contributed by the 

organizational form category in defining dimension one. 

The second step of identifying the relationship among these four variables is 

relatively clear. Based on the contribution data from the correspondence analysis it is the 

contrast between the regionalism logic and the risk reduction aspect of the production-

finance logic that is driving dimension one. The correlations in Table 7.4 reveal that there 

is a strong negative correlation of -.33 between the regionalism logic and the business 

group organizational form. Since there is a strong positive correlation of .78 between the 

business group organizational form and the risk reduction aspect of the production-

finance logic, the spatial mapping positions the regionalism logic opposite of the risk 

reduction aspect of the production-finance logic and the business group organizational 

form. In addition, since the furniture industry has a strong negative correlation of -.35 

with the risk reduction aspect of the production-finance logic, and a strong positive 

correlation of .24 with the regionalism logic, the furniture industry is positioned opposite 

from the risk reduction aspect of the production-finance logic and next to the regionalism 

logic. Thus, this dimension that creates the x-axis is defined by the regionalism logic. 

This can be verified with correlations in Table 7.4. These correlations show that all 

entities to the left of the y-axis are positively correlated with the regionalism logic 

(except for the state-firm logic that is next to the y-axis with a small -.02 correlation), and 
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that all entities to the right of the y-axis are negatively correlated with the regionalism 

logic. Therefore, it is evident that the entities left of the y-axis are more local in nature, 

and entities to the right of the y-axis have a more national and international orientation. 

The same labeling procedure can be followed for dimension two. For the first step 

of identifying the most influential variables in dimension two (i.e. the y-axis), the 

proportion of contribution values provided by Lem for each variable are used to select the 

guanxi logic (.451), the private firm organizational form (.315), the SOE organizational 

form (.276), and the size aspect of the production-finance logic (.256). Once again, the 

numerical proportions in the parentheses are the contribution values calculated by Lem 

for each variable within a category. 

The second step of identifying the relationship among the four variables that 

contributed most to defining dimension two is also relatively clear. Based on the 

contribution percent provided by the correspondence analysis, it is evident that the 

contrast among the guanxi logic, private firm form, SOE form, and the size aspect of the 

production-finance logic is what provides the driving force behind the vertical axis in Fig. 

7.3. Since the guanxi logic is the strongest contributor in shaping dimension two, the 

guanxi correlations in Table 7.4 are likely to play a large role in shaping the y-values 

assigned to the organizational forms. Based on the correlations in the shaded box for the 

guanxi logic column, it is evident that the guanxi logic is the driving force behind the y-

axis. All organizational forms and industries above the x-axis are negatively correlated 

with guanxi, and all organizational forms and sectors below the x-axis are positively 

correlated with guanxi except for the pharmaceutical industry which has a correlation of 



298 

negative .10, but only a contribution value of .088. Therefore, pharmaceutical industry 

data had little influence in defining this dimension, and there is strong evidence that the 

y-axis is best represented by the guanxi logic. Consequently, entities below of the x-axis 

can be classified as having a relational orientation. To create a classification for the 

entities above the x-axis with negative correlations with gmnxi, requires a label that is an 

anti-guawci equivalent and is viewed to be a force in reducing the importance of guanxi. 

During the interviews an overwhelming consensus emerged among the respondents that 

markets and the resulting competition have reduced the importance of guanxi. Therefore, 

the entities that are negatively correlated with the guanxi logic and are positioned above 

the x-axis can be labeled as market-driven entities. 

Now that the x-axis has been identified as being defined by the regionalism logic 

and the y-axis has been identified as being defined by the guanxi logic, these axes and 

their associated labels can be combined to develop labels for each quadrant. Since the 

entities below the x-axis have been labeled as being relational, and since the entities to 

the left of the y-axis have been labeled as having a local orientation, the bottom left 

quadrant can be labeled the "local relational capitalism" quadrant. Likewise, the top left 

quadrant can be labeled the "local market capitalism" quadrant, the top right quadrant is 

labeled the "national/international market capitalism" quadrant, and the bottom right 

quadrant can be labeled the "national/international relational capitalism" quadrant. These 

labels are applied to the correspondence diagram in Figure 7.4 below. 
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In addition to placing labels on the quadrants, the sizes of the circles in Figure 7.4 

are also altered to represent the varying degrees of contribution by each entity in shaping 

the correspondence diagram. Since the x-axis accounted for 78 percent of the variance, 

the four variables (regionalism logic, diversification logic, business group form, and 

furniture sector) that made the largest contribution to this dimension (i.e. x-axis) are 

represented by the largest circles. In contrast, since the y-axis only accounted for 15 

percent of the variance, the four variables (guanxi logic, the size aspect of the production-

finance logic, SOE form, and the private firm form) that made the largest contribution to 

dimension two (i.e. y-axis) are represented by the medium sized circles. The remaining 

entities were the least influential in shaping the correspondence diagram and are 

represented by the smallest circles. 

The final correspondence diagram illustrates four distinct business environments 

in which the firms in Sichuan operate. These business environments are composed of 

logics and organizational forms that serve to define the environment. The most distinct of 

these four business environments is the local market capitalism environment that includes 

the furniture sector. This environment was elaborately described in Chapter 4 that 

focused on the furniture industry. This environment most closely reflects the strong 

global diffusion that is prevalent in the world society perspective as it is completely 

dominated by very competitive markets that appear to have diffused into China from the 

global capitalism environment. 
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In contrast, the local relational capitalism environment fits the business systems 

theoretical perspective that asserts that there are innate social structures and power 

relations that create a set of durable economic relations among social groups and a set of 

durable economic structures. This is the story of small private firms that use relationships 

with suppliers, customers, employees, and the state to coordinate economic activity. 

Thus, the local relational capitalism quadrant parallels the business systems story that is 

typically told with regards to East Asian capitalism especially Taiwanese capitalism (see 

Orru et al. 1997, Whitley 1992). 

The two quadrants to the right of the y-axis are dominated by the lack of the 

regionalism logic and thus are more exposed to the global environment. These two 

quadrants best exploit the strengths of the theoretical perspective developed in this 

dissertation and illustrated in Figure 7.2 because the social construction process in these 

quadrants is driven by the diffusion of global forms and logics. This persistent exposure 

to new global logics and forms accelerates the social construction process as the logics 

and organizational forms of global capitalism diffiise to actors who have been inundated 

with new economic opportunities. Since these actors are also deeply embedded within 

China's unique characteristics, the social construction process becomes a process where 

actors struggle to not only understand the multiplicity of new logics and forms, but also 

the rules of the game that specify which logics and forms can be invoked in which 

situations. As actors, seek to obtain resources they work to reshape existing rules and 

introduce new rules that will provide individual advantages. 
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Metaphorically, the logics and forms are merely keys on a piano. The social 

construction process provides the written musical composition or the scores, which 

dictates what keys should be played at what time and in what sequence. In addition, the 

social construction process results in the emphasis of certain logics and forms to the 

exclusion of others just as there are many keys on the piano that are rarely utilized 

because particular keys or combinations of keys produce sounds that initially cause 

displeasure or feel inappropriate. Musicians can achieve fame, however, by developing 

new genres of music that were previously collectively labeled as being unenjoyable and 

unacceptable. 

Discussion 

Two step Social Construction. The local-global theoretical perspective put forth 

in this dissertation best fits the national/international forms of capitalism in the two 

quadrants to the right of the y-axis because it is within these two quadrants that actors are 

grappling with a host of new global forms and logics in the social construction process. 

This is not meant to imply that social construction is not occurring in the two local 

capitalism environments, but rather that there are two phases of social construction 

occurring in China. The first phase of social construction is where raw Western forms 

and logics enter the process. The social construction process produces a set of forms and 

logics that are more congruent with China's environment. Phase two is the diffusion of 

these forms and logics that have already been processed and legitimated to various 

degrees in the first phase. 
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All social construction is a continual iterative process, but from the Sichuan 

vantage point there seem to be both geographical boundaries and organizational form and 

industry boundaries that encapsulate the two phases of social construction. 

Geographically, phase one of social construction occurs in the coastal area, and phase 

two occurs in Sichuan. Consequently, the first phase of social construction has raw 

Western inputs, whereas much of the social construction in Sichuan has inputs that have 

already been refined to the China context and are one step removed from the raw Western 

inputs. 

Likewise, some organizational forms in Sichuan encompass a phase-one social 

construction and some encompass a phase-two social construction process. This two step 

process is represented in the correspondence diagram. Those organizational forms and 

industries to the right of the y-axis where the regionalism logic is not active are involved 

in a phase-one social construction process, whereas the organizational forms and 

industries to the left are involved in the phase-two social construction process. Therefore, 

the risk reduction logic is embedded in the business group and pharmaceutical 

organizational forms, and these three entities are involved in the phase-one social 

construction process that incorporates raw western forms and logics in the social 

construction process. As they interact with the private firm, furniture, and food 

processing organizational forms located to the left of the y-axis and geographically 

centered in Sichuan, a phase-two social construction process occurs that takes the refined 

forms and logics from those forms and logics involved in phase-one social construction 
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process as input to the phase-two social construction process. Thus, forms and logics 

active in phase-one social construction are inputs to phase-two social construction 

Transitional Clusters. The two-step social construction process described above 

is caused by the regionalism logic and results in a slower rate of diffusion for those 

organizational forms and industries engaged in the second phase of social construction. 

Consequently, the possibility for change occurring from the phase-two social 

construction process becomes more remote and results in the two quadrants to the left of 

the y-axis being more stable regardless of whether it is embedded in relational capitalism 

or market capitalism. The stability within these two quadrants applies to the 

organizational forms and logics that comprise the quadrants not to the firms in the 

quadrants. Thus, the stable local market capitalism environment does not provide stability 

for the individual firms in the environment, but instead provides stability and durability to 

the organizational forms and logics that are embedded in this environment. Thus, 

furniture companies may come and go but the organizational forms that comprise the 

furniture industry (e.g. private firms) and the logics embedded in the local market 

capitalism and the local relational capitalism environments appear to be quite resilient. 

In contrast, the two quadrants on the right side of the y-axis appear to be 

composed of organizational forms and logics that are in transition. None of the logics and 

organizational forms in these two quadrants is strong on both axes. Instead they more 

closely resemble the embodiment of two clusters of organizational forms and logics that 

have been labeled as the "vibrant cluster" and the "dying cluster" in Figure 7.4. The 

dynamic environment in which both of these clusters are embedded is the result of the 
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lack of a strong positive correlation with the regionalism logic that makes the two 

quadrants very open to outside forces, and thus engaged in the phase-one social 

construction process. Consequently, the lack of the regionalism logic simultaneously 

promotes instability and opportunity as the organizational forms and logics become more 

exposed to global processes. On the other side of the y-axis, however, the strong 

regionalism logic simultaneously provides stability and limits opportunities. 

The vibrant cluster is the cluster that is best able to take advantage of instability 

and opportunity because the business group form and the risk reduction aspect of the 

production finance logic are forms and logics that have been recently socially constructed 

in the midst of instability and opportunity. In contrast, the forms and logics in the dying 

cluster are all antiquated forms and logics that were socially constructed during times of 

stability and limited opportunities. Even the joint venture form appears to be waning as 

China has gradually allowed foreign firms to establish fully owned subsidiaries. 

Likewise, Chinese firms that were originally attracted to foreign partners to obtain capital 

now have other options available for obtaining capital. Although the future of these two 

clusters cannot be known for sure, it appears that the organizational forms in the dying 

cluster will find it difficult to survive outside of the regionalism logic that can provide a 

more stable and secure environment. In contrast, the forms and logics in the vibrant 

cluster appear ready to embrace the future. It is impossible to predict whether this cluster 

will move more toward the market or relational capitalism quadrant, but it appears 

unlikely that this cluster of forms and logics that have been socially constructed in the 



306 

midst of instability and opportunity will retreat back into a business environment 

dominated by the regionalism logic. 

CONCLUSION 

This chapter used correspondence analysis as a tool to conceptualize four distinct 

business envirormients and two clusters consisting of organizational forms and 

institutional logics. These multiple entities combine to create an imagery of 

heterogeneous diffusion of logics and forms flowing into multiple distinct social 

construction processes to produce a diverse economic structure where heterogeneous 

logics, forms, and environments coexist for extended periods of time. The 

correspondence diagram illustrates multiple diverse business envirormients that have 

been shaped by diverse combinations of logics and organizational forms that are currently 

coexisting and are likely to continue to coexist into the future. Each environment 

provides a different lens through which China's economic organization can be viewed. 

Consequently, different analysts using different theoretical perspectives have seen 

different slices of China's organizational structure when looking through different 

theoretical lens. This chapter has attempted to provide a theoretical lens that is both broad 

enough to identify the distinct business environments and yet focused enough to magnify 

the social construction processes that are producing China's unique organizational forms 

and institutional logics. During this process of applying this theoretical lens, it has been 

asserted that the local relational capitalism business environment closely parallels the 
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world view of divergent capitalism that is purported by the business systems theoretical 

perspective, and that the local market capitalism business enviroimient closely parallels 

the world view of global isomorphism that is espoused by the world society theoretical 

perspective. In addition, I have taken the left over variation or the white noise of the 

statistical error term and carved out two distinct clusters of organizational forms and 

logics that are operating in China. 

The musical metaphor that symbolized organizational forms and logics as the 

piano keys and the social construction process producing the musical score that dictates 

which key is played at what time can be broadened to shed light on China's macro 

organizational structure. China's macro organizational structure is like a piano recital 

conducted in an auditorium full of pianos being played at the same time. Researchers 

enter the auditorium and all they hear is a cacophony of noise. In order to make sense of 

the noise and derive some enjoyment in the process, they each choose seats next to 

different pianos based on which one is either most conveniently located by the entraince 

or which one is playing the loudest. They each then focus intently on that one piano as 

they shut out all other background noise. After the arrangement ends, each of the analysts 

leaves and tells their friends and neighbors about the different beautiful melody and rich 

harmony that they each heard played at the piano recital. Since they were each seated 

next to different pianos they each give different descriptions of what they heard. In 

contrast, I have attempted to enter this auditorium full of pianos and select a seat that is 

positioned so that so that I can hear multiple pianos playing simulteineous. When I leave 

the room, I tell my friends and neighbors about the six beautiful melodies that I heard. 
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Thus, China is full of many diverse business environments and clusters of organizational 

forms and logics that coexist and are quite durable. What is observed by the analyst, 

however, often depends on which seat the analyst has chosen to sit in. 
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Chapter 8 

Conclusion 
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THEORETICAL SUMMARY 

The new institutionalism, world society, and business system literature were all 

drawn on to produce the theoretical foundations of this dissertation. Although each of 

these three bodies of literature has various elements of institutional theory, they can be 

differentiated by the importance placed on global environment and local social 

construction. As globalization has increased over the past several decades, the impact of 

the global environment on societies around the world has also increased. Consequently, 

the social construction processes in each society is now more likely to incorporate aspect 

of the global environment. In addition, these local societies embedded with their unique 

characteristics also provide inputs into local social construction process. Theoretical 

perspectives place varying degrees of importance on the global environment and local 

social construction. Figure 1.1 distinguishes theoretical perspectives with regards to these 

two dimensions, and as been replicated below as Figure S.lfor convenience. 
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As illustrated in Figure 8.1 above, new institutionalism places little importance on 

either global environment or local social construction. In contrast, the world society 

perspective places great importance on global environment, but little importance local 

social construction; whereas the business systems perspective places little importance on 

global environment, but great importance on local social construction. The local-global 

theoretical perspective developed in this dissertation is an attempt to place great 

importance on both the global environment in which organizational forms and logics are 

embedded, as well as the local social construction process that occurs in each society. 

This dual emphasis results in forms and logics that may resemble universal forms and 

logics, but yet have unique aspects that result from incorporation of local characteristics 

into the social construction process. 
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This dissertation was an attempt to develop a theoretical perspective that allows 

global diffusion and local social construction to be both vital in determining a society's 

prominent organizational forms and logics. This is illustrated in Figure 7.2 where the 

global capitalism enviroimient and China's unique characteristics both provide inputs to 

the local social construction process. This illustrates that global capitalism and China's 

characteristics are equally important in ultimately determining China's prominent 

organizational forms and institutional logics. 

The mutual importance of both global capitalism and China's unique 

characteristics was apparent in the furniture industry. Although competitive markets 

dominated many of the firm's functions to a degree that exceeds most of the Western 

world, the shape of these markets still have distinct Chinese characteristics. This was 

especially apparent in the distribution system within the industry that was driven by huge 

warehouses that rented space to firms and their agents to sell their products side by side 

with other firms and their agents. Likewise, the Sichuan textile firm case study in Chapter 

6 revealed how the adoption of certain policies, such as downsizing, appeared to diffiise 

from the global capitalism environment, whereas the policing of fining employees for 

failing to follow procedures appeared to emerge from some combination of unique 

Chinese characteristics. Therefore organizational forms and institutional logics diffiise 

into Chinese society where they mix with unique Chinese characteristics in the social 

construction process to create a unique set of societal logics and organizational forms. 

The social construction process is dynamic process where actors use logics and forms as 
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they compete to acquire resources. During this process some logics and organizational 

forms become more associated with each other. 

SUMMARY OF RESULTS 

The relationship between institutional logics and organizational forms cannot be 

determined until the institutional logics are identified. A procedure for identifying the 

taken-for-granted logics and validating the identified logics was presented Chapter 3. 

Once the logics were identified, the Sichuan furniture industry was analyzed in Chapter 4 

through the lens of these logics to determine the extent to which these logics shape 

strategic action within a particular industry. In Chapter 5, the logics were used to analyze 

how they impact the particular strategy of diversification. In Chapter 6, a case study that 

spans more than 25 years was used to understand how one of the logics has changed over 

time. In Chapter 7, the broad relationships between institutional logics and 

organizational forms were analyzed using correspondence analysis. 

Chapter 3 sought to answer the question concerning how a society's prominent 

organizing logics are identified and exactly what are China's prominent organizing 

logics. In order to identify China's prominent institutional logics, a three step procedure 

is developed. The first step of the procedure is to examine an arena of social construction. 

I chose to use the news print media to identify the taken-for-granted logics that are 

operating at the societal level. The analysis of over five hundred articles revealed four 

institutional logics in China: state-firm, guanxi, regionalism, and production-finance. 

These four logics were then used in step two of the procedure to search the existing 
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literature on China for evidence of these logics. The older a logic and the more a logic 

was in conflict with other logics the more literature that was found concerning the logic. 

In contrast, logics that have just recently developed in China have less literature. Finally, 

in the third step of the procedure, the four logics were examined in the context of a 

particular body of China literature. China's joint venture literature was chosen to be 

examined for the presence of the four logics. Not surprisingly, the older logics were also 

the most prevalent in this literature, but were most commonly used as control variables. 

Chapter 4 sought to answer the question concerning how institutional logics shape 

strategic action within a particular institutional field. A case study of the Sichuan 

furniture industry is used to provide an example of how an industry disregarded by the 

state developed under the influence of the four institutional logics identified in Chapter 3. 

When the state lost interest in the furniture business and closed its state-owned firm, it 

enabled strategic action on the part of entrepreneurs to form their own firms. Since the 

state maintained a strong interest in the banking industry, SOEs were favored over these 

private firms for receiving loans. This constrained the entrepreneurs from expanding their 

businesses. Since hand tools were sufficient to start-up a fiimiture business, there were 

many new entrants into the market and a competitive market formed with the 

establishment of large furniture markets where even small producers could rent floor 

space to sell their furniture. In addition, the state's exit from the furniture industry in 

Sichuan, also ushered in the agent distribution system where independent agents began to 

solicit non-local firms for the right to represent them in the agents' local market. 



315 

The combination of an industry filled with small and medium size firms and an agent 

centered distribution system resulted in a competitive market. Although the four 

institutional logics were not directly active in shaping the fiimiture firms, the absence of 

the four logics encouraged the development of competitive markets that had fewer 

obstructions than most western markets. 

Thus, strategic action in the Sichuan furniture industry is largely shaped by the extremely 

competitive markets rather than the institutional logics. These competitive markets that 

resulted from the state abandoning the industry and from the industry requiring little 

capital to enter, forced firms to live or die by the markets. 

Chapter 5 sought to answer the question of whether China's organizing logics 

shape and/or support its dominant business strategies. A prominent strategy used by firms 

in China is to diversify. The non-diversified category of firms tend to be small firms that 

develop and operate with little capital and little hope of ever growing into a large firm. 

Owners of this type of firm typically come from poor backgrounds and have little 

education. None of the logics are dominate in this category of firms. Instead the non-

diversified firms are driven by the competitive market that forces them to acquire 

resources in markets rather than through personal networks and assistance from the state. 

The strong presence of the owner in this category also limits the firm's ability to invoke 

the state-firm logic for its advantage. This constraint is due largely to who is in their 

personal networks. Since the owners of the non-diversified firms do not come from 

wealthy and educated backgrounds, they do not have access to government officials, who 

could encourage state banks to loan them money, or to other more wealthy potential 
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business partners who could be called upon to invest capital and expertise to diversify 

into other sectors. In contrast, "hybrid" firms are firms that have implemented both 

related and unrelated diversification strategies. These firms evolve by establishing cash-

cow businesses which provide the capital to diversify their interests into unrelated 

businesses. The related diversification within these firms most often occurs early as it 

seeks to establish a profitable business. In this type of firm, the most important logics in 

shaping the hybrid firm's strategy is the state-firm logic. 

Chapter 6 sought to understand how individuals not only come to accept new 

logics that largely incorporate aspects of the global capitalism, but also come to accept 

them as their own, and how organizations adopt new forms and organizing logics that are 

detrimental to many of its workers and still gain their support. The case study follows the 

Sichuan textile firm from its glory days during the 1970's to the verge of bankruptcy in 

2003. Over this period of time it attempted to transform itself first by creating a joint 

venture. The adoption of the joint venture organizational form was also an adoption of all 

of its embedded logics, which included incentive management logics that radically 

changed the work environment of the workers. Several years later, they established a fake 

joint venture, that by definition has no foreign partner. The workers, however, were 

unaware of this, and thus gladly accepted drastic changes in their work environment 

because they viewed this as a natural part of China's moderation. Over the next decade 

the dramatic increase in private firms and joint ventures resulted in a broad legitimation 

of these practices to the point that the textile firm no longer had to use the guise of a fake 

joint venture to implement these policies. Thus, management policies that were once only 




