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Abstract

Purpose — By incorporating the resource-based view with the dynamic capability view, this study
aims to examine the link between corporate political networking strategy and firm performance in
transition economies by focusing on the mediating role of corporate entrepreneurship and the
moderating role of dysfunctional competition.

Design/methodology/approach — A large-scale questionnaire survey was conducted among 1,300
senior managers from 650 enterprises in China, and valid survey data were obtained from 401
enterprises.

Findings — Empirical results demonstrate that political networking strategy is positively related to
firm performance and that this relationship is fully mediated by corporate entrepreneurship. Moderated
path analysis indicates that dysfunctional competition strengthens the direct effect of political
networking strategy on corporate entrepreneurship and its indirect effect on firm performance via
corporate entrepreneurship.

Originality/value — This research is among the first to examine the mediating mechanism underlying
the relationship between political networking strategy and firm performance in the context of transition
economies. In addition, existing research has seldom discussed the effects on corporate
entrepreneurship of external resource acquisition from government sources. This research fills this
important gap and identifies the condition under which political networking benefits corporate
entrepreneurship.
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1. Introduction

Understanding how to create and sustain corporate competitive advantage is the most
fundamental concern of strategic management research (Hillman and Hitt, 1999).
Previous studies have largely focused on the important role of market strategies in
obtaining corporate competitive advantage under competition and cooperation,
whereas the impact of political networking strategy and other corporate political
activities has been ignored (Lawton ef al, 2013; McGuire et al, 2014). Political
networking strategy, as a typical form of corporate political activity, is a political means
used by the corporate to strive for more beneficial policies and institutional support in
the context of insufficient institutional infrastructure (Li and Atuahene-Gima, 2001).
More importantly, in comparison with Western market economies with relatively stable
nstitutional environments, the role of political networking strategy is more vital in
transition economy countries like China, which are experiencing significant
institutional change because they move from central planning to market competition.
Khanna and Rivkin (2001) highlighted the extreme importance of political networks in
transition economies, where an open market for political favors does not exist. Because
of the insufficient formal infrastructure and immature market mechanisms in transition
economies, factor mobility is more constrained and the government controls a greater
share of strategic factor resources. As such, political networking strategy and other
corporate political activities have become the active response mechanism for firms to
overcome institutional failure and are critical in providing firms with special access to
various resources and legitimacy in transition economies (Lux ef al., 2011; Zhang et al.,
2015).

This is particularly the case when a unique aspect of China’s culture that emphasizes
the importance of managerial ties (guanxi in Chinese) is considered. In Chinese guanxi
culture, a fundamental characteristic of Chinese interpersonal relationships is to identify
different patterns of treatment according to different connections (Chen ef al., 2004).
Accordingly, the degree of proximity of the relationship between an enterprise and
government officials will directly affect the government’s support for the enterprise.
The closer the relationship between the enterprise and government officials, the more
resources such as information and funding the enterprise will obtain, which can
contribute to its performance. It is thus critical for businesses in China to utilize political
networks effectively to gain a competitive edge over competitors. However, although
previous research has found evidence of a positive relationship between corporate
political activity and firm performance in the context of developed economies (Hillman
et al., 2004; Capron and Chatain, 2008), research concerning this issue has not received
adequate empirical attention in the context of transition economies. Given that there are
notable differences between developed economies and transition economies, existing
findings regarding corporate political activities in developed economies cannot be
generalized to transition economies, especially when exploring the influencing
mechanisms in the different contexts. Therefore, this research will take political
networking strategy as the point of breakthrough to explore whether firms’ political
relations with the government play a role in enhancing firm performance in the context
of China’s transition economy.

Second, how the resources obtained from firms’ political networking strategies are
used to realize firm performance has not been studied closely in transition economies.
One important characteristic of the institutional context of transition economies is the
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unceasing institutional transformation that accompanies the adjustment and upgrading
of industrial structure under which firms gradually transform to become
market-oriented operations (Peng and Luo, 2000). As a result of institutional transition
and rapid economic growth, transition economies are characterized by volatile and
fast-changing industry environments (L1 et al., 2008; Yiu and Lau, 2008). According to
the dynamic capability view, organizations need to continuously renew competences by
configuring and transforming internal and external resources to address rapidly
changing environments (Teece et al., 1997). As such, it is important for firms to undergo
an entrepreneurial transformation at the organizational level to adapt to the
transitioning institutional environment and sustain competitiveness in the market.
Corporate entrepreneurship refers to firm-level behavioral phenomena characterized by
innovation, venturing and strategic renewal (Zahra and Dess, 2001). Research suggests
that corporate entrepreneurship is the key for transition economy firms to revitalize
resources and transform into market-oriented businesses that are ready to compete in
the global economy (Hsu et al., 2014). Based on the dynamic capability view, this study
proposes that during institutional transition, the positive effects of resources obtained
from political networking strategy on firm performance are channeled through the
resource configuration and transformation process given by particular corporate
entrepreneurial activities such as product innovation and organizational structure
transformation. Therefore, the second goal of this research is to build and test a model
that explicitly outlines the mediating process underlying the relationship between
political networking strategy and firm performance in a transition economy.

In addition, from the contingency theory perspective, the efficacy of enterprise
strategy is context specific (Zahra and Garvis, 2000). However, few studies have
examined the role that market forces play in the efficacy of political networking strategy
in the transition economy context (Chen et al., 2014; McGuire et al., 2014). A transition
economy represents an institutional context characterized by a lack of well-established
legal frameworks to define property rights (Hoskisson ef al., 2000). The lack of strong
legal frameworks and institutional support has allowed widespread opportunistic
behaviors and has affected the ability to enforce property rights. Dysfunctional
competition refers to the extent to which the competition in a firm’s business
environment is perceived as opportunistic, unfair or even unlawful (Li and
Atuahene-Gima, 2001). Thus, one such important environmental characteristic in
transition economies — dysfunctional competition — might exacerbate the efficacy of
political networking strategy, thus affecting firms’ activities and performance. Hence,
the third purpose of this research is to examine the moderating role of dysfunctional
competition on the relationships among political networking strategy, corporate
entrepreneurship and firm performance.

To address the gaps in the literature outlined above, this study examined the link
between political networking strategy and firm performance by focusing on the
mediating role of corporate entrepreneurship and the moderating role of dysfunctional
competition, as illustrated in the conceptual model shown in Figure 1. In developing and
testing this model, the present research advances the literature on political networking
by elaborating how firms in transition economies configure and transform resources
obtained from political networks for the realization of firm performance via corporate
entrepreneurship. This study also extends previous research by providing evidence on
how environmental characteristic influences the efficacy of enterprise strategy and thus
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identifies an important boundary condition under which political networking strategy is
more or less beneficial.

2. Theoretical foundations and hypotheses

2.1 Political networking strategy and firm performance

The resource-based view suggests that resources are an important source for
enterprises to develop competitive advantage and that enterprises can obtain resources
through strategic factor markets (Barney, 1986; Adegbesan, 2009). However, in
transition economies, there are still many imperfections in factor markets, meaning that
resource mobility is severely constrained, and enterprises find it difficult to directly
access the resources necessary for development or must incur high costs to access the
resources. As such, enterprises have to turn to political markets to establish political
connections and thereby adopt an indirect method to acquire resources (Capron and
Chatain, 2008; Rasche, 2015). In this context, policy demanders (such as enterprises)
interact with policy providers (such as government officials) in political markets as a
way of influencing policies in favor of the interests of those demanding them. In this
interaction process, enterprises conduct a series of corporate political activities to build
political networks and thus obtain beneficial resources to develop a competitive
advantage and achieve better performance (Hillman ef al., 2004).

Political networking strategy represents the extent to which a firm cultivate
relationships with government officials, banks and administrative and other regulatory
agencies (Li and Atuahene-Gima, 2001; Hillman ef al, 2004). In transition economies,
government still controls a significant portion of strategic factor resources and has
considerable power to allocate resources. Enterprises therefore tend to maintain “close
relationships” with governments. Such managerial ties with government officials can
substitute for insufficient institutional infrastructure and enable enterprises to obtain
more resources, which can contribute to their performance (Xin and Pearce, 1996; Peng
and Heath, 1996). Political networking strategy can effectively establish political
relations with government, which counterbalances the negative influences that result
from insufficient institutional infrastructure and guarantees the supply of resources
necessary for an enterprise’s development. By emphasizing political networking
strategy, enterprises with extensive political networking can rely on such networks to
obtain more beneficial resources and thereby improve firm performance. Therefore, the
following is hypothesized:

HI. Political networking strategy is positively related to firm performance in a
transition economy.

2.2 Political networking strategy and corporate entrepreneurship
Early research on corporate entrepreneurship primarily considers corporate
entrepreneurship as the activities of the individual entrepreneur. For example,

Dysfunctional competition

Political networking strategy »  Corporate entrepreneurship » Firm performance
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Schumpeter (1950) contends that corporate entrepreneurship is a process of “creative
destruction”, in which the entrepreneur continually displaces or destroys existing
products or methods of production with new ones. As the research proceeds, studies
increasingly emphasize that corporate entrepreneurship is not confined to an
entrepreneur’s personal activities but is a rather more extensive phenomenon at the
organizational level. Specifically, corporate entrepreneurship is a firm-level behavioral
phenomenon, and all firms fall along a conceptual continuum that ranges from highly
conservative to highly entrepreneurial. Entrepreneurial firms are risk-taking,
mnovative and proactive (Barringer and Bluedorn, 1999; Zahra and Dess, 2001).
Corporate entrepreneurship represents an internal organizational process that
encompasses several types of phenomena and activities: innovation, venturing and
strategic renewal (Zahra and Dess, 2001).

Research has demonstrated that access to external resources can enhance corporate
entrepreneurship (Teng, 2007). However, previous research has mostly treated external
resources as those obtained from business partners, suppliers and the personnel
mobility of managers and engineers (Cassiman and Veugelers, 2006; Chen ef al., 2014;
Lee and Chu, 2013; Teng, 2007), neglecting external resource acquisition from
government sources. This is because the primary research focus of corporate
entrepreneurship has been on developed economies, where market-supporting
institutions are well developed, whereas in transition economies, institutional
infrastructure is insufficient and the government continues to influence resource
allocations, hence affecting firm activities (Sheng ef @/, 2011). In this research, we argue
that political networking can be conducive to corporate entrepreneurship in transition
economies for the following reasons.

First, in transition economies, as discussed earlier, political networking is critical in
providing firms with special access to various resources and legitimacy. As such,
governments may function as a resource allocation coordinator to facilitate corporate
entrepreneurial activities. Political networking can support firms’ innovations and
ventures by negotiating favorable financing and tax policies, which helps firms avoid
having to eliminate innovative ongoing projects and buffers them from downside risks
in pursuing entrepreneurial activities. In addition, in transition economy countries such
as China, enterprises have to seek government approval when they plan to engage in
new ventures. Second, governments in transition economies guide their economic
development by revising industry development plans and setting regulatory policies (Li
and Zhang, 2007; Sheng ef al., 2011). Political networking strategy enables firms to gain
access to valuable industrial information and policies so that firms can integrate
different elements of this knowledge to improve opportunity recognition and creative
potential (Kotabe et al, 2014), which will then facilitate corporate entrepreneurial
activities. For example, research suggests that high-quality industrial information
facilitates new product development (Cassiman and Veugelers, 2006). Moreover, a
timely understanding of regulatory policies helps firms in creating new ventures and
renewing strategies (Sheng et al, 2011). Taken together, political networking strategy
facilitates firms’ innovation, venturing and strategic renewal, which converge to form a
higher level of corporate entrepreneurship. Accordingly, the following is hypothesized:

H2. Political networking strategy is positively related to corporate entrepreneurship
in a transition economy.
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2.3 Corporate entrepreneurship and firm performance

With the development of the globalized economy, corporate entrepreneurship has
become an effective way for enterprises to sustain competitiveness in the market (Morris
et al., 2011). Corporate entrepreneurship has long been considered to be an important
potential growth strategy for enterprises (Lin and Lee, 2011; Goodale ef al, 2011).
Research has highlighted that enterprises are increasingly dependent upon corporate
entrepreneurship to develop sustainable competitive advantages (Ireland et al., 20064,
2006b). Specifically, corporate entrepreneurship can help enterprises to create new
internal combinatorial arrangements of resources, make full utilization of resources and
identify new opportunities for external growth, which all contribute to new product
development, new market penetration, organizational structure transformation and
other approaches to improve firm performance (Lumpkin and Dess, 2001). Existing
research has demonstrated that corporate entrepreneurship significantly promotes firm
performance (Wright and Marlow, 2011; Lee and Chu, 2013), including empirical
examinations in transition economies context (Luo et al, 2005; Ahlstrom and Ding,
2014). Accordingly, the following is hypothesized:

H3. Corporate entrepreneurship is positively related to firm performance in a
transition economy.

2.4 The mediating role of corporate entrepreneurship

In transition economies in which the formal institutional framework has not been well
developed, there is coexistence between the market mechanism, which allocates
resources mainly by market forces and the redistributive mechanism by which
allocations are mainly made by government (Zhou, 2000; Li and Zhang, 2007).
Therefore, as a “nonmarket strategy” to obtain resources from the political environment,
political networking strategy has become a focus of both academic and practical interest
(Hillman et al., 2004; Capron and Chatain, 2008). Unfortunately, previous research on
corporate political activity has focused mainly on the antecedents that generate these
political activities and whether the political activity gains competitive advantages for
enterprises, whereas less attention has been paid to the mechanisms of influence
underlying political networking strategy (Oliver and Holzinger, 2008; Lux et al., 2011).
More importantly, because of continuous marketization in transition economies, it is
necessary for firms to undergo an entrepreneurial transformation to adapt to the
transitioning institutional environment (Chen et al, 2014; Hsu et al., 2014).

Based on the dynamic capability view, this study proposes corporate
entrepreneurship as an organizational transformation mechanism that assists firms
to adapt to changes during institutional transition. Specifically, corporate
entrepreneurship performs a unique role in configuring and transforming the generic,
nonmarket forms of resources obtained from political networking into industry-specific
and firm-specific uses, thus continuously renewing firm competences and contributing
to firm performance. Yiu and Lau (2008) provided empirical evidence for the mediating
role of corporate entrepreneurial activities on the relationship between resource capital
derived from informal networks and firms’ relative performances. Following this, the
present research proposes that the positive effects of political networking strategy on
firm performance are channeled through the resource configuration and transformation
process provided by corporate entrepreneurship. Political networking strategy, in itself,
has some positive effects on firm performance. However, if the firms are highly
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conservative, then these effects may be limited in the transition economy context
(Kotabe et al., 2014; Sheng et al, 2011). This is because the strategic value of those
resources obtained from political networks cannot be realized without going through a
transformation process that turns these resources into specific industry and firm uses.
As such, corporate entrepreneurship serves as an intervening mechanism between
political networking strategy and firm performance. Hence, the following is
hypothesized:

H4. Corporate entrepreneurship mediates the relationship between political
networking strategy and firm performance in a transition economy.

2.5 The moderating role of dysfunctional competition

Dysfunctional competition refers to the extent to which the competition in a firm’s
business environment is perceived as opportunistic, unfair or even unlawful (Li and
Atuahene-Gima, 2001). Although dysfunctional competition can exist in any type of
economy, it is more likely to occur in transition economies such as that of China. In a
transition economy, formal market institutions have not been well developed to govern
market transactions and protect property rights (Peng and Heath, 1996). Firms therefore
engage in widespread opportunistic and unlawful behaviors in their business
transactions (Li and Zhang, 2007), such as patent and copyright violations, broken
contracts and agreements and unfair competitive practices. Research has demonstrated
that as an important environmental characteristic in transition economies,
dysfunctional competition exerts a significant impact on a firm’s business decisions and
performance (Li and Atuahene-Gima, 2001; Li and Zhang, 2007). Because the efficacy of
enterprise strategy is context specific (Zahra and Garvis, 2000), it is important to
investigate whether political networking strategy benefits corporate entrepreneurship
under different levels of dysfunctional competition.

This study argues that the positive relationship between political networking and
corporate entrepreneurship is stronger when the level of dysfunctional competition in
the industry is high compared with when it is low. When the market competition is
highly dysfunctional, patents and copyright may go unprotected, and it may be difficult
to monitor and enforce business contracts. Under such conditions, firms with extensive
political networks could utilize favors to defend themselves against unfair competition
(Dieleman and Sachs, 2008; Kotabe et al., 2014) and alleviate their resource constraints in
conducting corporate entrepreneurial activities. Furthermore, political networking
provides an alternative enforcement mechanism by gaining political legitimacy for
firms (Sheng ef al, 2011). Political networking could allow firms to persuade
government agencies to enforce business contracts or even stop unlawful imitations by
competitors. Hence, the positive effect of political networking strategy on corporate
entrepreneurship is strengthened under high levels of dysfunctional competition. In
contrast, when the environment is characterized by low levels of dysfunctional
competition, the importance of political networking in both overcoming resource
constraints and reducing risk will be reduced, thus lessening the impact of political
networking strategy on corporate entrepreneurship. Therefore, the following is
hypothesized:

H5. Dysfunctional competition moderates the positive relationship between
political networking strategy and corporate entrepreneurship in a transition
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economy such that the relationship is stronger when the level of dysfunctional
competition is high rather than when it is low.

The above arguments represent an integrated framework in which corporate
entrepreneurship mediates the impact of political networking on firm performance and
dysfunctional competition moderates the relationship between political networking and
corporate entrepreneurship. Thus, it is logical to predict that the positive indirect effect
of political networking on firm performance via corporate entrepreneurship will be
stronger when the level of dysfunctional competition is high. Hence, the following is
hypothesized:

He6. Dysfunctional competition moderates the indirect effect of political networking
strategy on firm performance via corporate entrepreneurship in a transition
economy such that the indirect effect is stronger when the level of dysfunctional
competition is high rather than when it is low.

3. Methodology

3.1 Sample and procedures

Data for this research were collected from a questionnaire survey, which was completed
with the assistance of alumni associations of our business schools and cooperating
government departments. Questionnaires were distributed in the following two ways:
one was to distribute and collect questionnaires on site. According to the list of firms
provided by the alumni associations, these firms were contacted in advance and
introduced to the research project. Then questionnaires were distributed on site along
with instructions and guidance on the completion of the questionnaire. Each participant
was instructed to place his or her completed survey in a sealed envelope and return it to
researchers on the spot. Questionnaires were also distributed via cooperating
government departments, with these departments in charge of the distribution. It should
be noted that several measures were taken to minimize the potential effects of the
government on data collection. For example, the government departments received
sealed research packs and distributed them to participants. Each participant received a
sealed research pack, including a cover letter outlining the details of the study, the
voluntary nature of participation and an assurance of confidentiality; a questionnaire;
and a return envelope. Participants were instructed to place their completed survey in a
sealed envelope. The government departments then collected these sealed envelopes
and sent them back to the researchers. Through these procedures, the survey
istruments were distributed to 650 firms located in Beijing, Tianjin, Shanghai, Jiangsu,
Zhejiang, Guangdong and other areas of China.

To reduce the potential for common method bias, data were collected from two
different sources. The respondents for the questionnaire survey were each firm’s general
manager and deputy general manager. In particular, general managers were asked to
report on their firms’ political networking strategy, corporate entrepreneurship and firm
performance, whereas deputy general managers were asked to evaluate the level of
dysfunctional competition. All the respondents were asked to provide demographic
information of their firms regarding size, ownership structure and industry type. Data
collection was conducted over nearly two years, and 1,052 questionnaires were received
from among the 1,300 that were distributed to the firms. After eliminating
questionnaires that were incomplete or could not be matched, the final sample consisted
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of 401 complete general manager-deputy general manager dyads, yielding an overall
response rate of 62 per cent. Of the 401 firms that participated in this research, 20 per
cent were classified as state-owned (N = 82). The sample included firms from all types
of ownership: state-owned enterprises, shareholding enterprises, private firms, joint
ventures, etc. With respect to industry type, 31 per cent of the sample firms were in
high-technology industries. In terms of firm size, the number of employees in each firm
ranged from 88 to 2,200. Firms that participated in this research constituted several
different types of ownership, firm size and industry, providing strong overall
representation.

3.2 Measures
The survey was administrated in Chinese. Because the measures used in the study were
originally developed in English, we followed the commonly used back-translation
procedure to translate the measures into Chinese (Brislin, 1980). Moreover, following the
recommendations of Schaffer and Riordan (2003), we consulted several managers in the
surveyed firms to ensure that the items could be generalized to the research context.
Respondents scored questions on seven-point Likert-type scales ranging from 1
(strongly disagree) to 7 (strongly agree) for all measures used in this research.

A four-item scale developed by Li and Atuahene-Gima (2001) was adapted to
measure political networking strategy. The scale indicates the extent to which the firm
over the past year has:

« spent much effort in cultivating personal connections with officials of government
and its agencies;

» maintained good relationships with officials of state banks and other
governmental agencies;

 devoted substantial resources to maintain good relationships with officials of
administrative agencies; and

 spent a lot of money on building relations with the top officials in government.

The Cronbach’s alpha for this scale was 0.85. A four-item scale developed by Li and
Atuahene-Gima (2001) was used to measure dysfunctional competition. The scale
indicates the extent to which the firm’s principal industry has experienced the following
in the past year:

« unlawful competitive practices;

« counterfeiting of the firm’s own products and trademarks by other firms;

« 1ineffective market competition laws to protect the firm’s intellectual property; and
 increased unfair competitive practices by other firms.

The Cronbach’s alpha for this scale was 0.75. Firm performance was measured by a
seven-item scale developed by Wang et al. (2003) in the context of Chinese business
environment. The respondents were asked to rate their own firm’s performance as
compared to the industry’s average in the past year on profit, total sales, growth of sales,
market share, employee morale, growth of assets and competitive positioning. The
Cronbach’s alpha for this scale was 0.95.
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A 16-item scale developed by Zahra (1996) was adapted to measure corporate
entrepreneurship. We conducted a confirmatory factor analysis to test the
three-dimensional structure of this measure. The fit indexes for three first-order factors plus
one second-order factor fell within a good range: x*/101 = 4.83 RMSEA = 0.10, TLI = 0.88,
CFI = 091. The Cronbach’s alpha for this scale was 0.94. Following previous studies, we
aggregated the 16 items to create a single index of corporate entrepreneurship (Zahra, 1996;
Yiu and Lau, 2008).

We controlled for the following variables. First, fizm size is controlled for because it is
found to have negative impacts on corporate entrepreneurship (Zahra, 1996). We measured
firm size by the natural logarithm of the number of full-time employees. Second, we
controlled for industry type because 31 per cent of the sample firms were in high-technology
industries. Firm industrial type was represented by a dummy variable, with a value of “1”
indicates that the firm belongs to high-technology industries and a value of “0” indicates
otherwise. Third, we controlled for ownership structure in this research. Ownership structure
was represented by a dummy variable, with a value of “0” indicates that the firm is
state-owned enterprise and a value of “1” indicates otherwise.

4. Results

4.1 Assessment of research model

Because the data on political networking strategy, corporate entrepreneurship and firm
performance were collected from the same source, we conducted a series of confirmatory
factor analyses (CFAs) to evaluate the possibility of common method bias by testing
whether these variables were distinct. In Table I, Model 1 that included all three variables
yielded an acceptable fit to the data. We further confirmed the discriminant validity of the
three variables by contrasting Model 1 against four alternative models (Table I). For
example, Model 2, in which political networking strategy and firm performance were
combined into one factor and corporate entrepreneurship was distinct, and Model 5, in which
all three factors were combined into one overall factor. Neither alternative models fit the data
as well as Model 1. In addition, all the factor loadings of the measures in this research were
significant, demonstrating convergent validity.

Next, we further assessed the presence and influence of common method variance
using the CFA marker technique (Williams et al, 2010). This method involves the
inclusion of a latent marker, which is theoretically unrelated to any of the substantive
variables in the study, to the CFA model. We opted for the variable technical
uncertainty, measured with the four-item scale of Chen ef al’s (2005), because technical

Model Factor X df  x¥df RMSEA TLI  CFI

Model 1 Three factors: PNS; FP; CE 287.70 87 3.31 0.08 0.93 0.95
Model 2 Two factors: PNS + FP; CE 965.75 89 10.85 0.16 0.70 0.78
Model 3 Two factors: PNS + CE; FP 955.06 89 10.73 0.16 0.70 0.78
Model 4 Two factors: PNS; CE + FP 803.39 89 9.03 0.14 0.75 0.82
Model 5 One factor: PNS + FP + CE 1,464.06 90 16.27 0.20 0.53 0.65

Notes: N = 401; TLI = Tucker—Lewis index; CFI = Comparative fit index; RMSEA = Root mean
square error of approximation; PNS = Political networking strategy; FP = Firm performance; CE =
Corporate entrepreneurship
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Table II.

Model comparisons
for CFA model with
marker variable

uncertainty has been shown to be mostly influenced by technological factors and less by
firm factors (Rosenberg, 1998). In line with the recommendations of Williams et al.
(2010), we first estimated a four-factor CFA model, consisting of the CFA model
described above (including political networking strategy, corporate entrepreneurship
and firm performance) and the marker variable (technical uncertainty). Second, we
tested a baseline model, in which the correlations between the latent marker variable
and the other latent variables were fixed at zero, and the factor loadings and error terms
of the marker variable indicators are fixed at the values obtained in the CF A model with
marker variable. Third, we fitted a constrained model (Model-C) in which all indicators
of the model loaded on the latent marker variable, and all factor loadings were
constrained to be equal. If this model has a better fit than the baseline model, common
method variance is likely to be present and to have an equal effect on all indicators. This
was not the case in our research (Table II). Fourth, we estimated an unconstrained model
(Model-U) in which all indicators of the model loaded freely on the latent marker. If this
model fits the data better than the constrained model; common method variance is likely
to be present but to have an unequal effect on the different indicators. Table II shows
that this is the case in our research. Finally, we tested a model in which the correlations
between the substantive latent variables were constrained to the values obtained in the
baseline model (Model-R). If this model has a significantly worse fit than the constrained
or unconstrained model, common method variance is likely to bias the correlations
between the latent variables. Table II shows that this was not the case in our research.
We can thus conclude that although common method variance is present, it is unlikely
to bias the relationships between our key variables (Williams et al., 2010).

Moreover, average variance extracted (AVE) was estimated for each scale, and all of
the AVEs were greater than 0.50 (AVE ranged from 054 to 0.72), thus further
demonstrating convergent validity (Joreskog and Sorbom, 1993). Discriminant validity
was tested through the Fornell and Larcker’s (1981) approach, where the AVEs are
compared to the shared variances. This procedure resulted in all AVEs being greater
than the shared variances, indicating discriminant validity. Additionally, construct
reliabilities were estimated and found to range from 0.78 (dysfunctional competition) to
0.95 (firm performance), which suggests that the scores generally were reliable (Bagozzi
and Yi, 1988).

4.2 Descriptive statistics
Table III presents the means, standard deviations and zero-order correlations of all
variables. As shown in Table III, political networking strategy was positively correlated

(b CFI TLI RMSEA 2 difference Model comparison

CFA with marker variable 409.94 (146) 0.95 0.93 0.07

Baseline model 463.72(156) 0.94 092 0.07

Model-C 405.89 (155) 095 0.94 0.06 57.84 (1) Vs Baseline model
Model-U 37645(141) 095 094 007 2940 (14 Vs Model-C
Model-R 37845(144) 095 0.94 0.06 2.00 (3) Vs Model-U

Notes: N = 401; **p < 0.01; TLI = Tucker—Lewis index; CFI = Comparative fit index; RMSEA =
Root mean square error of approximation
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with corporate entrepreneurship (» = 0.27, p < 0.001) and firm performance (» = 0.21,
p < 0.01). Moreover, corporate entrepreneurship and firm performance were positively
correlated (» = 0.64, p < 0.001). The above results are consistent with and provide initial
support for our hypotheses.

4.3 Hypothesis testing
Hierarchical multiple regression analysis was conducted to test the first four
hypotheses. The control variables, independent variable (political networking strategy)
and mediator (corporate entrepreneurship) were entered in separate steps. Examination
of the variance inflation factors associated with each regression coefficient showed a
range of from 1.01 to 1.11, suggesting no serious problems with multicollinearity (Cohen
et al., 2003). As indicated in Table IV, political networking strategy was positively
related to firm performance (8 = 0.15, p < 0.01, Model 6), which explained 3 per cent of
the residual variance in firm performance. Thus, HI was supported. The results also
indicated that political networking strategy was positively related to corporate
entrepreneurship (8 = 0.21, p < 0.01, Model 2), which explained 6 per cent of the residual
variance in corporate entrepreneurship, and corporate entrepreneurship was positively
related to firm performance (8 = 0.66, p < 0.01, Model 7), which explained 38 per cent of
the residual variance in firm performance. Thus, H2 and H3 were supported.

H4 predicted that corporate entrepreneurship mediates the relationship between
political networking strategy and firm performance. In support of H4, the results
indicated that:

e political networking strategy was positively related to corporate
entrepreneurship (H2);

 political networking strategy was positively related to firm performance (H1);
 corporate entrepreneurship was positively related to firm performance (/43); and

 after entering corporate entrepreneurship, the relationship between political
networking strategy and firm performance became non-significant (8 = 0.02, n.s.,
Model 8), whereas corporate entrepreneurship was still positively related to firm
performance (8 = 0.65, p < 0.01, Model 8).

Thus, H4 received initial support. To further support H4, we used Zhao et al’s (2010)
approach, which uses a bootstrapping test to assess the significance of the direct and

Variables Mean SD 1 2 3 4 5 6 7
1. Ownership type 0.80 0.50

2. Industry type 0.31 046 0.07

3. Firm size 254 1.27 —0.13* 0.03

4. Political networking strategy 3.76 1.08 0.09 —0.03  0.14%F (0.85)

5. Corporate entrepreneurship  4.14 0.90 0.18%* 0.05 0.03 0.27%% (0.94)

6. Firm performance 430 093 0.14%  0.10*% 0.14%F 0.21%F  0.64*** (0.95)

7. Dysfunctional competition ~ 3.54 1.15 0.10* 001 —0.03 0.19%* (0.12* —0.05 (0.75)

Notes: N = 401; *p < 0.05; *p < 0.01; **p < 0.001; internal reliability coefficients appear in
parentheses along the main diagonal; ownership type: “0” = state-owned enterprise; “1” = otherwise;
industry type: “0” = otherwise; “1” = high-technology industry
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Table IV.
Results for
hypotheses testing

CE FP

M1 M2 M3 M4 M5 M6 M7 M8
Intercept 387wk 3 gk Gk 301wk 8RR 3 J(kek ] 7wk ] Dk
Control variable
Ownership type  0.33%%%  (028%*  0.27%F  027+%  (029%%  (.25%* 0.07 0.07
Industry type 0.06 0.08 0.08 0.09 0.17 0.19 0.13 0.13
Firm size 0.04 0.01 0.01 0.01 0.12%%  0.10%* 0.09%**  (,09%*
Independent variable
PNS 0.21%%% () 20%%% (2] %% (0.15%#* 0.02
Mediator
CE 0.66%**  (.65%**
Moderator
DC 0.05 0.04
Interaction
PNS x DC 0.10%*
R? 0.04 0.10 0.10 0.12 0.05 0.08 0.44 0.44
AR? 0.047* 0.06#* 0.01 0.02%*%  0.05 0.03%**  (.38%F* (), 35%H*
F 477FF  10.36%F 857wk @30k 7 DBeiek @ GOk 7 KRk BQ G]Hdk

Notes: N = 401; *p < 0.05, **p < 0.01, ***p < 0.001; PNS = political networking strategy; CE =
corporate entrepreneurship; FP = firm performance; DC = dysfunctional competition

indirect paths within the model. The results indicated that the indirect effect of political
networking strategy (through corporate entrepreneurship) on firm performance was
significant (8 = 0.17, p < 0.001). In addition, the direct effect of political networking
strategy on firm performance was non-significant (8 = 0). These results provide strong
support for H4 and suggest that corporate entrepreneurship fully mediated the
relationship between political networking strategy and firm performance.

Hb5 predicted that dysfunctional competition strengthens the positive relationship
between political networking strategy and corporate entrepreneurship. To test this
hypothesis, we adopted hierarchical multiple regression analysis. Both the independent
variable and moderator were mean centered to minimize multicollinearity (Aiken and
West, 1991). As shown in Table IV, the interaction between political networking
strategy and dysfunctional competition was positively related to corporate
entrepreneurship (8 = 0.10, p < 0.01, Model 4), which explained 2 per cent of the
residual variance in corporate entrepreneurship, thus supporting H5. To further
interpret the interaction, we followed Aiken and West’s (1991) approach by computing
slopes using one standard deviation above and below the mean of the moderating
variable. As shown in Figure 2, the relationship between political networking strategy
and corporate entrepreneurship was not significant when the level of dysfunctional
competition is low (8 = 0.11, n.s.) but was positive when the level of dysfunctional
competition is high (8 = 0.28, p < 0.01). Thus, there is solid support for H5.

H6 predicted that dysfunctional competition strengthens the indirect effects of
political networking strategy on firm performance via corporate entrepreneurship. To



Downloaded by TASHKENT UNIVERSITY OF INFORMATION TECHNOLOGIES At 01:55 10 November 2016 (PT)

test the moderated mediation effect, we conducted bootstrapping analyses. We used the
SPSS applications provided by Edwards and Lambert (2007), Preacher et al. (2007). Prior
to moderated mediation analyses, the independent variable and moderator were mean
centered to minimize multicollinearity (Aiken and West, 1991). As shown in Table V, the
indirect effect of political networking strategy on firm performance via corporate
entrepreneurship varied significantly across different levels of dysfunctional
competition (AB = 0.06, p < 0.01). Specifically, the indirect effect of political networking
strategy on firm performance via corporate entrepreneurship was significant when
dysfunctional competition was high (8 = 0.09, p < 0.01) but was not significant when
dysfunctional competition was low (8 = 0.03, n.s.). Hence, H6 was supported. Moreover,
the results in Table V revealed significant first-stage moderating effects (AB = 0.10,
p < 0.01). Specifically, the effect of political networking strategy on corporate
entrepreneurship was significant when dysfunctional competition was high (8 =
0.15, p < 0.01) but was not significant when dysfunctional competition was low (8 =
0.05, n.s.), providing further support for H5. Finally, dysfunctional competition did not
moderate the effect of corporate entrepreneurship on firm performance (AB = 0, n.s.) nor
did it moderate the direct (AB = 0.02, n.s.) and total (AB = 0.08, n.s.) effects of political
networking strategy on firm performance. Overall, the results of moderated path
analysis provided support for first-stage moderation (H5) and moderated indirect effect
via corporate entrepreneurship (/6).

5. Discussion

Recently, researchers have increasingly emphasized the crucial roles of political
networking strategy and other nonmarket strategies in enterprise survival and
development, which represents an important research direction in strategic
management. Despite the increase of studies on p011t1ca1 networking strategy, little
empirical research has considered this important issue in transition economies. By
incorporating the resource-based view with the dynamic capability view, this research
uses a multi-source research design to examine the impact of political networking
strategy on firm performance in the context of China’s transition economy. This study
finds that political networking strategy positively affects firm performance. It also finds
that corporate entrepreneurship mediates the effect of political networking strategy on
firm performance, particularly under high levels of dysfunctional competition. By

E2 -
08

04 4

corporate entrepreneurship

low high
political networking strategy

=i~ High dvsfunctional competition

=#=Low dysfunctional competition
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political networking
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competition on
corporate
entrepreneurship
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Table V.
Results of the
moderated path
analysis

PNS (X) =CE (M) —FP (Y)
Stage Effect
First  Second Direct effects Indirect effects Total effects

Moderator variable Pux Pyys (Pyx) (Pyni Pos) (Pyx+ PyrPri)
Simple paths for low
dysfunctional competition  0.05 0.66%* 0.16 0.03 0.19
Simple paths for high
dysfunctional competition — 0.15%*  (0.66%* 0.18 0.09%* 0.27%*
Differences 0.10%% 0 0.02 0.06%* 0.08

Notes: N = 401; *p < 0.05; **p < 0.01; PNS = political networking strategy, CE = corporate
entrepreneurship, FP = firm performance; Pyx: path from political networking strategy to corporate
entrepreneurship; Py, path from corporate entrepreneurship to firm performance; Pyy: path from
political networking strategy to firm performance; tests of differences for the indirect and total effect
were based on bias-corrected confidence intervals derived from bootstrap estimates

focusing on the moderating and mediating effects together, our model helps explain how
political networking strategy affects firm performance and identifies the condition
under which political networking strategy benefits corporate entrepreneurship. The
theoretical and managerial implications and contributions of our findings are discussed
below.

5.1 Theoretical implications

This research makes several important contributions to the literature. First, this study
advances the literature on nonmarket strategy by examining the beneficial impact of
political networking strategy on firm performance in the context of transition
economies. Previous research on enterprise development has focused largely on
enterprises’ market strategies while generally ignoring the roles of nonmarket
strategies, such as political networking strategy (Hillman et al, 2004; Mellahi ef al.,
2015). Our findings suggest that political networking strategy is critical in providing
enterprises with special access to various resources and legitimacy in transition
economies.

Second, this study advances the political networking strategy literature by
examining the mediating mechanism underlying the relationship between this
nonmarket strategy and firm performance. Drawing upon the dynamic capability view,
we adopt a new theoretical framework to explain the mediating role that corporate
entrepreneurship plays between political networking strategy and firm performance
and indicate that an enhancement in corporate entrepreneurial activities could be an
important path linking political networking and firm performance. Existing research
has seldom discussed the effects on corporate entrepreneurship of external resource
acquisition from government sources. Our results suggest that political networking
helps firms gain access to diverse resources and compensates for deficiencies in the
institutional environment, resulting in increased corporate entrepreneurship. These
findings advance the current corporate entrepreneurship literature. Further, previous
research has not addressed the path linking political networking strategy and firm
performance. This study fills this important gap by providing the first empirical
evidence of how political networking strategy affects firm performance via corporate
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entrepreneurship in the context of China’s transition economy. Our study thus helps
open the black box underlying the relationship between political networking and firm
performance; it also adds to the literature of political networking strategy by including
a dynamic capability perspective. Based on the dynamic capability view, this research
has demonstrated the organizational transformation and resource configuration role
played by corporate entrepreneurship that assists firms to adapt to changes during
institutional transition. This suggests that political networking strategy can help firms
to obtain various beneficial resources; however, a resource transformation and
configuration mechanism is needed for these different types of resources to make
contributions to firm-specific strategic outcomes. Hence, we highlight the relevance of
taking a dynamic capability perspective in studying firms in transition economies.

More importantly, adopting the dynamic capability view, this research demonstrates
how this new perspective complements most widely used theories in nonmarket
strategy literature, such as resource dependence theory and resource-based view
(Mellahi et al., 2015). Building on the resource-based view, this research affirms the
importance of political networking strategy in transition economies by suggesting that
political connections are critical in providing firms with resources and legitimacy in
such institutional contexts. Further, following the dynamic capability view, this study
emphasizes that corporate entrepreneurship performs a unique role in configuring and
transforming the generic, nonmarket forms of resources obtained from political
networking into industry-specific and firm-specific uses, thus continuously renewing
firm competences and contributing to firm performance. By incorporating the
resource-based view with the dynamic capability view, this research elaborates how
resources obtained from the external environment are used to add strategic value to firm
performance. The results support the view that in transition economies, while firms
have to rely on resources provided by political networking, they also need to undertake
corporate entrepreneurial activities to transform these resources so as to renew their
competences and adapt to continuous marketization in such institutional contexts.

Third, by adopting a contingency perspective, this study enriches the literature on
political networking strategy by examining how dysfunctional competition could
influence its efficacy. Although existing research has long recognized the benefits of
political connections (Hillman ef al, 2004; Li and Atuahene-Gima, 2001; Li and Zhang,
2007; Lux et al, 2011), research has yet to investigate the circumstances under which
political networking strategy is effective. Our results suggest that under high levels of
dysfunctional competition, firms with extensive political networking could utilize
favors to reduce risk and overcome resource constraints, thus magnifying the positive
impact of political networking strategy on corporate entrepreneurship and firm
performance. By establishing the moderating influence of dysfunctional competition,
this study extends prior research and identifies a new and important boundary
condition under which political networking facilitates corporate entrepreneurial
activities.

5.2 Practical implications

Our findings also have important practical implications. First, in transition economies,
firms should be aware of the importance of political networking strategy and other
nonmarket strategies in promoting firm performance. In the context of China’s
transition economy, this research demonstrates that political networking strategy can
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help firms to obtain the resources that are necessary for their survival and development.
This suggests that in transition economies, firms need to obtain the required resources
not only through market mechanisms but also through the effective management of the
political environment they face to improve firm performance. Second, our results
suggest that in transition economies, political networking plays an important role in
affecting firms’ corporate entrepreneurial activities. Firms can exploit institutional
support to their advantage when adapting their innovation and transformation plans to
the dynamic business environment. In addition, the findings suggest that corporate
entrepreneurship performs a unique role in configuring and transforming the resources
obtained from political networks into firm-specific development. Hence, firms should
pay attention to cultivating corporate entrepreneurship in the implementation of
political networking strategy. Research has posited that political networking could
become counterproductive (Fock and Woo, 1998; Warren et al., 2004); for example, a firm
that opts for political networking strategy may rely too much on preferential treatment
from the government to achieve business success rather than pursue technological
development on its own. Based on the resource configuration and transformation role of
corporate entrepreneurship demonstrated in this research, we emphasize that the
development of an entrepreneurial mindset and organizational transformation are
particularly needed by firms in transition economies.

Third, our findings suggest that the extent to which firms can benefit from their
political networking strategy depends upon the level of dysfunctional competition in
their business environments. When the market competition is highly dysfunctional,
firms can exploit institutional support to reduce risk and overcome their resource
constraints in enhancing their corporate entrepreneurial activities. In summary,
because of insufficient institutional infrastructure, governments still perform an
important role in the process of resource allocation in transition economies. As such,
firms should refine themselves “internally and externally” in their daily business
activities. On the one hand, firms need to learn about their external market environment
and implement appropriate political networking strategies to overcome the
development dilemma resulting from institutional underdevelopment. On the other
hand, firms should proactively conduct product and organizational innovations to
transform the resources obtained from networks into difficult-to-replicate competences
that are the source of their sustainable competitive advantage.

5.3 Limitations and future research divections

Despite these contributions, this research has several limitations. First, the
cross-sectional data used in the research do not allow for causal interpretations among
the variables. Second, this study’s sample was limited to firms in China. Third, the data
collection method in this research is based on survey only. Future research may explore
alternative data collection methods such as archival data studies or case studies. Fourth,
the present research only selected firm performance as the outcome of political
networking strategy in firms in a transition economy context. Other potential firm-level
outcomes may include return on asset, sales growth and strategic flexibility (Nadkarni
and Herrmann, 2010). Future research could also explore other strategic outcomes such
as initial public offerings and private equity investments by reforming state-owned
firms because many of them are considering restructuring or privatizing portions of
their assets. In addition, besides dysfunctional competition, future research could
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explore additional boundary conditions under which political networking strategy is
more or less beneficial, such as institutional support and environmental uncertainty
(Lawton et al., 2013). It would also be interesting to examine how the roles of political
networking and corporate entrepreneurship differ between state-owned firms and
non-state-owned firms.

6. Conclusion

By incorporating the resource-based view with the dynamic capability view, this
research provides support for a theoretical model wherein enterprise political
networking strategy enhances corporate entrepreneurship and ultimately contributes to
firm performance in a transition economy context. Further, the moderating effect of
dysfunctional competition helps us to identify a critical boundary condition for the
aforementioned relationships. Hopefully, this study will encourage future research to
advance our understanding of this important nonmarket strategy and assist firms to
develop sustainable competitive advantages.
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