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ABSTRACT Since 2012, a large-scale Party branches building campaign intending to
regain political influence in the private sector has been sweepingly promoted. Drawing on
the Chinese Private Enterprise Survey conducted in 2008, 2012, and 2018, this study
investigates private enterprises’ strategies in response to the intensified political pressure by
integrating socioemotional wealth theory and neo-institutional theory. It is found that (1)
private enterprises with high family ownership tend not to establish Party branches until
political pressure is very high; (2) enterprises with high family ownership are more likely to
adopt a decoupling strategy of evading the Party’s political and social goals; and (3) the
owners’ perceptions of a better market and legal environment weaken the negative effect of
family ownership on the establishment of Party branches. These results reveal the key logic
of preserving the socioemotional wealth and ‘embedded agency’ of Chinese private
enterprises when they confront institutional legitimacy mandates. This study also sheds new
light on the causes of the decoupling phenomenon and the dynamic interactions between
institutional environment and organizational behaviors.
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INTRODUCTION

The political relationship between the Party-state!"] and the private sector has
always been an appealing topic in the field of organizational studies in contempor-
ary China. When this sector was very small at the beginning of the reforms in 1978,
political support and protection from local governments were prevalent. Since the
‘Southern Tour’ of Deng Xiaoping in 1992, a large portion of the private sector
has been created through the restructuring and privatization of medium and
small state/collective-owned enterprises or grassroots entrepreneurship activities.

This was a de-politicization process that aimed to cut off the closely netted ties
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between the governments and enterprises inherited from the planned economy.
When the private sector grew bigger and absorbed more and more high talents,
it became necessary for the government to rebuild a sound relationship with
private enterprises because this sector has produced over 60% of the national
GDP and accommodated more than 80% of the labor force.”! The recent
large-scale Party branches building campaign that started in 2012 attempted to
regain the Chinese Communist Party’s (CCP) political influence and control of
the private sector. The new political initiative demanded that private enterprises
with three or more CCP members build a Party branch and carry out substantive
Party-related activities. The work of Party branches building within the private
sector is proceeding remarkably fast, promoted by the Central Committee of the
CCP, which places immense political pressure on private enterprises because a
Party branch is now embedded into the governance structure of private enterprises.
How would these private enterprises respond when the social and political goals of
Party branches building activities may be at odds with those of private enterprises?
How do these private enterprises address these potential contradictions between pol-
itical mandates and maintaining control and interests?

The existing literature examines the organizational behaviors of Chinese
private enterprises typically through neo-institutional theory (Chen, Liu, &
Zhang, 2016; Meyer & Rowan, 1977). It emphasizes how consistency has to be
reached between the behaviors of private enterprises and demand of the institu-
tional environment through legitimacy mechanisms. Compared with state-
owned enterprises, private enterprises in China are more haunted by a legitimacy
problem, discriminated against in acquiring critical resources, and are susceptible
to the impact of the institutional environment. It forces enterprises to respect exter-
nal political authorities, societal norms and culture, and to conform to the expecta-
tions of these institutions.

However, few studies have incorporated a theoretical perspective of family
enterprises to explain the political behaviors of Chinese private enterprises. Most
Chinese private enterprises take the form of family businesses.!”! In these enter-
prises, family members are not only major shareholders but also members of the
top management team who make critical decisions. In recent years, socioemotional
wealth (SEW) theory has risen to be an influential perspective to understand the
logic underlying family firms’ decision-making process (Gémez-Mejia, Haynes,
Nuiiez-Nickel, Jacobson, & Moyano-Fuentes, 2007; Pierce, Kostova, & Dirks,
2001). SEW theory regards family businesses as an extension of the kinship rela-
tionship. It argues that family members usually value noneconomic personal and
emotional needs (e.g., family bonding, family fame), the psychological needs of
family control, etc. more than the economic performance of firms.

In this study, we argue that to better understand the political behavior (e.g.,
Party branches building) of Chinese private enterprises, neo-institutional theory
should be advanced by considering the logic of preserving family enterprises’ socio-
emotional wealth because most of these enterprises are medium- and small-sized
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family businesses. The recent Party branches building initiative offers fertile
ground to test the existence of multiple logics underlying behaviors of Chinese
private enterprises. Drawing on the Chinese Private Enterprise Survey (CPES)
data collected in 2008, 2012, and 2018, this study attempts to propose a new ana-
lysis and interpretation for the Party branches building activities of Chinese private
firms by integrating the socioemotional wealth perspective and neo-institutional
theory. It is found that the coupling and decoupling strategies of Chinese private
enterprises rely on the relative strength of political pressure and motivation of pre-
serving socioemotional wealth. When the cost of resisting political pressure out-
weighs the benefits of preserving socioemotional wealth, and the perceived
market and legal environment becomes more munificent, private enterprises will
choose to couple with structural mandates (i.e., establishing a Party branch)
enforced by the Party-state but decouple from other mandates (i.e., employee pro-
tections). However, the dominant internal logic of private enterprises is still to
maintain family control and protect family interests no matter how strong the insti-
tutional pressure is.

Secondly, we show the ‘embedded agency’ (Greenwood & Suddaby, 2006;
Thornton, Ocasio, & Lounsbury, 2012: 10) of Chinese private enterprises when
confronting political pressures. Neo-institutionalists literally think of institution as
one sort of ‘rationalized myth’, and institutionalization as a construction process
of social facts (Meyer & Rowan, 1977). This sort of institution is lofted above orga-
nizations, which only exerts indirect forces on organizational behaviors. Thus,
Scott (2013) contends that the obvious flaw of neo-institutionalism lies in the ignor-
ance of the institutional structure itself and the transmission process of pressures,
largely overlooking the complicated mechanisms underlying interactions
between organizations and institutional environment. The over-socialized view
(Granovetter, 1985) of neo-institutionalism stresses the structural constraints that
institutional pressures place on organizations while overlooking the possibility of
these ‘iron cages’ being modified by organizations and interactions between insti-
tutional environment and organizations. This means that even though political
pressures are prevalent in China, there are still opportunities that organizations
could take advantage of and achieve their organizational goals. In the case of
Party branches building in the private sector, private enterprises with higher motiv-
ation of preserving socioemotional wealth were more reluctant to build Party
branches because they worried the embedded structure of Party branches would
undermine the control of their family. However, when the pressures of Party build-
ing were intensified in recent years, the logic of preserving socioemotional wealth
had to yield to political mandates on the surface. In this situation, private enter-
prises with higher SEW would decouple from the political and social goals of
Party branches. In addition, Chinese private enterprises can transform the new
political connections into resources to promote private enterprises’ growth.

Thirdly, the cause of the decoupling phenomenon of private enterprises in
China could be very different from what neo-institutional theory has argued.
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Neo-institutionalists think that the external environment is composed of both the
institutional environment and the technological environment. Distinct from
the institutional environment’s emphasis on the legitimacy of organizations, the
technological environment compels organizations to elevate their operational effi-
ciency, so this conflict in goals leads to separation of structural forms and practical
activities of organizations, leading to the ‘decoupling’ phenomenon (Meyer &
Rowan, 1977). Most organizations usually make strategic decisions based on effi-
ciency principles. However, the priority goal of private businesses in China is the
preservation of socioemotional wealth because most of them are family businesses.
Therefore, when conflicts occur between family socioemotional needs and political
and social goals of the Party-state, Chinese private enterprises usually withdraw the
former and pursue the latter and will also pursue decoupling behavior. In addition,
decoupling behaviors can occur when mandates from any two of the institutional
logics such as state, market, family, religion, or community (Thornton et al., 2012)
contradict. This extends the causes of the decoupling phenomenon interpreted by
neo-institutional theory.

THEORETICAL BACKGROUND AND HYPOTHESES
DEVELOPMENT

Preserving Socioemotional Wealth (SEW): A Dominant Internal
Decision Logic of Chinese Private Enterprises

As Thornton has argued, ‘the institutional order of the family focuses on convert-
ing social relations into reciprocal and unconditional obligations oriented to repro-
duction of family members’ (Thornton et al., 2012: 44). Similarly, the key logic of
family businesses is to extend family relations to the enterprise and to secure the
reproduction of family businesses mainly through family members. Not only do
family enterprises have to take pains to survive in the market, but they also hold
the mission to preserve or enhance the socioemotional wealth of their families.
SEW typically represents the affective endowments of family owners (Berrone,
Cruz, & Gomez-Mejia, 2012). There are five dimensions in measuring SEW
named FIBER, standing for ‘Family control and influence, Identification of
family members with the firm, Binding social ties, Emotional attachment of
family members, and Renewal of family bonds to the firm through dynastic succes-
sion” (Berrone et al., 2012). It is apparent that the most precious socioemotional
wealth for the family is to maintain family control, which guarantees long-term
family profits, generational inheritance, and social capital (Goémez-Mejia et al.,
2007). Because most Chinese private enterprises are family businesses, family
control and family interests are made the top priority of private enterprises’ man-
agement and decision-making process.

At the same time, the institutional environment, including the political,
market, and legal institutions all have a significant impact on the survival of
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Chinese private enterprises. In view of institutional theory, institutions are com-
posed of a series of elements including the legal system, cultural expectations,
social norms, and value systems that assure the legitimacy and meaning of social
behaviors (Scott, 2013). Neo-institutionalists further argue that coercive, norma-
tive, and mimetic forces are three pivotal mechanisms that lead to the convergence
of organizational forms and behaviors (DiMaggio & Powell, 1983).

Therefore, there will be a dynamic interaction between the legitimacy
requirements of the institutional environment and private enterprises’ motivation
of preserving socioemotional wealth. The organizational behaviors of Chinese
private enterprises depend on the relative strength of the institutional pressures
and motivation of preserving private enterprises’ socioemotional wealth. Our argu-
ment is that when institutional pressures are not that high and mandates from insti-
tutional requirements are not executed forcefully, motivation of preserving private
enterprises’ social-emotional needs will be salient. When the institutional environ-
ment becomes munificent, private enterprises demonstrate their key interests of
maintaining family control. On the other hand, when institutional pressures are
very high, private enterprises’ motivation of preserving SEW will have to be con-
cealed or they will choose to employ a decoupling strategy in practice. However, no
matter how strong the institutional pressures are, the dominant internal motivation
of preserving SEW and maintaining family control will not be changed for Chinese
private enterprises.

The recent Party branches building campaign in the private sector illustrates
how institutional mandates and family control needs interplay with each other and
how these interactions change the way Party branches building activities are con-
ducted in Chinese private enterprises.

Changing Political Pressure, Socioemotional Wealth, and the Party
Branches Building of Private Enterprises

Private enterprises used to be very small in the early years when the market-
oriented reform started in 1978. There were only very few Party members in
this sector so Party building work was not necessary. As the reforms expanded,
the building of a ‘socialist market economy’ moved to the top of China’s economic
agenda after Deng Xiaoping’s southern tour in 1992. A lot of private firms began
to separate themselves from governmental ties, drop their ‘red hats’ (i.e., collective-
owned firms) and formally be registered as private enterprises. In addition, many
small- and medium-sized state-owned enterprises were restructured and trans-
formed into private enterprises (Yan & Huang, 2017). Some of these firms grew
very successfully into big corporations. However, the political obstacles of
joining the CCP for private enterprise owners were not lifted until the theory of
‘three represents’ was coined at the 80th anniversary of the founding of the
CCP in 2002 (Yan & Huang, 2017). As the private sector kept growing and pro-
duced more than 60% of China’s GDP, it attracted more and more high talents to
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this sector and the Party-state realized that it became necessary to absorb these new
‘advanced’ to the Party. In 2012, when Xi Jinping was about to take power to lead
the CCP, a large-scale campaign aiming to regain Party’s organizational connec-
tions and control in the new social and economic organizations (“T'wo New
Organizations’, langxin zuzhi) was launched. Before 2012, the large-size enterprises
were the main target of Party-building work, while small- and medium-sized
private enterprises had not become the focus (Yan & Huang, 2017). The compre-
hensive coverage of Party branches building in the private sector was proposed offi-
cially in a document released by the Organizing Department of the Central
Committee of the CCP in 2012. It was stipulated that (1) firms over 50 employees
should develop at least one Party member, and firms with more than 3 Party
members should build a Party branch; (2) the functions of Party branches are to
propagate Party’s thoughts, policies and directives, to conduct social responsibility,
to protect workers’ rights, to build advanced enterprise culture, to lead Labor
Union and Communist Youth League, as well as to facilitate production.

As the designed functions of Party organizations are mostly political and
social, this may conflict with private enterprises’ pursuit of family interests. Most
private enterprises in China do not run like big modern firms in western countries.
They may not have thoroughly followed state laws or policies in tax, wage stan-
dards and social securities of employees, environment protection etc., because
these practices significantly distract private enterprises from market competition
and raise operating costs for these firms. More importantly, as an embedded gov-
erning structure, Party branches elicit the concern of losing control for private
enterprises. Because the majority of Chinese private enterprises are controlled
by one family, the underlying logic behind their decision making is also to preserve
socioemotional wealth, that is, the nonfinancial assets associated with family enter-
prises: family control, family reputation, sense of family identity, and smooth suc-
cession of family businesses (Gémez-Mejia et al., 2007). Of these concerns, family
control becomes the most important goal that most family businesses will aim to
achieve.

Thus, the political demands of building Party branches may produce tensions
between maintaining socioemotional wealth and fulfilling the political and social
goals of the CCP within private enterprises. The higher the family ownership in
a private enterprise, the stronger the intention of preserving socioemotional
wealth for this enterprise. Therefore, private enterprises with a high degree of
family ownership may be less likely build Party branches.

Therefore, we hypothesize:

Hypothesis 1a: The higher the degree of family ownership in a private enterprise, the less
likely that this enterprise would build a Party branch before 2012.

Since 2012, the building of the grassroots Party branches has become an
important political task for local Party apparatus. Party branches building has
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even been listed as one of the performance assessment criteria for local Party
officials’ promotions in some places.”) As a result, local Party officials implement
the policy vigorously motivated and pressured by the Central Committee of
the CCP. Taking Bozhou in Anhui province as an example, a leading work group
in charge of the Party branches building in the private sector was established in
the economic development zone in 2018. This work group not only evaluated
the operation efficiency of existing Party branches, but also proposed a goal of
full coverage of Party branches in all firms within the zone. Specific methods
included sending Party building instructors, establishing Labor Unions, and the
Communist Youth League organizations.!! Similarly, to promote Party branches
building in private enterprises, the city of Chongging emphasized the importance of
practicing “T'wo-Way Temporary Serving’ (shuangxiang guazhi) between government
offices and enterprises, with government authorities sending Party building instruc-
tors and professional civil servants to private enterprises, and also recruiting quali-
fied enterprise employees to the CCP.! Tt is the alliance of the strategic design of
the central Party-state and the passionate execution of the local Party authorities
that exerts extra political and regulation pressure on private enterprises.

Therefore, in this situation, no matter what degree of family ownership is,
most private enterprises with a sufficient number of Party members would have
to build a Party branch. Therefore, we propose:

Hypothesis 1b: The negative relationship between the degree of famuily ownership and the
likelihood of building a Party branch would disappear when political pressure was intensified
after 2012.

Preserving Socioemotional Wealth and the Decoupling Strategy of
Private Enterprises When Party Branches Have Been Built

Organizations have to adopt legitimate structures under the political pressure, but
when the internal goals differ or even conflict with the demands of the institutional
environment, organizations would usually make a strategy to protect organization
efficiency, separating the passively accepted organizational forms from the prac-
tical activities — a decoupling phenomenon (Meyer & Rowan, 1977). A particular
decoupling behavior of enterprises appears when it makes temporary promises to
satisfy institutional mandates but tends not to implement them.

However, unlike nonfamily businesses whose decoupling behaviors are to
mediate efficiency goals and legitimacy pressures, the fundamental goal of family
businesses is to preserve the socioemotional wealth (Berrone et al., 2012), and
the threat posed by institutional pressure may motivate family enterprises to
adopt a decoupling strategy so as to preserve family control. In fact, even
though certain decisions could help reach the efficiency goal, once it hampers
the family control, family businesses usually would rather maintain family
control at the expense of the former. Studies of American, European, and
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Chinese listed family businesses suggest that being listed dilutes the stock shares of
the founding family whose typical response is to assign a family member as the
CEO (Barontini & Caprio, 2006; Villalonga & Amit, 2006). Compared with
western family businesses, the Chinese counterparts show more preference for
family control due to their heavy weight of trust toward family members. In the
developed market economy, sound legal and credit systems based on formal con-
tracts facilitate sufficient trust toward strangers, while in China, a high level of trust
traditionally only exists within kindred family members, and is very hard to extend
to nonfamily members (Fukuyama, 1995). This peculiar kindred-based trust culti-
vates a strong preference for family control in Chinese family businesses. For small-
or medium-sized unlisted family businesses, although they face double constraints
in both financial capital and human capital, they are still reluctant to accept exter-
nal resources due to the family control intention. On the one hand, small- and
medium-sized family businesses prefer to rely on self-financing from family
members and cousins. As Zhou and Chen’s study (2009) on family businesses in
Lhejiang and Chongging shows, when the goal of an enterprise is for family control,
it will seek a large number of loans from cousins; when the goal of an enterprise
is for efficiency, it will raise funds from the capital market. On the other hand,
due to family loyalty, family businesses commonly adopt the ‘nepotism’ principle
in choosing managers and tend to distrust professional managers from outside.
The aim of the Party Braches building campaign started in 2012 is to regain
political presence and control of the burgeoning private sector so that the develop-
ment of this sector coincides with the political and social goals of the Party-state.
For a long period, Party branches in private enterprises have only played a periph-
eral role such as policy guidance, worker rights protection, and culture building,
which is different from the core positions of Party branches in the decision-
making of state-owned enterprises. Nowadays, Party branches building in the
private sector have become a high priority for the local political authorities.
Although those Party branches do not take a formal position in the board or share-
holder structure, they still serve as a pivotal part of the management system in an
enterprise and may affect decision-making through indirect channels, such as
meetings with board members, the influence of top managers who are CCP
members, and interactions with the board of supervisors. When the Party branches
enter a private enterprise, this institution may have different developing goals from
the family members and family interests are likely to be undermined. While the
former focuses on political and social goals, the latter concerns more about
family interests and preservation of socioemotional wealth. Furthermore, the
more family ownership these enterprises have, the higher the probability that
these goals are inconsistent so that they are more likely to adopt a decoupling strat-
egy. Existing research has shown that decoupling is one of the strategies private
businesses use to buffer external institutional pressures (Liu, Sun, & Zhu, 2016).
These strategies include internal separation, symbolic management, and limited
compromise. In the case of Party branches building in the private sector,
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because the claimed aims of the Party building campaign are very broad and
abstract, how to realize these goals is still under exploration./”! This leaves room
for private enterprises to decouple from the political and social goals mandated
by the GCP.

One of the core tasks of the Party branches in the private sector is to protect
the basic rights and interests of employees in this sector. For example, a document
issued by the Organization Department of the Central Committee of the CCP in
2000'”! demanded that ‘.. safeguarding the rights and interests of employees must
become the important task of the Party organization...’. ‘Protecting the rights and
interests of all sides in the Non-state sector’ was also written into the Constitution of
the CCP in 2002 and was also stressed in the important file ‘Instructions on
Strengthening and Improving the Party Building of Non-state Enterprises’
issued by the Organization Department of the Central Committee of the CCP
in 2012. Although these guidelines were written into the official documents and
created political pressures for private enterprises, how to implement these policies
depends on the local political authorities. As we argued above, the dual goal of pol-
itical legitimacy and preserving family control may be achieved when family enter-
prises adopt a decoupling strategy. The more family ownership, the stronger the
motivation of preserving family control, and the more the likelihood of adopting
a decoupling strategy for private enterprises. Therefore, we propose:

Hypothesis 2: The higher the degree of famuily ownership, the more likely private enterprises
that have already established Party branches would adopt a decoupling strategy.

Market and Legal Environment and Private Enterprises’ Party
Branches Building

New institutional economists argue that it is critical to minimize the transaction
cost and boost economic growth through improving transaction efficiency and
reducing opportunistic behaviors (MacMillan, 2002). However, the institutional
environment of China’s transitioning economy is immature, which provides
room for the emergence of alternative institutions, replacing formal institutions’
role in property rights protection, investment risk moderation, and transaction
cost reduction. For private enterprises, the preference for family control not only
originates from the internal motivation of preserving socioemotional wealth, but
also from a flawed institutional environment where resource constraint and polit-
ical interventions are still prevalent for these businesses (Shleifer & Vishny, 2002).

The tightening of family control in private enterprises is a mediation strategy
in response to the uncertainties of the external institutional environment. Being dis-
criminated against by formal financial institutions, private enterprises are com-
monly facing loan resource shortage and high financing costs. However, the
financial constraint is also closely related to the development of the local capital
markets. Private enterprises located in poorly developed areas are facing severe
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financial constraint and tend to tighten family control because they have to rely on
internal family-based loan channels. For example, big family corporations would
invest or control other listed companies through the capital markets, building a
pyramid-like share structure, and constructing an internal capital market under
the control of the family to relieve financial constraint (Shin & Park, 1999).
Secondly, the interventions of the local governments in private enterprises are
also related to the local legal environment. A flawed legal system and ineffective
law enforcement agencies cannot protect the property rights of private enterprises,
and some political agencies are even involved in conspiracies to plunder wealth
of private enterprises. Therefore, private enterprises have strong motivations to
avoid institutional risks through strengthening family control. For instance,
Morck, Stangeland, and Yeung (1998) examined the strategic connections
between family enterprises and local authorities in different areas, and found
that in underdeveloped states, family control was stronger and family businesses
were more likely to adopt a rent-seecking strategy to reduce the risks of being
exploited.

In contrast, a well-functioning market and legal environment could loosen
family control in family businesses. In such an environment, the legal system is
sound and operates efficiently, assuring the allocation of resources largely
through the market forces, not the power of government. The dependence of
family businesses on the government diminishes. There 1s little need for family busi-
nesses to respond to the constraints of external institutions by strengthening family
control. Chen, Wei, and Xiao’s (2013) study on Chinese listed family businesses
showed that in areas with an efficient legal system and sufficient financing
sources, the degree of family control was reduced, reflected in the separation of
control for cash flow and for the number of family board members. The study
of Chen and Wang (2013) on unlisted private enterprises also showed that the
degree of family control would decrease as the degree of marketization increased.

Private enterprises would have strong motivations to build Party branches
when it facilitates the maximization of firm benefits. As a practice of institutional
entrepreneurship (Greenwood & Suddaby, 2006), some private enterprises would
build Party branches as a vital political connection to acquire key resources exter-
nally and relieve political interventions. Party branches may serve as an open,
formal, and authorized interacting medium between enterprises and the Party-
state. For example, when building joint Party branches with local governments
or state-owned enterprises, private enterprises tend to choose partners from rele-
vant departments and industries, such as energy, taxation, customs, banking,
and media, which may benefit the operations of the firms in practice.['”) This
pattern of Party building certainly increases the capability of acquiring precious
resources for private enterprises. The study of He and Liu (2020) on unlisted
private businesses finds that building Party branches can significantly increase
the quantities of bank loans and government subsidies. On the other hand, the
CCP and the government are two interdependent components of China’s political
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system. Therefore, Party branches within private enterprises could help avoid the
interventions from the government. Cao’s (2006) study suggested that even in
Wenzhou, Shejiang province, where the institutional environment was comparatively
friendly, local family businesses still faced obstacles and interventions from a few
local officials. Hence, establishing Party branches provides legal channels of
voicing interests, and thus increases the negotiation power of private enterprises.

In sum, building up Party branches in a well-developed market and legal
environment not only elevates private enterprises’ capability of attaining resources,
but also satisfies the demands of the local authorities; therefore, the possibility of
building Party branches for these private enterprises is increased. We accordingly
propose the following hypothesis:

Hypothesis 3: The improvement of the market and legal environment could significantly
weaken the negative effect of family ownership on the likelthood of establishing Party branches
in private enterprises.

RESEARCH DESIGN
Data Sources

To investigate the relationship between institutional environment, family owner-
ship, and private enterprises’ coupling and decoupling strategies in the Party
branches building campaign, we acquired three unique datasets from the
Chinese Private Enterprise Survey (CPLES) conducted in 2008, 2012, and 2018.
The survey was jointly conducted by the United Front Work Department of the
CCP Central Committee, the All-China Federation of Industry and Commerce,
the State Administration for Market Regulation, the Chinese Academy of Social
Sciences, and the Research Association of Chinese Private Enterprises. This
survey adopted a multistage sampling strategy, covering privately owned enter-
prises of various industries and sizes from all the 31 provinces of mainland
China. The survey collected 4,096, 5,073, 7,476 valid responses of firm owners
in 2008, 2012, and 2018, respectively. After ruling out samples with missing
values in our interested variables, the numbers of private enterprises left in the

final analysis vary in different models and years.!""!

Measures of Variables

Dependent variables. Party branches building. Party branches building within the private
sector serves as a coopting strategy of the CCP. According to the document
released in 2009 by the Organizing Department of the CCP Central
Committee, three levels of Party organizations in the private sector should be
established based on the number of CCP members in the firms: joint Party
branches with other organizations for enterprises with less than 3 CCP
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members; Party branches with more than 3 and less than 50 CCP members; and
General Party Branch Committee or Basic Party Committee with more than 50
CCP members.!'” The three CPES surveys only asked whether Party branches
were established in the enterprises but did not distinguish the types of Party
branches. In this context, if the enterprise has established a Party branch, it was
encoded as 1, and 0 otherwise.

Decoupling of Parly branches building. We use the gap between the symbolic organiza-
tional forms and actual behaviors of organizations as the indicator of decoupling
strategy. As far as the Party branches building of private enterprises is concerned,
we see the establishment of Party branches in enterprises as an institutionally
enforced structure. However, the surveys lack direct information on the practical
operations of Party branches building, so it is hard to quantitatively operationalize
the actual behaviors. Therefore, we used one indirect measure of the political
decoupling strategies of the private enterprises: to what extent the political and
social goals of Party branches have been achieved in practice. One of the core pol-
itical and social goals in the private sector is to safeguard the rights and interests of
employees, and social security (e.g., pension) is definitely one of the employees’
core rights. We thus measure the degree of decoupling using the percentage of
employees covered with social securities in each private enterprise. In private
enterprises that have established Party branches, the percentage of employees
with social securities reflects the extent to which private enterprises are willing to
couple with CCP’s political and social goals.

Explanatory variables. Family ownership. In the literature, the percentages of family
members in the board of shareholders and top management team are the two main
indicators of the family’s intention to control (Anderson & Reeb, 2003). In the
CPES 2008, 2012, and 2018 data, the family’ intention to control is measured by
the percentage of family shares in the total net asset value of the enterprises. The
higher the family ownership, the greater the intention of maintaining family control,
the more the motivations to preserve socioemotional wealth for private enterprises.
Political pressure. This 1s indirectly measured by the time, using 2012 as a cut point
year when the large size Party branches building campaign kicked off. Political
pressure to build Party branches is much higher after 2012.

Moderating variables. Perceptions of market and legal environment. In examining the post-
reform Chinese institutional environment, previous studies mostly used objective
measures of market development. For example, the Fan index describing the differ-
ent levels of marketization in every province of China has been released since 1997
and has been widely accepted by scholars in China and abroad (Fan, Wang, &
Zhang, 2001). Although this objective market environment does have a significant
impact on business operations and survival rate of enterprises, it is entrepreneurs
who make direct business decisions under a certain institutional environment. And
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important decisions are only made when the external pressures are perceived and
interpreted by entrepreneurs (Miller & Shamsie, 1999). In this sense, entrepreneurs’
perceptions of the market and legal environment could better measure the effects of
institutional environment on organizational behaviors. In this study, we use entrepre-
neurs’ evaluations of the local market environment and legal enforcement conditions
as two measures of the institutional environment. The 2018 CPES contains 11 ques-
tions on the local market environment and 9 questions on the degree of satisfaction
with the legal enforcement conditions. The higher the scores in these questions, the
worse the market environment perceived by the entrepreneurs. We reverse coded all
the responses and calculate the means of the two sets of questions, creating a separate
measure of ‘Market environment perception’, and ‘Legal environment perception’.
In this way, higher values of the two indicators represent a better institutional envir-
onment. In addition, considering those two variables of institutional environment
perceptions are measured using evaluation scales, we adopt a factor analysis to
reconstruct two new indicators ‘Market environment perception (new) and ‘Legal
environment perception (new)’ as a robustness check.

Control variables. The controlling variables in this study include the characteristics of
the owners and their enterprises, including owners’ gender (1 if owners are males, 0
otherwise), education (1 if owners’ education is college and above, 0 otherwise), Party
membership (1 if owners are Party members, 0 otherwise), political status (1 if owners
are People’s Congress delegates or Chinese People’s Political Consultative
Conference (CPPCC) members, 0 otherwise), firm size (logged number of employ-
ees), firm age, firm profit (winsorized and logged), and industry (1 if firms are in the
manufacturing industry, 0 otherwise). In addition, the study also controls for the
regional variations, that is, the provinces that these firms are located in.

Modeling Strategy

We first used the Logistic Regression model and the Ordinary Linear Regression
model to estimate the effects of family ownership on the establishment of Party
branches and the degree of political decoupling in these enterprises, respectively.
The full models were set as follows:

Party, = a;Family_ownership; + aylInstitution_Envi;
+ asFamily_ownership *Institution_Envi; + a4.X; + ¢ (1)

Social_security; = f3; Family_ownership, + f,Party,
+ B;Institution_Envi;
+ B,Family_ownership Institution_Envi; 4+ ..X;

+ & (2)

where Party; means the logged odds of the enterprise establishing a Party branch
relative to not establishing a Party branch; Social_security; refers to the percentage
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of employees with social securities in a private enterprise. The core explanatory
variable in the two equations is Family_ownership;, which represents the percent-
age of total net assets owned by family members and measures the degree of
socioemotional wealth in the years 2008, 2012, and 2018. Party ¢ indicates
whether a private enterprise has built a Party branch. Institution_Envi;
denotes the evaluation score of owner perceived institutional environment.
Family_ownership,*Institution_Envi; denotes the interaction term between
family ownership and institutional environment. Finally, X; denotes a series of
control variables, including the characteristics of the business owners, organiza-
tional and regional characteristics. €; 1s an independent and identically distributed
variable with the standard normal distribution, representing random unobservable
disturbance factors. We first estimate the coefficients of family ownership in models
(1) and (2) without the interactions in the years 2008, 2012, and 2018, and then
examine the effects of the interaction terms in the year 2018.

RESULTS
Summary Statistics

Table 1 reports the summary statistics of the variables used in the empirical models
in the years 2008, 2012, and 2018. It is found that 37% and 35% of the private
enterprises established a Party branch in 2008 and 2012, respectively, while
40% of the private enterprises had established a Party branch by 2018. It is also
found that the percentage of employees with social securities increased dramatic-
ally from 21% to 52% between 2008 and 2018. The increased the percentage of
Party branches building in the private enterprises and the increased percentage of
employees with social securities from 2008 to 2018 suggest positive effects of the
new Party building campaign since 2012.

The percentage of family shares increased significantly from 66.7% to 84.1%
between 2008 and 2018. This suggests the dominance of family enterprises in the
private sector of China. We also find 28-33% of enterprise owners in the three
years were CCP members and 29-56% were People’s Congress delegates or
CPPCC members within the three years, suggesting a high level of political connec-
tions. These enterprises were 8-12 years old and have 173-219 employees on
average, suggesting that most of them were small- and medium-sized enterprises.

The Effects of Family Ownership on the Establishment of Party
Branches and Political Decoupling from 2008 to 2018

In Table 2, Column (1) reports the estimated coefficients of the effect of family
ownership on the establishment of Party branches in the year 2008 when the
new Party branches building campaign had not started. It can be seen that the
effect of family ownership is —0.006, and it is very significant (p < 0.01), indicating
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Table 1. Summary statistics of main variables in 2008, 2012, and 2018

2008 2012 2018
Variable N Mean Std. Dev. N Mean Std. Dev. N Mean Std. Dev.
Build a Party branch 3,471 0.37 0.48 4,424 0.35 0.48 7,476 0.40 0.49
Percentage of employees with social securities 2,358 0.21 0.34 4592 0.21 0.27 5,780 0.52 0.39
Family ownership 3,526 66.66 28.57 4,155 75.91 29.98 5,879 84.05 26.35
Firm size (number of employees) 3,941 179.62 596.27 4,952 218.6 1,135.87 7,360 172.58 970.45
Party members 4,096 0.33 0.47 5,073 0.33 0.47 7,476 0.28 0.45
Firm age 4,096 8.24 4.86 4,823 9.07 5.31 7,268 11.95 7.24
Firm profit (in 10 thousand yuan, winsorized) 3,209 257.19 681.92 4,112 534.38 1,542.27 5,318 925.92 3,741.58
Manufacturing 4,096 0.37 0.48 5,073 0.37 0.48 7,476 0.29 0.45
Male 4,079 0.84 0.37 5,052 0.84 0.37 7,441 0.77 0.42
College education and above 4071 0.62 0.49 4,980 0.65 0.48 7,384 0.69 0.46
People’s Congress delegates or CCPCC members 3,269 0.56 0.5 4,835 0.42 0.49 7,476 0.29 0.45
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Table 2. The ML estimates of the effects of family ownership on the establishment of Party branches

in 2008, 2012, and 2018

DV: Party branches building 2008 2012 2018
(1) (2) )

IV:

Family ownership —0.006%* (0.002)  —0.006*** (0.002) —0.001 (0.002)

CVs:

Owner’s characteristics
Party members
Male
College and above
People’s Congress delegates or
CCPCC members
Firm’s characteristics
Firm age
Firm size (logged)
Firm profit (winsorized and
logged)
Manufacturing
Provincial fixed effects
Constant
N
pseudo R

1.244%% (0.123)

—0.101 (0.183)
0.026 (0.127)
0.653*** (0.133)

0.016 (0.013)
0.754*% (0.060)
0.110%* (0.036)

0.409%** (0.123)
Included
—4.420%%* (0.417)
2,015
0.318

1.411% (0.105)
0.407* (0.169)
0.323%* (0.118)
0.621% (0.112)

0.028* (0.011)
0.660%+* (0.050)
0.117%# (0.030)

0.262* (0.110)
Included
—5.003%*#* (0.387)
2,770
0.349

1.028%** (0.088)
0.128 (0.106)

0.370%% (0.091)
0.559%+* (0.089)

0.019%* (0.006)
0.567%** (0.039)
0.117%% (0.024)

0.236* (0.093)
Included
—3.871%#* (0.283)
4,237
0.321

Notes: *p < 0.05, ¥p < 0.01, ¥*p < 0.001 (two-tailed test), standard errors in parenthesis.

that the likelihood of establishing Party branches decline significantly with the
increase of family ownership in private enterprises when the important owners’
and enterprises’ characteristics are controlled. That is to say, there is a significant
difference between the private enterprises with a low level of family ownership and
those with a high level of family ownership with regard to Party branches building.
This finding supports Hypothesis 1a.

Column (2) in Table 2 reports the estimate of family ownership on Party
branches building in 2012, when the new Party branches building campaign was
about to start. We can see family ownership still has a significant and negative
effect on the building of Party branches (8= —0.006, p < 0.01), and this also sup-
ports Hypotheses la.

Column (3) in Table 2 is the coeflicient estimate of family ownership on Party
branches building in the year 2018 when the political pressure was intensified. It
shows that the negative effect of family ownership on Party branches building is no
longer significant (8= —0.001, p > 0.05), which suggests the preservation of socioemo-
tional wealth has yielded to the political mandate in private enterprises. This finding
suggests that the impact of family ownership on Party branches building is no longer
as strong as that in 2012 or 2008. The effect of political pressure takes over that of
socioemotional wealth in 2018. This means in recent years, private enterprises, no
matter how high the level of family ownership is, are all have to be compliant with
the political mandate of Party branches building, which supports Hypothesis 1b.
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In terms of the control variables, Party branches are more likely to be set up in
enterprises with owners who are themselves Party members, People’s Congress
delegates, CPPCC members and have college or higher education in the years
2012 and 2018. Enterprise characteristics also significantly affect the likelihood
of Party branches establishment. The coefficients of firm age (except in 2008)
and firm size on Party branches building are positive and significant, suggesting
that the longer an enterprise survives, the more the number of employees, the
more likely the enterprise is to set up a Party branch. The effects of enterprise
profit on Party branches building are very significant and positive in all three
years, suggesting that private enterprises with better economic performance will
be more likely to build Party branches.

Table 3 reports the impact of family ownership on the de facto functioning of
Party branches in the enterprises where Party branches have been established
(Model 1) and whether the establishment of a Party branch increases the level of
social securities in private enterprises (Model 2). The first column reports the esti-
mates for the year 2008 when the new Party branches building campaign had not
started. We can see that the coefficient of family ownership is —0.0001, not signifi-
cant at the 5% level, suggesting that family ownership did not have a significant
impact on Party branches establishment. In the year 2012, when Party building
in the private sector started to become one of the top priorities in the political
agenda, we can see the negative effect of family owership on the percentage of
employees with social securities become significant (8= —0.001, p<0.05). We
can also see the significant and positive effect of a Party branch on social security
level of a private enterprise (8= 0.030, p <0.05) in the year 2012, suggesting the
positive effect of the political pressure on social securities of employees in private
enterprises. In the year 2018, when the new Party branches campaign was being
carried out extensively, the negative effect of family ownership on the percentage
of employees with social securities was also significant (8= —0.001, p<0.01,
Column (5)) while Party building did not have a significant effect (8= 0.014, p>
0.05, Column (6)), which supports Hypothesis 2 that the decoupling strategy
does exist. The results in Table 3 suggest that although the political pressure
was intensified significantly and the percentage of Party branches building also
increased from 2008 to 2018, the degree of family ownership could still signifi-
cantly inhibit the achievement of Party branches’ political and social goals.

The above results indicate that although private enterprises with a high level
of family ownership allow Party branches to enter their enterprises, and the build-
ing of Party branches may force these enterprises to ameliorate the social security
conditions of employees, private enterprises with a higher level of socioemotional
wealth tend to offer lower percentage of social securities, which is a typical decoup-
ling behavior. The decoupling strategy is probably the outcome of the interaction
between the legitimacy constraint and the family control logic. Under the circum-
stance of great political pressures, family enterprises follow the legitimacy logic and
adopt the policy call for Party branches building. However, this may be at odds
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Table 3. The OLS estimates of the effects of family ownership on the percentage of employees with social securities in 2008, 2012, and 2018

2008 2012 2018
DV: Percentage of Social Securities
(1) 2) ) ) (%) ()
Iv: Model 1 Model 2 Model 1 Model 2 Model 1 Model 2
Family ownership —0.0001 (0.001)  —0.001 (0.000) —0.001* (0.000) —0.001** (0.000)  —0.001** (0.000)  —0.001** (0.000)
CVs:

Owner’s characteristics
Party members
Male
College and above
People’s Congress delegates or
CCPCC members
Firm’s characteristics
Firm age
Firm profit (winsorized and logged)
Manufacturing
Party branch (=1)
Provincial fixed effects
Constant
N
R

0.033 (0.041)
—0.068 (0.062)
—0.035 (0.043)
—0.022 (0.051)

—0.007 (0.004)
0.014 (0.011)
0.021 (0.041)

Included
0.399%* (0.145)
363
0.165

0.005 (0.025)
—0.062* (0.030)
0.012 (0.023)
0.034 (0.026)

—0.003 (0.002)
0.013* (0.006)
0.043 (0.023)
0.046 (0.027)

Included

0.364*** (0.076)

1,043
0.093

—0.000 (0.018)

—0.006 (0.032)
0.067% (0.021)

—0.016 (0.020)

—0.000 (0.002)
0.013% (0.004)
0.009 (0.018)

Included

0.266%* (0.065)

954
0.114

—0.006 (0.011)
—0.001 (0.015)

0.054%% (0.011)

—0.015 (0.012)

0.003** (0.001)

0.019%** (0.003)

0.003 (0.011)
0.030* (0.012)
Included

0.177% (0.036)

2,539
0.155

0.007 (0.017)

—0.001 (0.025)
0.043* (0.021)

—0.022 (0.018)

0.004% (0.001)
0.028% (0.004)

0.020 (0.019)

Included

0.582% (0.057)

1,518
0.170

0.007 (0.014)
0.036* (0.015)
0.079%* (0.013)

—0.027 (0.015)

0.005*** (0.001)
0.037%** (0.003)
—0.005 (0.014)
0.014 (0.015)
Included
0.478*** (0.040)
3,481
0.218

Notes*p < 0.05, ¥p < 0.01, ** » <0.001 (two-tailed test), standard errors in parenthesis.
The sample used in Model 1 only includes private enterprises which have already established the Party branches. The sample used in Model 2 is the full sample.
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with family businesses’ priority goal of preserving socioemotional wealth, and thus,
the role of Party branches may be undermined in the internal operations of these
enterprises when private enterprises try to maintain family control.

The Moderating Effects of Market and Legal Environment Perceptions

Having confirmed that family ownership inhibits the establishment of Party
branches in private enterprises when the political pressure is not that high, this
section mainly examines how the owners’ perceptions of the market and legal
environment affect private businesses’ coupling and decoupling choices in the
year 2018. Estimated results using Logistic regression models are presented in
Table 4.

In Table 4, the dependent variable and independent variable are the same as
those in Table 2 while the interaction terms of family ownership and market and
legal environment perceptions are added. In Column (1), the interaction term is
significantly positive (8=0.008, p<0.001), suggesting that the higher the
owners’ evaluation of the local market environment, the weaker the inhibiting
effect of family ownership on the Party branches building. That is, in places
where the market environment is better, private enterprises are more likely to
establish Party branches, supporting Hypothesis 3. In addition, we include
owners’ subjective evaluation of the local legal environment as another measure
of the institutional environment. The interaction coeflicient of the variable and
family ownership is significantly positive in Column (2) (8=0.009, p <0.001).
These findings suggest in family enterprises with a higher level of family ownership,
owners’ awareness of a better market and legal environment will enhance the like-
lihood of setting up the Party branches, which supports Hypothesis 3.

Robustness Checks and Additional Analyses

The CPES 2018 survey measures both the perceived market environment and
legal environment using a scale comprised of a series of questions. Although the
indexes generated by averaging the two groups of questions are straightforward,
the underlying assumption of this method is that each question is equally contrib-
uted to the measure of the perceived institutional environment, which obviously
ignores the varying importance among these questions. Therefore, it is necessary
to adopt a factor analysis so that appropriate weight could be allocated to the dif-
ferent aspects of the market and legal environment.

Table 5 and 6 report the results of the principal component factor analysis.
The KMO scores for the two factor analyses are 0.914 and 0.933, respectively,
much higher than the threshold value of 0.6, suggesting that the two sets of ques-
tions are suitable for factor analysis. We extract a common factor from the nine
questions of business owners’ legal environment perceptions. Two common
factors could be extracted from the 11 questions based on the eigenvalue and a
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Table 4. The ML estimates of the effects of family ownership, market and legal environment per-
ceptions on Party branches building of Chinese private enterprises in 2018

DV: Party branches building

(1)

2)

IVs:
Family ownership
Market environment perception
Family ownership*market environment perception
Legal environment perception
Family ownership*legal environment perception
CVs:
Owner’s characteristics
Party members
Male
College and above
People’s Congress delegates or CCPCC members
Firm’s characteristics
Firm age
Firm profit (winsorized and logged)
Manufacturing
Provincial fixed effects
Constant
N
pseudo R

—0.036%** (0.010)
—0.600% (0.212)
0.008%* (0.002)

1.098%=* (0.086)
0.161 (0.104)

0.531% (0.088)
0.778%* (0.087)

0.038*** (0.006)
0.320%** (0.019)
0.528%** (0.089)
Included
—0.625 (0.883)
4,196
0.284

—0.036%** (0.009)

—0.578** (0.196)
0.009%** (0.002)

1.109%* (0.086)
0.178 (0.104)

0.528% (0.088)
0.777%% (0.087)

0.038*** (0.006)
0.311%*** (0.019)
0.546*** (0.090)
Included
—0.793 (0.785)
4,147
0.284

Notes: * p<0.05, **p < 0.01, ¥¥p <0.001 (two-tailed test), Standard errors in parentheses.

comprehensive factor score can be calculated based on their respective contribu-
tions to the ‘Market environment perception’ variable. In addition, Table 6
shows the Cronbach’s alpha for the reliability of the measurement index. Since
both coefficients of the two variables are greater than 0.93, it suggests that the
items contained in the common factors have good reliability.

Table 7 reports the results of the regulation effects of the above two new insti-
tutional environment perception factors. Column (1) shows that the interaction
term between the market environment perception and family ownership is signifi-
cantly positive (8= 0.008, p<0.05). Similarly, the coefficient of the interaction
term between the legal environment perception and family ownership is statistic-
ally significant and positive (8=0.006, p<0.01). Therefore, the results in
Table 7 are consistent with those in Table 4. It confirms again the improvement
of the perceived market and legal environment, can promote the establishment
of Party branches in the private sector, which supports Hypothesis 3.

To overcome the potential endogeneity problems such as omitted variables
and reversal causal relationship between family ownership and Party branches
building or level of social securities in employees, we use whether or not the
private enterprise has established a family office as an instrument variable in the
regression analysis. Since 2013 establishing a family office has become a fast
rising fashion in mainland China, intending to preserve financial as well as
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Table 5. The results of extracting common factors

271

Market environment perceptions

Legal environment perceptions

Factor 1 Factor 2 Factor 1
Eigenvalue 5.334 2.815 6.507
Proportion 0.485 0.256 0.723
Cumulative proportion 0.485 0.741 0.723

Table 6. Loadings of factor analysis and relevant test results

Bustiness environment perceptions

Legal environment perceptions

Factor  Factor Factor

Ttems 1 2 Ttems 1

More convenient and simple adminis- 0.822  0.124 Punishment against dishon- ~ 0.744
trative examination and approval est market participants
procedures

Save the time of processing industrialand ~ 0.873  0.099  Personal security 0.862
commercial certificates

The industrial and commercial adminis-  0.834  0.210  Security of property and 0.876
trative institutions enforce the law wealth
impartially

More flexible business registration 0.870  0.123  Protection of entreprencur’s  0.888

right of personality

Simple and convenient enterprise annual ~ 0.851  0.160  Intellectual property 0.860
report procedures protection

Simplified procedures for replacing five ~ 0.839  0.126  The sound laws and 0.862
certificates with one regulations

Diligent government officials, actively 0.705 0.410  The legal consciousness of 0.865
serve enterprises cooperative enterprises

A ‘social movement’ like market 0.676  0.473  The filing efficiency of judi-  0.859
regulator cial organs

How easy it is for firms to borrow money 0.196  0.887 Implementation of court 0.829
from state-owned banks judgments

The difficulty that firms raise funds from  0.126  0.906
private channels

Find the skilled workers needed 0.095 0.831

KMO 0914 0.933

Bartlett sphericity test
Cronbach’s alpha

0.931

0.866

27 =46,610.064, p=0.000 x*=53,002.828, p=0.000

0.945

nonfinancial wealth.!"®! There are two types of these offices based on their pur-

poses: investment purpose and noninvestment purposes such as legal service, phil-

anthropy, tax planning, and trustee management (Gao & Ye, 2018). Establishing a

family office reflects a private enterprise’s clear intention to preserve socioemo-

tional wealth and has a positive correlation with family ownership. However, the

trend did not emerge in the private enterprise sector until very recently. About
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Table 7. The ML estimates of the effects of family ownership, market and legal environment per-
ceptions on Party branches building in 2018 (The principal component analysis)

DV: Party branches building (1) 2)
IVs:
Family ownership —0.002 (0.002) —0.002 (0.002)
Market environment perception (new) —0.456 (0.286)
Family ownership*market environment perception (new)  0.008* (0.003)
Legal environment perception (new) —0.368* (0.153)
Family ownership*legal environment perceptions (new) 0.006** (0.002)
CV:
Owner’s characteristics
Party members 1.136%** (0.100)  1.073*** (0.095)
Male 0.165 (0.120) 0.138 (0.114)
College and above 0.611*# (0.103)  0.530*** (0.097)
People’s Congress delegates or CCPCC members 0.674*** (0.102)  0.763*** (0.095)
Firm’s characteristics
Firm age 0.043** (0.007)  0.041*** (0.007)
Firm profit (logged) 0.326%** (0.023)  0.306*** (0.021)
Manufacturing 0.498** (0.104)  0.543*** (0.098)
Provincial fixed effects
Coonstant —3.071%%* (0.315) —2.934*** (0.295)
N 3,184 3,505
pseudo R? 0.290 0.289

Notes: *p <0.05, ¥ p<0.01, ¥*p < 0.001 (two-tailed test), standard errors in parenthesis.

14% of private enterprises have established a family office according to the CPES
2018 survey. Establishing a family office in this stage is more of a symbolic and imi-
tative action than of a substantive structure, we thus argue that this should not dir-
ectly affect a private enterprise’s decision making in the establishment of a Party
branch and the level of employees’ social securities. Employing this instrumental
variable and a two-stage least square (2SLS) estimation approach, we re-estimate
the effects of family ownership on Party branches building and percentage of
employees with social securities. It is found that the effects of family ownership
on Party building and social security protection are all negative and significant
(B=-0.007, p<0.001 for Party building, 8= —0.009, p <0.01 for percentage of

employees with social securities)!'*!

, suggesting strong intentions to preserve socio-
emotional wealth in these private enterprises. Therefore, the endogeneity problem
should not be a big concern. In sum, our findings on the relationship between pol-
itical pressure, family ownership, and the coupling or decoupling decisions are very

robust.

DISCUSSION

China’s market-oriented reform is an important driving force to the transformation
of its economy. As a burgeoning sector, China’s private enterprises still have a
strong dependence on political and economic policies, making them vulnerable
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to institutional changes when they grow. Drawing on three waves of CPES in 2008,
2012, and 2018, this study examines the effects of family ownership on the estab-
lishment of Party branches in private enterprises, the actual functions of these Party
organizations, as well as the changes of these effects in the varying market and legal
environment. The empirical analyses reveal that before the initiation of the Party
branches building campaign in 2012, private enterprises with a high level of family
ownership tend not to build Party branches, while in recent years, the significance
of the negative relationship between family ownership and Party branches building
disappeared. This suggests that private enterprises, regardless of the degree of
family control, have to respond to Party branches building requirements due to
the legitimacy constraint under the strong political pressure. This coercive pressure
forces most qualified private enterprises to build Party branches. Secondly, in
private enterprises with Party branches, family ownership will inhibit the participa-
tion rate of employees’ social securities, although promoting employees’ social
securities is definitely one of the core functions of Party organizations. This suggests
that the Party branches have not played a substantial role in private businesses,
showing a decoupling of the actual operations from the formal governance struc-
ture. Thirdly, business owners’ good perceptions of the market and legal environ-
ment can encourage private enterprises to set up Party branches. These findings
suggest that private enterprises’ responses to the institutional environment are
dynamic and adaptive.

This study offers a theoretical framework to reinterpret the strategic political
behaviors of Chinese private enterprises by integrating the socioemotional wealth
theory and neo-institutional theory. It argues that the political behaviors of private
enterprises depend on the relative strength of the two logics-family control and
institutional legitimacy. Under the pressure of political forces, private enterprises
have to strike a balance between maintaining family control and political legitim-
acy. On the one hand, when the political pressure is not that high, private enter-
prises will demonstrate their strong motivation to preserve family control and
socioemotional wealth. On the other hand, when the institutional environment
puts forward strong requirements for the political behaviors of private enterprises,
the huge pressure from the political authorities forces private enterprises to comply
with these mandates. However, no matter how strong the political pressure is, the
endogenous motivation to preserve family control would not be changed for
private enterprises.

Secondly, this research demonstrates the ‘embedded agency’ (Greenwood &
Suddaby, 2006; Thornton et al., 2012) of Chinese private enterprises when they
are challenged by political pressures. When embedded in the formal political struc-
ture, private enterprises adopt a strategy of loosely coupling: the organizational
structure is consistent with the institutional requirements, but the actual operation
is still driven by family-oriented motivations. In addition, when owners of private
enterprises feel the market and legal environment is benign, they will be more
encouraged to establish Party branches. In addition, private enterprises can
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transform political pressure into channels that are conducive to resource acquire-
ment and eventually benefit the growth of private enterprises. The establishment of
Party branches represents an organizational political connection that can help
enterprises get access to the key resources through an open and legal channel,
and this function will be more significant and effective in a sound institutional
environment. Even though private enterprises have a strong preference for
control, it is undoubtedly a very favorable choice to obtain practical benefits by
following political arrangements on the condition that they do not endanger the
actual control right of private enterprises. In this case, the legitimacy logic urges
the organization to respond to the requirements of the external institutional envir-
onment in a way that elicits practical benefits rather than coercive pressure, which
suggests that there is a two-way interactive relationship between the institutional
environment and the agency of private enterprises. Although Party branches can
be embedded in the private enterprises by means of legitimacy logic, it is still
restrained to some extent in actual operations, which demonstrates the profound
impact of socioemotional wealth motivation on business owners’ behavioral deci-
sions and the agency to resist political pressures effectively.

Thirdly, this article shed new light on the causes of the decoupling phenom-
enon raised by the neo-institutionalism perspective more than 40 years ago (Meyer
& Rowan, 1977). On the one hand, we extend the analysis of the decoupling phe-
nomenon to the behaviors of small- and medium-sized private enterprises in
China. Previous studies utilizing neo-institutionalism theory mostly focused on gov-
ernments, social organizations, institutions of higher education, as well as the
public-listed companies or state-owned enterprises (e.g., Bromley, Hwang, &
Powell, 2012). On the other hand, drawing on the socioemotional wealth
theory, we enrich the interpretations of the causes of organizational decoupling
in the neo-institutionalism framework. Neo-institutionalism holds that decoupling
is a viable strategy adopted to coordinate the contradictions between efficiency
requirements from the technical environment and legitimacy goals from the insti-
tutional environment. However, for Chinese private enterprises, driven by the fun-
damental goal of preserving socioemotional wealth, the control goal is being placed
higher priority than the efficiency goal and institutional mandates. Therefore, the
decoupling phenomenon of Party branches building in private enterprises mainly
reflects the efforts of business owners to reconcile the conflicts between control
intention and legitimacy goals. The decoupling strategy, along with other strategies
(e.g., resisting, manipulating) may be also used to address contradictions arising
from other institutional logics such as religion, corporation, and community, as

Thornton et al. (2012: 50-73) has argued.

Limitations and Future Research Directions

This study also has some limitations that future research needs to address. On the
one hand, the degree of family control can be measured from multiple aspects,
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such as the distribution of ownership and management rights within family
members (Welsch, 1993), because the governance practice is manifested in the
actual influence of family members on major corporate decisions (Handler,
1989). The three waves of CPES data only asked about the percentage of family
members in the ownership structure of the enterprise, which makes it impossible
for us to fully investigate the influence of family control on the establishment of
Party branches building and decoupling within the enterprise. However, the
modern transformation of the governance structure of small- and medium-sized
private enterprises in contemporary China has been relatively slow, and profes-
sional managers have not been put into popularity in private enterprises. Family
members not only occupy the board of shareholders, but also dominate the man-
agement positions in these enterprises. I'or example, according to the CPES 2010
survey data, there is a considerable overlap of ownership and management rights
in Chinese family enterprises, and thus, we have much confidence in the reliability
of our measure of family control and SEW. On the other hand, organizational
decoupling is embodied in the degree of consistency between the commitment
made by an organization and its actual behaviors, such as the gap between the
claimed and the actual expenditures of an organization on a certain social respon-
sibility project. The three waves of CPES survey data do not collect direct informa-
tion on the enterprises’ commitments to and performance of the Party branches
building, and questions available cannot help us learn more about the actual activ-
ities of the Party branches in depth. Future research using better measures supple-
mented with case interviews and participant observations may overcome some of
these deficiencies.

Data Availability Statements

The data that support the findings of this study are openly available at Harvard
Dataverse https://doi.org/10.7910/DVN/Z0Z61]
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[1] Because the Chinese Communist Party (CCP) is the only ruling party to run the government, we
use ‘Party-state’ to denote the characteristic of the Chinese political system.

[2] These statistics are from https://www.sohu.com/a/199308852_428290

[3] More than 85% of the private enterprises actually belong to family enterprises, according to
some research and reports, for example: http://www.campdentb.com/article/china-unleashed-
how-family-business-powers-chinese-economy

[4] ‘Instructions on Strengthening and Improving the Party Building of the Non-state Enterprises,
see www.samr.gov.cn/djzcj/scdjgz/wifg/201902/t20190215_281570.html

[5] For example, in Keshi, Xinjiang, performance in Party building could be used as one of the
criteria for promotion, see https://www.sohu.com/a/362137910_266317
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[6] ‘Regulations on the Evaluation of the Non-state Enterprises Party Building Work in the
Economic Development Zone of Bozhou (Trial)’, see http://bz.anhuinews.com/system/
2018/04/18/007850321.shtml

[7] See the report from http://dangjian.people.com.cn/n1/2018/1208/c117092-30451122 html

[8] The General Party Secretary of CCP Xi, Jinping himself also recognized Party building in the
private sector is a challenging task, see http://www.ytdangjian.gov.cn/system/2016/04/08/
010285446.shtml

[9] “Suggestions on Strengthening the Party Building Work in the Non-state Economic
Organizations such as Self-employed and Private Enterprises (Trial)’, see http://www.dong-
gang.gov.cn/mshtml/2009-9/32815.html

[10] See the report from NewsChina.net, see http://www.xinhuanet.com/fashion/2018-02/08/
c_1122388429.htm

[11] Replication data and code for this study are available at Harvard Dataverse, https://dataverse.
harvard.edu/: ‘Replication data for Xiaobin He: Between Legitimacy and Socioemotional
Wealth: Family Ownership and the Party Branches Building of Chinese Private Enterprises’,
https://doi.org/10.7910/DVN/ZOZ61]

[12] Refer to http://www.sohu.com/a/166487438_391643

[13] Refer to http://mobile.www.campdenfb.com/article/china-s-billionaires-enthusiastically-adopt-
family-offices-preserve-wealth

[14] The complete results of the 2LSL estimation are available on request from the authors.
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