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STRATEGIC SIMILARITY AND FIRM PERFORMANCE: 

THE TENSION BETWEEN LEGITIMACY AND 

COMPETITION 

 
ABSTRACT 

 

Should firms behave differently from or similarly to competitors? Being 

distinctive helps develop competitive advantages and win competition. Being similar 

contributes to gaining legitimacy and protecting firms from public suspicions, 

challenges, and punishments. Strategic balance perspective argues that firms should 

take a balanced approach and maintain a moderate level of similarity to obtain better 

performance. Based on this perspective, this dissertation includes two studies to 

address some problems inhibiting the development of this stream of research. In study 

1, we found that 69 of 155 (44.5%) manufacturing industries provide supportive 

evidence. Further analysis suggested that moderate level of similarity is not beneficial 

to firm performance in industries with low level of competition or with multiple 

strategic groups. In the second study, we focused on contexts where consist of two 

groups of firms, local firms and foreign firms. We examined the influences of 

positioning strategies for foreign firms who desperately seek local acceptance and 

found that foreign firms should be strategically similar to local firms and maintain 

moderate level of similarity to other foreign firms. This dissertation not only has 

contributions on consolidation, accumulation, and advancement of knowledge base of 

strategic balance perspective, but also has several implications for future research.     

 

Keywords: Strategic Balance Perspective; Competition; Legitimacy; Replication; 

Collective Identity  
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策略相似性與廠商績效：正當性與競爭之權衡 

 

摘要 

廠商的策略該與競爭者相似，或與競爭者不同？相似或相異都有其道理，

與競爭者不同有助於發展競爭優勢以贏得市場競爭；然而與產業同儕相似可取得

正當性，免於社會各界的質疑、挑戰與懲罰。策略平衡觀點主張廠商應平衡兩者，

保持有點像又有點不像最有助於績效。本論文基於此，進行兩個研究試圖探討廠

商該採取相似或相異的策略。研究一以大陸 155 個製造產業進行實證，結果發現

僅有 69 個(44.5%)產業支持此觀點，進一步分析發現在低度競爭及多個策略群組

存在的產業中，中等的相似性未必有好績效。研究二則探討當產業中存在兩群廠

商，一群是既有的本地廠商，另一群是新進入市場的外商，對於急需當地社會接

受(正當性)的外商而言，應與本地廠商相似，或與其他外商相似，亦或不同於兩

群廠商？以大陸製造業外商的實證結果，外商在策略上應與本地廠商相似，並與

其他外商維持中等程度的相似性，將最有益於績效。本論文不僅有助於策略平衡

觀點知識基礎之鞏固、累積與發展，並提供了此脈理論未來的研究方向。 

 

關鍵字：策略平衡觀點；競爭；正當性；複製；集體認同 
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CHAPTER 1 INTRODUCTION 

How to gain legitimacy and win competition simultaneously is critical to firms’ 

prosperity and survival (Baum and Oliver, 1991, Chen and Hambrick, 1995; Oliver, 

1997). Institutional theorists have suggested that to be similar to peers is beneficial in 

terms of obtaining legitimacy and avoiding performance penalties (e.g., DiMaggio 

and Powell, 1983). Other researchers with strategic views, such as the resource-based 

view and competitive analysis, have argued that firms should be different in order to 

develop their unique resources and capabilities and stake out a unique competitive 

position (Barney, 1991; Baum and Mezias, 1992; Baum and Singh, 1994; Carroll, 

1985; Helfat et al., 2007; Porter, 1996). Given this tension between legitimacy and 

competition, scholars have proposed a strategic balance perspective and empirically 

found that firms that position themselves at a medium level of distance relative to 

industrial norms contributes to firm performance the most, compared to positioning at 

either a low or high levels of distance (Oerlemans and Meeus, 2005; Robinson and 

McDougall, 2001; Deephouse, 1999; Porac, Thomas, and Baden-Fuller, 1989). 

How firms strategically manage the competing pressures of gaining legitimacy 

and wining competition and obtain optimal performance through proper positioning 

strategy is not only a core research question of strategic perspective, but also one of 

the core paradoxes at the interface of strategic management and organization theory 

(Deephouse, 1999; Durand and Calori, 2006; Miller and Chen, 1996; Zhao, Fisher, 

Lounsbury, and Miller, 2016). After institutional theory enters the strategy 

conversation, substantive engagements between these two perspectives have occurred 

since the late 1990s. For example, Oliver (1997) compared the influences of 

organizations’ relationships to the competitive environment (also named as task 

environment) versus institutional environment on firm performance in Canadian 
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construction industry and found that competitive environment relationship contributed 

to firms’ profitability and productivity. She also found that institutional relationship 

was associated significantly with firm performance under highly regulatory stringency

─the complexity and burden of regulatory environments (Fennel and Alexander, 

1987). Her study indicated that both institutional and competitive environments affect 

firm performance, especially when these environments exert intense pressures on 

firms. Deephouse (1999) firstly introduced the idea of strategic balance approach 

toward competitive and institutional pressures and found that a moderate level of 

strategic similarity─’the extent to which a firm’s strategic position resembles the 

strategic position of other firms competing in its market at a particular point in time’ 

(p. 148) ─of resource allocation maximizes firms’ financial performance compared 

with low and high levels of strategic similarity in an industry with both intense 

competitive and institutional forces using 159 commercial banks located in the Twin 

Cities area.  

To date, the strategic balance perspective is broadly recognized as the best 

method for addressing the pressures from social norms and competition and 

maximizing firm performance. This perspective recommends that firms should 

position themselves “as different as legitimately possible” (Deephouse, 1999: 147) 

and engage in strategies that achieve optimal distinctiveness (Zuckerman, 2016). 

Current research has highlighted that strategic balance perspective has key 

implications for a variety of firm outcomes including resource acquisition (Lounsbury 

and Glynn, 2001), corporate governance (Zajac and Westphal, 1994), firm and 

stakeholder attention (Ocasio, 1997), reputation (Basdeo et al., 2006), and financial 

performance (Deephouse, 1999). This perspective is not only advocated by strategic 

scholars but is also widely applied in other fields, such as organizational image 
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(Lamertz, Heugens, and Calmet, 2005), technology collaborations (Eapen and 

Krishnan, 2009), and global talent management (Sidani and Al Ariss, 2014). 

Due to the importance and growing research of strategic balance perspective, 

Zhao et al. (2016) reviewed past research related to strategic balance perspective and 

optimal distinctiveness and encouraged a more integrative effort to broaden the 

interface between institutional theory and strategic management. They enumerated 

several problems inhibiting research progress on this stream of research. First, those 

related studies employ different conceptual terms and operationalizations such as 

strategic similarity (Deephouse, 1999), competitive conformity (Chen and Hambrick, 

1995), strategic conformity (Finkelstein and Hambrick, 1990), legitimate 

distinctiveness (Navis and Glynn, 2011), and strategic categorization (Vergne and 

Wry, 2014), creating ambiguities in the literature. Second, institutional theory and 

strategic management have been somewhat polarized in their focus on either 

conformity or differentiation and this perceived theoretical divide between these two 

camps has been too vast to encourage a more integrative effort. Third, scholars 

embracing strategic balance perspective have assumed that there is a single, relatively 

static convergence point in organizational characteristics from which distinctiveness 

is judged in a market and firms positioned too far from convergence point risk being 

ignored or sanctioned (Zuckerman, 1999). However, many markets may bear more 

convergence points because of multipoint competition (Fuentelsaz and Gómez, 2006), 

multiple strategic groups (Peteraf and Shanley, 1997), or rugged landscapes 

(Levinthal, 1997). The aforementioned problems may result in the lack of empirical 

evidence and mixed findings, undermining the knowledge base of strategic balance 

perspective. 

To respond to Zhao et al.’s (2016) call, this dissertation includes two essays to 
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consolidate, accumulate, and broaden the knowledge base of strategic balance 

perspective by (at least partially) addressing aforementioned problems. I began by 

replicating Deephouse’s (1999) seminal work using almost the same 

operationalization, model specification, and analysis1. Reproducibility of results lies 

at the core of modern science (Bettis, Helfat, and Shaver, 2014). Replication not only 

helps building a cumulative body of thought that is reliable, but also facilitates 

exploring phenomenon-based empirical regularity (e.g., learning curve, diversification 

pattern/performance, conditions favoring joint ventures). In addition, conducting 

replication in a different or independent context from the original study enhances the 

benefits of external validity (Rosenthal, 1991). By replication in 155 manufacturing 

industries in China, the first study examines the replicability, accumulates empirical 

evidence to seek for regular patterns, contributes to the external validity, identifies the 

boundary conditions, and provides additional knowledge for theory development of 

strategic balance perspective.  

In the second essay, co-authored with Prof. Yu-Chieh Jade Lo, we focused on 

foreign firms operating in China. In such contexts, MNCs are new entrants that can be 

seen as the emerging group within the local industry of the host country, competing 

against local firms－the established group. Even though different MNCs may come 

from different countries, their foreign status and the fact that they often need to fight 

the liability of foreignness together constitute the common identity basis for such 

firms. We attempted to explore how foreign firms as members of an emerging group 

manage legitimacy and competition across and within groups and obtain optimal 

                                                 
1  Because some variables in Deephouse’s (1999) study are specific to commercial bank industry (e.g., 

strategic similarity and market growth), I have to adjust them to reflect the nature of manufacturing 

industries. Other variables are constructed in the same manner as those in Deephouse’s (1999) study. 

The model specification and analysis are strictly followed; see details in the methods section of study 1. 
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performance through proper positioning strategy. Drawing on recent development of 

collective identity and organizational legitimacy theories, we have tried to exhibit an 

integrative progress of organizational theory and strategic management and push the 

research boundary of strategic balance perspective from a single convergence point to 

multiple convergence points.  

Strategic balance perspective is developed in the U.S. and has been examined in 

various industries in the U.S. and some European countries such as the Netherlands 

(Oerlemans and Meeus, 2005), while it remains unexplored in the Chinese context. 

Although using China as a research context contributes to the external validity of 

strategic balance perspective, it is necessary to ensure that the Chinese context is 

compatible with its theoretical foundations. According to the seminal work of 

Deephouse (1999), these theoretical foundations include (1) firms facing strong 

competition and institutional forces, (2) and firms’ performance subjecting to resource 

control and legitimacy.  

China as a transitional economy has some characteristics of institutional and 

competitive environments different from those developed countries such the U.S. and 

European countries. Market competition is intensified because state-owned 

enterprises (SOEs), private-owned enterprises (POEs), foreign firms, and numerous 

start-ups jointly compete in product market (Peng, 2003). The intensified competition 

continuously exerts strong pressures and threads on firms’ prosperity and survival. 

Second, financial infrastructure in China is underdeveloped and weak financial 

market constrains POEs’ access to capital and resources. The imperfect financial 

market and difficulty of resource acquisition trigger severe resource competition 

among POEs. Third, the role of government in business is influential and active 

(Tjosvold, Peng, Chen, and Su, 2008). Industries polices announced by government 
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are popular among all industries. Most firms are facing highly uncertain and dynamic 

environment, whereas certain firms are protected from such uncertainty and 

dynamism by these polices. These polices diversify the degrees of competitive and 

institutional forces not only among industries but among different types of ownership 

of firms. Fourth, SOEs which often confront lower degrees of competitive and 

institutional forces are larger and more dominant than POEs in major industries. Fifth, 

for POEs, political ties (i.e. the connections with government agencies) are important, 

which can help firms to secure favorable regulatory conditions (Agrawal and Knoeber, 

2001) and access to resources such as bank loans (Khwaja and Mian, 2005; Faccio, 

2006), and ultimately increase the value of firms (Roberts, 1990; Fisman, 2001; 

Ramalho, 2007) and improve firm performance (Johnson and Mitton, 2003). The 

condition of regulatory stringency and the importance of political ties are reflection of 

highly coercive pressures compelling isomorphic processes.  

Based on the aforementioned characteristics, the Chinese context indeed imposes 

strong competitive and institutional pressures on firms and firms’ performance 

depends on resource control and legitimacy, fitting the theoretical foundations of 

strategic balance perspective. However, some firms which are greatly interdependent 

with governments such as SOEs face relatively weak competition and regulatory 

requirements due to the protection of policies and access to resources. These firms are 

often lack of operating efficiency and pursue political agenda (e.g., maintaining social 

welfare and employment) rather than financial returns. Strategic balance is not an 

issue for these firms but remains critical for other firms such as POEs. China is an 

ideal context to examine strategic balance perspective, if the potential bias caused by 

SOEs is eliminated. Fortunately, other firms including POEs and foreign firms 

generally do not consider SOEs as competitors because the goals and strategies of 
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SOEs are highly distinguished from them. In addition, the numbers of SOEs has been 

declined to less than 15 percent of all firms in 2007. It means that the potential bias 

can be removed by deleting SOEs from the sample firms examined.      
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CHAPTER 2 STRATEGIC SIMILARITY AND FIRM 

PERFORMANCE: REPLICATIONS OF DEEPHOUSE (1999) 

Executives have frequently asked: ‘Should I behave differently from others or 

should I behave in the same way as peers?’ Over the past few decades, researchers in 

strategic management and organizational theory have attempted to answer this 

question by examining the relationship between strategic similarity and firm 

performance (e.g., Baum and Mezias, 1992; Baum and Singh, 1994; Norman, Artz, 

and Martinez, 2007).Institutional theory argues that being similar to obtain legitimacy 

(DiMaggio and Powell, 1983), whereas strategic view suggests to be different to 

develop competitive advantage (Baum and Mezias, 1992; Baum and Sign, 1994; 

Carroll, 1985). Deephouse (1999) integrated these two conflicting perspectives and 

developed the strategic balance perspective. He proposed and empirically confirmed 

that firms can actively balance the two types of pressure (i.e., social norms and 

competition) and generate high performance by maintaining a moderate degree of 

strategic similarity.  

Although the strategic balance perspective has been broadly accepted by 

researchers for over ten years, a lack of follow-up empirical evidence and the 

inconsistent results found in several studies have left the knowledge base in this 

stream of research on shaky ground (Hubbard, Vetter, and Little, 1998). Some 

follow-up studies supported Deephouse’s perspective whereas others did not. On the 

one hand, studies supporting the strategic balance perspective found that there is an 

inversely U-shaped relationship between the deviation of firms’ innovation strategies 

and their performance (Oerlemans and Meeus, 2005) and that firms with a moderate, 

rather than markedly higher or lower, degree of product differentiation have higher 

profitability (Robinson and McDougall, 2001). On the other hand, some studies 
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argued that balancing the two pressures does not necessarily create better performance. 

One study found that a differentiation strategy has a positive effect and a confirmatory 

strategy has no effect on firm performance (Kale and Arditi, 2003); another study 

found a U-shaped relationship between the distinctive positioning of firms and their 

performance (Cennamo and Santalo, 2013). These few and mixed empirical evidences 

not only blur the validity of strategic balance perspective, but also evoke the necessity 

of systematic replications.  

Replication studies play several important roles in scientific research and 

contribute to strategic balance perspective. First, replications serve as a guard against 

the uncritical assimilation of erroneous empirical results into the literature (Hubbard 

and Vetter, 1996). Because journal editors and reviewers often favor the publications 

of statistically significant (p<0.05) results, this, in turn, encourages researchers to 

produce such results. Taken to the extreme, journals may be filled with the 5 percent 

of studies that are Type I errors (erroneous rejections of the null hypothesis), while 

the remaining 95 percent with insignificant results gather dust in the file drawers of 

researchers which Rosenthal (1979) named as the ‘file drawer problem’. Second, 

replications contribute to verification and falsification of the theory (Singh, et al., 

2003). When a replication supports the findings of the original study, it provides 

quantum leaps in credibility. If numerous replications provide repeatedly 

confirmatory evidences, it is highly likely that the theory has hit upon some real 

structure in the social world (Tsang and Kwan, 1999). Third, replications in different 

contexts such as country, time, or industry help to assess the generalizability and 

determining the scope and limits of original findings (Hubbard and Vetter, 1996; 

1998). Fourth, replication studies advance a cumulative body of empirically supported 

research (Betties, Helfat, and Shaver, 2016). Because replication study builds on the 
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original study, they are not only repeatable but also cumulative. When each 

replication study provides additional evidence and knowledge, the accumulation of 

knowledge will facilitate theory development. Tsang and Kwan (1999) take vertical 

integration in transaction cost economics as an example and demonstrate the 

knowledge advance progress from offering evidence for the transactional 

determinants of vertical integration, examining the effects of asset specificity on 

make-or-buy decision, to confirming that specific human, rather than physical, assets 

play a more influential role in vertical integration decisions. Fifth, cumulative 

information obtained by multiple replications provides implications for future 

research such as exploring phenomenon-based empirical regularity (Bettis et al., 

2016).   

Regarding strategic balance perspective literature, some follow-up studies are not 

consistent, even contrary, to Deephouse’s findings and have raised concerns of its 

internal validity and generalizability (i.e. external validity). However, the scarcity of 

replications disallows us to reach a accumulative body of strategic balance 

perspective, which, in turn, constrains theory verification or falsification and 

determination of the scope and limits, Given that accumulated empirical studies are 

needed to consolidate and develop knowledge, examining the replicability of 

Deephouse’s study in multiple contexts is not only essential to strengthen the strategic 

balance perspective, but also is beneficial to explore the boundary conditions and 

contextual factors potentially affecting the validation of strategic balance perspective.  

Furthermore, scholars in strategy and management are attaching importance to 

the reproducibility of empirical results and replication studies. Articles emphasizing 

the necessity of replication study are published in top journals such as Academy of 

Management Review (Tsang and Kwan, 1999), Strategic Management Journal 
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(Hubbard et al., 1998), and Journal of Management (Singh, et al., 2003). Recently, 

Strategic Management Journal has published a special issue for replications in 2016. 

The Academy of Management had a specific session for replication studies in the 

annual meeting in 2015. Since the replicability is substantially important and the 

empirical results of strategic balance perspective is not solid, I replicate the seminal 

study of Deephouse (1999) using panel data for 57,644 firms from 2004 to 2007 in 

China and test the replicability of his findings across 155 industries. 

 

SECTION 2.1 LITERATURE REVIEW 

Deephouse (1999) proposed that a firm’s decision on whether to be similar to or 

different from competitors presents a great challenge. Being too similar to or too 

different from competitors both potentially erodes a firm’s performance, but a 

moderate degree of similarity may improve performance. On the one hand, firms with 

strategies similar to competitors’ face intense competition for resources and then 

experience diminished performance and an increased possibility of failure (Baum and 

Mezias, 1992; Baum and Singh, 1994; Carroll, 1985). Adopting differentiating 

strategies allows them to enhance their competitive positions (D’Aveni, 1994) and can 

become a source of competitive advantage (Miller and Eden, 2006; Grimm and Smith, 

1997). On the other hand, firms whose behavior departs from a range of normal 

strategies face legitimacy challenges that hinder their ability to acquire resources and 

thus hurt their performance (DiMaggio and Powell, 1983). Adopting conforming 

strategies might therefore reduce the relative uncertainty of the association between a 

specific action and its possible consequences (DiMaggio and Powell, 1983) and 

ensure a firm’s access to the resources necessary for survival and prosperity (Meyer 

and Rowan, 1977). 
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Deephouse used two thought experiments to demonstrate why a moderate degree 

of strategic similarity increases performance under strong competitive and 

institutional forces (Deephouse, 1999, p.153–155). The first thought experiment 

applies the differentiation and conformity propositions to three types of firms with 

different level of strategic similarity: high, moderate, and low. The second applies the 

two propositions to a firm as its strategic similarity decreases from high to low. The 

results of these experiments revealed that moderate strategic similarity leads firms not 

only to avoid legitimacy challenges but also to reduce competition. Firms can achieve 

maximum performance when the gains from reduced competition are equal to the 

costs of legitimacy challenges. Conversely, a higher or lower degree of strategic 

similarity will erode performance. Thus, the replication of the strategic balance 

proposition is presented as follows: 

Replication Proposition: A moderate degree of strategic similarity will increase 

performance. 

SECTION 2.2 METHODS 

Replication procedures 

To compare with Deephouse’s (1999) study in detail, I adhered to the core 

procedures of the original study (Tsang and Kwan, 1999). Our replication procedures 

were conducted as follows. First, I adopted the same measures, model specification, 

and analysis, but used different measures for strategic similarity, market share, and 

market growth. As these three variables were specific to commercial banking industry 

used in the Deephouse’s study, I had to adjust the measures to fit manufacturing 

industries. I used sales instead of deposits to calculate market share and market 

growth. Regarding strategic similarity, I kept the original concept of Deephouse’s 

calculation but adopted the measurement developed by Finkelstein and Hambrick 
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(1990). These two measures of strategic similarity both use multiple resource 

allocation strategies and the same calculation method, but Deephouse’s measure is 

specific to the banking industry whereas Finkelstein and Hambrick’s measure is a 

general measure for all industries. 

Second, I used the same method as Deephouse (i.e., weighted least squares 

estimation) did and adjusted the regression coefficients to make the results of the two 

studies comparable. I divided these regression coefficients by 100 because Deephouse 

multiplied relative return on assets (ROA) by 100 to simplify presentation 

(Deephouse, 1999, p.157). Then, I further divided the regression coefficients by the 

standard deviation (0.007) of relative ROA due to the difference between our 

measure of relative ROA and his (for details, see the section on dependent variables). 

Third, I conducted an improved analysis, the Driscoll-Kraay estimation, to obviate the 

potential bias (i.e., cross-sectional or spatial dependence) and then compared the 

results with those from the second step. Fourth, I conducted three robustness tests 

including (1) incorporating three potential common factors, (2) reconstructing two 

modifications of strategic similarity, (3) and adding ten industry-level variables to test 

the robustness of the results. Fifth, I implemented an exploratory analysis by 

examining the difference of industry-level variables such as industry concentration 

across industries with different patterns of strategic similarity-performance 

relationship using oneway ANOVA. Sixth, I executed an additional analysis to 

explore the influences of firms’ capabilities against environmental forces on strategic 

balance perspective by examining strategic similarity-performance relationship in two 

subgroup samples, small firms and large firms.   

Data and sample 

Whereas Deephouse (1999) focused on competition between U.S. commercial 
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banks in a single market from 1985 to 1992, I focused on 159 manufacturing 

industries (identified by three-digit Standard Industrial Classification (SIC) codes) by 

extracting a panel dataset from the Annual Industrial Survey Database (2003 to 2007) 

of the Chinese National Bureau of Statistics (CNBS). Using CNBS data to conduct 

replications of the Deephouse’s study simultaneously has two advantages. 

First, CNBS has the most comprehensive information on manufacturing firms in 

China (Tian, 2007) and has adequate representation of the target population. 

Manufacturing firms with sales above RMB 5 million are required to submit their 

basic information and financial reports to CNBS annually. Firms in CNBS account for 

nearly 90 percent of total industrial sales in China (of that 90%, state-owned 

enterprises account for 22% while the others account for 68%). Numerous replications 

in diverse circumstances are beneficial for verifying and falsifying theories (Tsang 

and Kwan, 1999), fitting the principle of replicability, and enlarging the scope of 

theories (Hubbard, et al., 1998). CNBS includes firms across 159 industries, allowing 

us to simultaneously investigate the strategic similarity–performance relationship 

across nearly all manufacturing industries. Second, CNBS differs from the original 

study’s dataset in various aspects such as country, industry, and time frame. The 

benefits of external validity are enhanced by conducting a replication study in a 

different or independent context from the original study (Rosenthal, 1991).  

Although CNBS provided unique dataset for numerous replications in diverse 

circumstances, the difference of competition scope between commercial banks and 

manufacturing industries might affect the definition of competitors and peers. 

Commercial banks serve local customers and pursue localized competition, whereas 

manufacturing firms serve national clients and compete nationwide. Due to the 

property of localized competition, Deephouse defined competitors as local 
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commercial banks in Twin Cities area in the U.S. According to the feature of 

nationwide competition, I defined competitors as manufacturing firms in a given 

industry in China in order to fit empirical context. 

For our samples, I selected firms that operated in the same industry from 2003 to 

2007. Based on the above criteria, our original samples included a total of 107,900 

firms from 159 industries and covered 31 provinces or province-equivalent municipal 

cities in China. I set 2003 as the starting point of our study because CNBS adjusted 

the SIC coding system in 2002. The adjustment made it extremely difficult to identify 

whether a firm was in the same industry between 2002 and 2003. Because firms 

perceive each other as competitors when they operate in the same industry for a 

period of time, identifying a firm’s presence in the same industry is a critical criterion 

for our sample. Therefore, I excluded the data before 2003. Additionally, I included 

the data up to 2007 because most firms faced the global financial crisis in 2008. Firms 

chose to reduce costs against decreasing demand during the crisis period, which 

implies that most firms during the financial crisis adopted similar strategies, intending 

to respond to environmental shock rather than conform to industrial norms 

(Lieberman and Asaba, 2006). As a result, the relationship between strategic deviation 

and firm performance may be distorted during this period and thus I tested our 

hypotheses for the data between 2003 and 2007. 

To obtain a more valid sample and rule out outliers, I followed Cai and Liu’s 

(2009) procedures and deleted the following observations from the original sample 

population: (1) firms missing any key indicators such as profits, total assets, number 

of employees, or sales; (2) firms with fewer than eight employees (these firms lack 

reliable accounting systems); (3) firms for which one of the following was true: (a) 

total sales were lower than sales of the primary business, (b) total assets were smaller 
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than net fixed assets, (c) accumulated depreciation was lower than current 

depreciation, (d) net fixed assets were smaller than or equal to zero, or (e) total costs 

were smaller than sales and general administrative expenses (SGA expenses); and (4) 

firms with values of key variables either above the 99.9 percentile or below the 0.1 

percentile) Finally, I excluded state-owned enterprises (SOEs) from our sample 

because SOEs’ strategies and goals are different from those of firms in the private 

sector (Ju and Zhao, 2009; Tan, 2002). After the aforementioned procedure, I obtained 

four years of panel data with 226,946 observations from 57,644 firms across 159 

industries. 

Measures 

Dependent variables 

To be consistent with the measure used by Deephouse, I adopted the relative 

ROA as a performance indicator. The relative ROA indicates how well a firm 

performs relative to its competitors. Whereas Deephouse computed the relative ROA 

for each year by mean centering a bank’s ROA in a given year, I further divided it by 

its standard deviation; that is, standardized ROA, to compare across different 

industries. 

Strategic deviation  

I followed Deephouse’s method to measure strategic similarity using strategic 

deviation. The strategic deviation was the degree of deviation of a firm’s strategy 

from the average strategic profile of its competitors in the same industry. I used six 

strategic indicators for manufacturing industries (following Finkelstein and Hambrick, 

1990) to create a composite measure of strategic deviation.  

The six strategic indicators were: (1) advertising intensity (advertising 

expenses/sales), (2) research and development intensity (R&D expenses/sales), (3) 
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capital intensity (fixed assets/total sales), (4) non-production overheads (SGA 

expenses/sales), (5) inventory levels (inventories/sales), and (6) financial leverage 

(debt/total assets). The following equation illustrates the calculation for the strategic 

deviation for firm j in industry i: 

Strategic	Deviation  

where Vaij is the value of strategic dimension a for firm j in industry i, ABS is the 

absolute value function, M(Vai) is the mean of strategic dimension a in industry i, and 

SD(Vai) is its standard deviation. 

 To capture the conception of strategic similarity, the operationalization must 

meet the underlying assumptions of strategic balance perspective which includes (1) 

managers can select and implement strategies that they think will lead to higher 

performance; (2) firms can resist or attempt to influence CP and IP; (3) other 

determinants of competition, legitimacy and performance are assumed to be constant 

(Deephouse, 1999, p.149). Accordingly, I chose these six strategic dimensions based 

on the following criteria. First, top managers can control the allocation of resources to 

each one for increasing firm performance. Finkelstein and Hambrick (1990) employed 

these six strategic dimensions to examine how top management team tenure affects 

firms’ strategies (i.e. strategic persistence and strategic conformity). They did find top 

managers’ tenure increases both strategic persistence and strategic conformity, 

indicating that tenured top managers tend to follow industrial norm strategies and the 

firm’s past strategies. It suggests that top managers can decide the resources allocation 

on these six strategic dimensions. Second, stakeholders impose expectations and 

norms on firms in these six strategic dimensions and conforming helps firms to gain 

legitimacy (advertising intensity, capital intensity, and financial leverage: Miller, Le 
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Breton-Miller, and Lester, 2013; R&D intensity: Chen and Miller, 2007; 

non-production overheads, and inventory levels: Buchko, 2011). For example, 

Buchko (2011) found U.S. automobile suppliers tend to behave similarly on several 

strategic dimensions such as inventory levels and non-production overheads due to 

institutional isomorphic forces. Third, outdoing competitors on these dimensions 

ameliorates firms’ positions in the market (by improving their reputation, for example) 

so that they can better withstand CP (advertising intensity: Russo and Fouts, 1997; 

R&D intensity: Baysinger and Hoskisson, 1989; capital intensity: Koch and McGrath, 

1996; inventory levels: Slone, 2004; financial leverage: Vicente‐Lorente, 2001; 

non-production overheads: Kotha, Rajgopal, and Rindova, 2001). For instance, Miller, 

Le Breton-Miller, and Lester (2013) showed that family firms could employ several of 

these strategic dimensions including R&D intensity, advertising intensity, capital 

intensity, and financial leverage not only to gain legitimacy by conforming 

stakeholders’ expectation, but also to obtain competitive advantage by deviation from 

industry norms due to pursuit of idiosyncratic family agenda. Additionally, these 

dimensions are complementary and each focuses on a particular aspect of a firm’s 

strategic profile. They are also most visible to external stakeholders, so that firms 

usually compete and compare with each other on these dimensions. Thus, these six 

strategic dimensions are especially relevant to strategic balance perspective. 

As R&D expenses were not included in the CNBS database until 2005, I created 

strategic deviation 1 (SD1) by summing all six indicators and created strategic 

deviation 2 (SD2) by excluding R&D intensity (i.e., summing the other five 

indicators). The correlation coefficient of SD1 and SD2 was extremely high (r = 0.92). 

I used SD1 and SD2 to conduct the analyses and the results were similar. For 

simplicity, I only presented the results of SD2.  
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Control variables. 

In accordance with Deephouse’s study, I used one-year lagged dependent 

variables and included market share, total expense ratio, and market growth as control 

variables. The lagged dependent variables were included to control for omitted 

variables. Market share, reflecting firms’ competitive position and operating 

efficiency, was measured by the ratio of a firm’s sales to total sales in the relevant 

subsector. The total expense ratio, reflecting cost reduction, was measured by the ratio 

of total expenses to total sales. Market growth, reflecting changes in the resource 

environment that may affect competition and performance, was operationalized by the 

annual percentage change in total sales in the relevant subsector. 

Recent studies have suggested that firm age, firm size, and organizational slack 

should also be controlled when investigating the relationship between a firm’s 

conduct and performance (Miller et al., 2007; Miller and Chen, 1996). Firm age was 

calculated by the focal year minus the funding year of the firm. Firm size was 

measured as the natural logarithm of employees. Financial slack, a specific class of 

organizational slack flexibly redirecting a firm’s strategic decisions (Natividad, 2013), 

was measured by working capital (i.e., the difference between current assets and 

current liabilities).  

Replication Hypothesis 

Given the measures for strategic similarity and firm performance, the following 

hypothesis was tested: 

Replication Hypothesis: The relationship between strategic deviation and 

relative ROA is inversely U-shaped. 

Analysis 

I followed the estimation procedure used by Deephouse and adopted the 
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weighted least squares (WLS) estimation to test the replication hypothesis for each 

industry. Autocorrelation and heteroscedasticity is a potential concern when using 

lagged dependent variables and panel data (Deephouse, 1999). Deephouse used 

Durbin’s h-statistics to test for autocorrelation (and found it was not a problem) and 

chose WLS in the case of heteroscedasticity. I conducted the Wooldridge test 

(Wooldridge, 2002), to test first-order autocorrelation and the results revealed that 

there was an autocorrelation problem in the model (F = 6899, p < 0.001). I used the 

Sargan test and Modified Wald test (Greene, 2008) to test for heteroscedasticity, and 

found that heteroscedasticity was a problem in our panel data. 

In addition, cross-sectional or spatial dependence neglected by Deephouse may 

lead to invalid statistical inferences (Driscoll and Kraay, 1998). Given that social 

norms and psychological behavior patterns, such as social learning and herd behavior, 

typically enter panel regressions as unobservable common factors, complex forms of 

spatial and temporal dependence may arise even under randomly sampled conditions 

(Hoechle, 2007). In particular, the independent variable, strategic deviation, is 

determined not only by the strategic position of the focal firm but also the strategic 

positions of the other firms in the same industry. Social learning or herd behavior 

across firms may affect the strategic position of the focal firm and the strategies of 

other firms in the same industry. This implies substantial spatial correlations in the 

disturbances of our panel models and Deephouse’s (1999). I therefore conducted a 

Pesaran cross-sectional dependence test (Hoechle, 2007) and found significant 

cross-sectional dependence (p<0.001). In the presence of autocorrelation, 

heteroscedasticity, and cross-sectional dependence, the feasible generalized least 

squares (FGLS) estimation and the Driscoll-Kraay estimation (a special case of the 

fixed effect model) were both reliable. However, I chose the Driscoll-Kraay 
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estimation for two reasons. First, I performed the standardized Hausman test 

(Wooldridge, 2002) and the result (p<0.001) suggested that the model should be 

estimated using a fixed effects (within) regression. Second, FGLS is typically 

inappropriate for large-scale microeconometric panels (Hoechle, 2007). I used STATA 

statistical software for all aforementioned analyses. 

 

SECTION 2.3 RESULTS 

Table 2-1 reports the means, standard deviations and correlations among 

variables. Table 2-2 and Table 2-3 present the results from our replication study, WLS 

estimates and Driscoll-Kraay estimates for the aggregated sample and for 155 

industries2 respectively, in addition to the original results reported in Deephouse 

(1999). 

------------------------------------ 

Insert Table 2-1 about here 

------------------------------------ 

------------------------------------ 

Insert Table 2-2 about here 

------------------------------------ 

------------------------------------ 

Insert Table 2-3 about here 

------------------------------------ 

                                                 
2  Four of the one hundred and fifty night industries had fewer than forty firms, causing no estimates. I 

therefore did not conduct individual analyses for these four industries, so the results from only one 

hundred and fifty five industries are presented in Table 2-2. However, all one hundred and fifty night 

industries were included in the aggregation analysis. 
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WLS estimation (exact replication) 

The results of the WLS estimation are presented in Table 2-2. It depends on 

whether the squared term of strategic deviation is negative and significant to exam the 

replicative hypothesis due to I standardized all variables in the analyses.  In 

analyzing our aggregated sample, the coefficient for the squared term of strategic 

deviation was negative and significant (β = -0.003, p < 0.001). In the individual 

analyses for each industry, the curvilinear relationship between strategic deviation and 

firm performance was significantly negative for only 34 out of 155 industries (21.9%). 

The coefficients of squared strategic deviation for the other 121 industries showed no 

significant (78.1%). The results merely provided slight support for the strategic 

balance perspective and the replication hypothesis. Although the relationships were 

not significant in 121 industries, most of them were in line with the hypothesis. 

I then conducted a more rigorous test, the uTest, which was developed by Lind 

and Mehlum (2010), to test for the presence of an inverted U shape (or U shape) by 

assessing whether the slope is positive at low values and negative at high values, and 

checking that the estimated turning point is within the data range. I found that the 

inverted U relationship was significant in 41 of the 155 industries3 (26.5%). The 

results also showed that the strategic deviation-performance relationship was 

inverted-U shape but not significant for 94 industries and that the relationship was 

insignificantly U-shape for 15 industries. For the remaining 5 industries, the turning 

points were out of data range, so that it is unable to conduct uTest.  

                                                 
3 The number of industries (41/155) presenting significantly inverted-U relationship between strategic 

deviation and relative ROA is larger than the number of industries (34/155) where the coefficients of 

square strategic deviation are significantly negative. It is because the uTest employs one-tailed test by 

default but I conducted WLS estimation with two-tailed test. Since uTest is an advanced analysis for 

testing U or inverted-U relationship, I identified the strategic deviation-performance relationship firstly 

based on the results of uTest and secondly depending on the results of WLS analyses. 
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According to the results of uTest and the coefficients of both first order and 

second order term of strategic deviation from WLS analyses, I identified the strategic 

deviation-performance relationship for each industry4, also presenting in Table 2-2. In 

addition to 41 industries presenting inverted-U shaped relationship, five industries 

showed significantly  positive and linear relationship between strategic deviation and 

relative ROA while 109 industries displayed no significant relationship. Overall, the 

results of our exact replication study barely support the replication hypothesis and 

Deephouse’s strategic balance perspective.  

Driscoll-Kraay estimation (improved replication) 

The results of the Driscoll-Kraay estimation are presented in Table 2-3. In the 

analysis of the aggregated sample, the coefficient for the squared term of the strategic 

deviation was negative and significant (β = -0.002, p < 0.001). In the analysis for each 

industry, the curvilinear relationship between strategic deviation and firm 

performance was significantly negative for 79 out of 155 industries (51%). The 

curvilinear relationship was not significant for 62 industries (40%) while it was 

positive and significant for the remaining 14 industries (9%), which is opposite to 

Deephouse’s results.  

Based on uTests, I found that the inversely U-shaped relationship was significant 

in 69 out of 155 industries (44.5%), whereas the significantly U-shaped relationship 

presented in 8 industries (5.2%). The results also showed that the strategic 
                                                 
4  The procedure of identification included three steps. Firstly, I identified whether the strategic 

deviation-performance relationship is U or inverted-U shaped based on the results of uTest. Secondly, I 

identified whether the relationship is increasing/decreasing concave-up/down or positively/negatively 

linear based on the coefficients of both the first order and second order term of strategic deviation from 

WLS analyses. For example, I identified the relationship as increasing concave-down if the squared 

strategic deviation was significantly negative and the strategic deviation was positive (even if it is not 

significant). I identified the relationship as positively/negatively linear if the squared strategic deviation 

was not significant and the strategic deviation was significantly positive/negative.  
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deviation-performance relationship was inverted-U shape but not significant for 43 

industries and that the relationship was insignificantly U-shape for 17 industries. For 

the remaining 18 industries, the turning points were out of data range, so that it is 

unable to conduct uTest.  

The strategic deviation-performance relationship I identified also presents in 

Table 2-3. In addition to 69 industries presenting inverted-U shaped relationship and 8 

industries presenting U shaped relationship, eight industries showed significantly 

positive and linear relationship and eleven industries showed significantly negative 

and linear relationship between strategic deviation and relative ROA while 45 

industries displayed no significant relationship. Besides, there were seven industries 

presenting increasing concave-down relationship, five industries presenting 

decreasing concave-down relationship, one industry presenting increasing concave-up 

relationship, and one industry presenting decreasing concave-up relationship. The 

results of the uTests partially support the replication hypothesis, suggesting that 

moderate strategic similarity enhance firm performance in almost half of the 

manufacturing industries. It also demonstrated that divergent patterns of the strategic 

deviation-performance relationship presented across industries.  

Comparing the results of the WLS estimations to the Driscoll-Kraay estimations, 

the number of industries presenting significantly negative coefficients of the squared 

strategic deviation increased from 34 to 79 and the number of industries presenting 

significantly positive coefficients of the squared strategic deviation increased from 0 

to 14, whereas the number of industries with insignificant coefficients of the squared 

strategic deviation decreased from 121 to 62. Regarding the patterns of the strategic 

deviation-performance relationship  (please see to comparison in Table 2-4), the 

numbers of industries presenting inverted-U shape increased from 41 to 69, those 
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presenting U shape increased from 0 to 8, those presenting positively linear increased 

from 5 to 8, those presenting negatively linear increased from 0 to 11, those 

presenting increasing concave-down shape increased from 0 to 7, those presenting 

decreasing concave-down shape increased from 0 to 5, and those presenting 

decreasing and increasing concave-up shape both increased from 0 to 1.  

------------------------------------ 

Insert Table 2-4 about here 

------------------------------------ 

The comparison revealed that the WLS estimation may underestimate the 

influence of strategic deviation on firm performance. The differences between the two 

estimations are rooted in either an unobserved individual effect or spatial dependence. 

This suggests that the fixed effect model with spatial dependence correction is more 

appropriate for examining the strategic balance perspective (Greene, 2008; Hoechle, 

2007).  

By conducting a more rigorous test for an inverted U relationship, the uTest, with 

an improved model, the Driscoll-Kraay estimation, our replication study showed that 

the strategic balance perspective was supported in 69 out of 155 industries. This 

indicates that Deephouse’s study is found reliable, replicable in only limited contexts 

(less than half). The results also reveal that the patterns of the strategic 

deviation-performance relationship may vary depending on the industrial contexts. 

Sensitivity analysis 

To test the robustness of the results, I conducted several robust tests. First, I 

incorporated three potential common factors, firm age, firm size, and financial slack, 

as additional control variables. The comparison between with and without additional 

controls is shown in Table 2-4. For WLS estimation, it only led one industry with 
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positively linear relationship turned into no relationship. Regarding D&K estimation, 

it increased the number of industries with no relationship from 45 to 48, the number 

of industries with positively linear from 8 to 11, the number of industries with U 

relationship from 8 to 9, the number of industries with increasing concave-down from 

7 to 10, whereas it decreased the number of industries with negatively linear from 11 

to 8, the number of industries with inverted-U relationship from 69 to 68, the number 

of industries with decreasing concave-down from 5 to 1, and the number of industry 

both with increasing concave-up and decreasing concave-up from 1 to 0. Overall, the 

results only slightly changed after adding in the three additional controls, confirming 

the robustness of the results. Additionally, I found that firm age, firm size, and 

financial slack were significantly related to both strategic deviation and performance. 

Given the potential bias of firm age, firm size, and financial slack, it is necessary to 

control for these variables when examining strategic balance perspective.  

Second, I employed two modified measures of strategic similarity to test the 

sensitivity. One modification of strategic deviation was reconstructed by excluding 

inventory level and financial leverage as SD3 using absolute deviation method 

because there might be an optimal value of inventory level and financial leverage for 

firm performance. For example, logistics and supply chain discipline suggests the 

lower the inventory costs, the better the firm performance. Therefore, stakeholders 

may not expect firms to behave the same as industry average on these two dimensions. 

If this logic is true, the results representing no relationship between strategic deviation 

and firm performance will turn into inverted-U relationship. The other modification 

was recalculated strategic similarity by Euclidean distance as ESD using the same 

strategic dimensions. Although Euclidean distance and absolute deviation both were 

used to measure strategic similarity, these two measures represented different mental 



‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

 
 

27 
 

model of stakeholders to evaluate firms’ strategic behaviors. Employing Euclidean 

distance as measurement suggests that stakeholders evaluate firms’ action with a 

multi-dimensional space model. Whereas, using absolute deviation indicates that 

stakeholders evaluate firms’ strategic behaviors dimension by dimension and each 

dimension weighs equally. However, in the literature there is no discussion about 

which method better fits stakeholders’ mental model. If Euclidean distance is better 

(than absolute deviation), it is expected that Euclidean distance has higher explanatory 

power. The correlation coefficients between SD2 and SD3 and ESD are 0.82 and 0.97, 

respectively.  

The comparison of SD3 and ESD modifications with both WLS and D&K 

estimations is presented in Table 2-5. Regarding the results of SD3 modification, the 

number of industries with no relationship for both WLS estimation and D&K 

estimation was increased (128 and 66, respectively), and the number of industries 

with inverted-U relationship was decreased (WLS estimation: 19; D&K estimation: 

32). These results showed that exclusion of inventory level and financial leverage 

turned industry inverted-U relationship into no relationship which is contrary to the 

original expectation. It indicated that original measure is a better operationalization 

than SD3 and revealed that there are industry norms and public expectations on firms’ 

inventory level and financial leverage. With regard to the results of Euclidean distance 

(ESD) modification, the number of industries with no relationship for both WLS 

estimation and D&K estimation also was increased (135 and 66, respectively), and the 

number of industries with inverted-U relationship was decreased (WLS estimation: 14; 

D&K estimation: 27). This result represented that Euclidean distance modification 

had no higher explanatory power than absolute deviation measure of strategic 

similarity. However, the results also showed that the patterns of strategic 
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similarity-performance relationship have a significant change, especially for 

negatively linearity and U shape (according to D&K estimation, the number of 

industries with negatively linear relationship increased from 11 to 19 and 16; the 

number of industries with U relationship increased from 8 to 19 and 23), suggesting 

that the patterns of the relationship is sensitive to the operationalization of strategic 

similarity.  

------------------------------------ 

Insert Table 2-5 about here 

------------------------------------ 

 

Third, I added several industry-level variables including market size, industry 

average ROA, industry average firm age, industry concentration, number of firms, 

ratio of foreign firms to total firms, market uncertainty, ratio of export, and ratio of 

new product sales as control variables in the aggregation analysis due to the 

aggregation sample were crossing industry in nature and industry-level variables 

potentially affecting the strategic similarity-performance relationship. Market size was 

measured as accumulated sales of all firms in a given industry. Industrial average 

ROA was calculated by the mean value of all firms’ ROA in a given industry. Industry 

average firm age was calculated by the mean value of all firms’ age in a given 

industry. Industry concentration was measured by Herfindahl index, which was 

calculated as the sum of the squared market share of firms in a given industry. 

Number of firms was measures by the number of firms in a given industry, while ratio 

of foreign firms was computed by the number of foreign firms divided by the number 

of firms in a given industry. Market uncertainty was measured by the standard 

deviation of market size between 2004 and 2007 in a given industry. Ratio of export 
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was calculated by total value of export product divided by accumulated sales of all 

firms in a given industry, while ratio of new product sales was measured by total sales 

of new product divided by accumulated sales of all firms in a given industry, The 

coefficients of the first-order and the second-order strategic deviation were still 

positively significant and negatively significant, but these two coefficients both 

decreased from 0.036 to 0.019 and from -0.003 to -0.008. The uTest of presence of 

inverted-U relationship was also statistically significant (p < 0.001), suggesting the 

robustness of aggregation analysis.  

Exploratory analysis 

Since the patterns of strategic similarity-performance relationship were much 

diverse than expected and it should be attributed to industrial contexts, I further 

conducted an exploratory analysis to investigate what industry variables potentially 

affect the patterns of strategic similarity-performance relationship in order to provide 

additional information for future research. Specifically, I created a nominal variable, 

pattern of strategic similarity-performance relationship, based on the results of D&K 

estimations with additional controls in Table 2-4. After that, I conducted one-way 

ANOVA on industry-level to examine whether industry-level characteristics differ 

across patterns. The results of one-way ANOVA were presented in Table 2-6 and the 

descriptive statistics and correlations between industry-level characteristics and main 

variables were shown in Table 2-7. It shows that most industry-level variables 

correlate with each other, especially for ratio of foreign firms and ratio of export (r 

=0.85).  

------------------------------------ 

Insert Table 2-6 about here 

------------------------------------ 
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------------------------------------ 

Insert Table 2-7 about here 

------------------------------------ 

 

In Table 2-6, the extent of industry concentration in industries with no 

relationship (0.016) was significantly larger than that in industries with inverted-U 

relationship (0.010) and those in industries with other patterns were also larger, 

though not significantly, than that in industries with inverted-U relationship. It 

revealed that industry concentration might be the boundary condition of strategic 

balance theory. When industry concentration is large enough, the competition is less 

severe and the benefits of differentiation may be weakened. In this situation, strategic 

balance on competition and legitimacy may not be the optimal strategic choice. 

Market size in industries with inverted-U relationship was found significantly larger 

than that in industries with other patterns. This result indicated that strategic balance 

perspective may be limited in industries above certain level of market size. Average 

ROA, market growth, and ratio of new product sales were similar across patterns of 

relationship. Average firm age in industries with positive linear relationship was 

significantly larger than that in industries with negative linear relationship. However, 

average firm age in industries with other patterns was not significantly different from 

that in industries with these two patterns of relationship. Number of firms in industries 

with inverted-U relationship was significantly larger than that in industries with other 

patterns. While number of competitors and industry concentration both were proper 

proxy of competition in an industry, this result produced similar implication with 

industry concentration, suggesting strategic balance perspective only valid in 

industries with fierce competition.  
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Industries with negative linear relationship was found to have larger portion of 

foreign firms than those with positive linear relationship, while industries with no 

relationship was found to have larger ratio of foreign firms than those with inverted-U 

relationship. This result implied that low ratio of foreign firms may be one of the 

boundary conditions of strategic balance perspective because foreign firms in an 

industry may form a different social group from local firms. Industries with 

inverted-U relationship and positive linear relationship faced higher market 

uncertainty than those with no relationship, U relationship, and increasing 

concave-down relationship. Industries with negative linear relationship and increasing 

concave-down relationship had higher ratio of export than other patterns.    

Additional analysis 

Although this study primarily focused on industry level analysis, firm-level 

variables, especially for firms’ capability to against environmental threads, may alter 

the strategic similarity-performance relationship. For example, successful firms may 

be easier to gain legitimacy than small firms. Because legitimacy contributes small 

firms’ survival the most, conforming to gain legitimacy is more critical for them than 

for large firms. Hence, it is worth to explore the role of firms’ capability in strategic 

balance perspective. Since firm size is a good proxy of firm capability, I separated the 

sample firms into small and medium enterprises (SMEs) and non-SMEs by mean firm 

size in a given industry. After that, I conducted D&K estimation for both SMEs and 

non-SMEs groups and presented the results in Table 2-5. Table 2-5 shows that overall 

patterns of strategic similarity-performance relationship between SMEs and 

non-SMEs group are similar. The results provided no support for the idea that 

strategic balance perspective is more valid for SMEs than large firms.  
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SECTION 2.4 DISCUSSION 

I have replicated Deephouse’s (1999) study by examining the relationship 

between strategic similarity and performance across 155 manufacturing industries in 

China. This study has four major findings as follows. First, strategic balance 

perspective has limitations with regarding to contexts and exploring the boundary 

conditions is critical for knowledge accumulation and theory development. Second, 

the presence of multiple reference points in an industry potentially causes the 

divergent patterns of strategic similarity-performance relationship. Third, some 

industry characteristics may trigger specific pattern of strategic 

similarity-performance relationship. Forth, for investigating strategic balance 

perspective, Driscoll-Kraay estimation is a more reliable analysis than WLS 

estimation while standard deviation is a proper measure for strategic similarity.   

Although 69 of the 155 manufacturing industries provided supportive evidence 

for strategic balance perspective, 86 of them do not show consistent results and 45 of 

them suggest that being similar or being different is irrelevant to firm performance. 

Given that balance is not always the best method for addressing competing demands 

from social norms and competition, it should be careful about the contexts to apply 

strategic balance perspective to a variety of contexts, especially not in strategy fields. 

Understanding the boundary of a theory is important (Tsang and Kwan, 1999). This 

study suggests that higher level of competition is one of the potential boundary 

conditions. Low degrees of industry concentration and large number of competitors 

reflect fierce competition and the necessity for firms to balance the tension between 

competitive and institutional forces. Future studies on strategic balance perspective 

should pay more attention on research contexts, especially for competition condition. 

Deephouse (1999, p. 153) has emphasized the importance of contexts and notes that 
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‘the ultimate relationship between strategic similarity and performance then depends 

on the relative strength of the differentiation and conformity propositions over the 

range of strategic similarity,’ competitive pressures and institutional pressures are two 

potential determinants of strategic balance. The influences of competitive pressures 

and institutional pressures on the scope and limits of strategic balance perspective are 

worth for future research. 

In reality, most industries consist of multiple reference points and the findings of 

this study implicitly support this idea. I found that strategic balance is verified in 

industries with lower ratio of foreign firms, whereas diverse patterns are presented in 

industries with large proportion of foreign firms. Foreign firms are distinguished from 

local firms in international business literature due to their competitive advantage and 

lack of local legitimacy. If foreign firms develop their own social norms different 

from local firms, another reference point is emerged. In this situation, 

operationalization of strategic similarity based on average strategies of the whole 

industry is not accurate unless the two reference points for foreign and local firms are 

extremely close. Otherwise, incorrect operationalization only leads biased and 

unreliable results. Similarly, industries with larger market size may compete 

nationwide and develop industry norms prevailing in the whole country, while 

industries with smaller market size probably engage in regionalized competition and 

develop reference points regionally. Moreover, firms with different size are often 

categorized in different strategic groups. One possible reason why the patterns of 

strategic similarity-performance relationship are similar across SMEs and non-SMEs 

is that SMEs and non-SMEs belong to different strategic groups and have different 

reference points. How firms facing multiple reference points decide to be similar or to 

be different is still unexplored and it is important for theory development of strategic 
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balance perspective. 

Some industry characteristics may trigger specific pattern of strategic 

similarity-performance. For example, Cennamo and Santalo (2013), studying the U.S. 

video game industry, found that the relationship between distinctive positioning (the 

extent to which a platform’s game portfolio is dissimilar to rivals’ portfolios) and 

performance (i.e., market share) is U-shaped. Platform markets are usually described 

as ‘winner takes all’ (triggered by network externalities) where firms are encouraged 

to embrace aggressive strategies and compete head-to-head with conformity strategies 

to win the leading position of the mass market. Platform differentiation and 

dominance in a new market niche is only possible with a high level of dissimilarity. 

They found that both low and high levels of dissimilarity increase performance and 

moderate dissimilarity decreases performance. In this study, I found that being similar 

is beneficial for firms in industries with high ratio of export. One possible explanation 

is that firms in these industries face strong expectations, requirements, and regulations 

from worldwide customers and being able to meet their expectations and requirements 

is the ticket for firms to export and obtain higher performance.  

Driscoll-Kraay estimation is a more reliable analysis than WLS estimation for 

investigating strategic balance perspective, since strategic balance perspective 

predicts that too similar and too different strategic positions, relative to peers, 

damages firm performance. Social learning or herd behavior across firms affects the 

strategic position of the focal firm and the strategies of other firms, causing 

substantial spatial correlations in the disturbances of the measures of relatively 

strategic positions. Most studies applied the strategic balance perspective employ a 

relative measures of the key independent variables explaining organizational 

outcomes. For example, Oerlemans and Meeus (2005) adopted the absolute distance 
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between the focal firm’s innovating strategies to competitors’ average innovating 

strategies as a proxy of innovation strategy deviation. Similarly, Norman et al., (2007) 

employed Euclidean distance between the focal firm’s non-conformity actions to 

competitors’ average non-conformity actions as a proxy of competitive 

non-conformity. The relative measures of key independent variables may lead to 

substantial spatial dependence in the analysis and bias the results. To obtain reliable 

results, researchers investigating strategic balance should conduct Driscoll-Kraay 

estimation to eliminate the threat of spatial dependence. 

Although absolute deviation and Euclidean distance are both frequently 

employed as the measurement of strategic similarity, no research has attempted to 

investigate which operationalization fits the mental model of stakeholders to evaluate 

firms’ behaviors better. A preliminary comparison in this study suggests that absolute 

deviation is a proper measurement, but the results are sensitive to different 

operationalizations. Future studies may systemically investigate how stakeholders 

judge firms behaviors and what operationalization of strategic similarity fits 

theoretical arguments. 

Several limitations and challenges in this study reveal the need for further 

replications. First, I used a broader definition of competitors than that used by 

Deephouse. Although I demonstrated that significant relationship between strategic 

similarity and firm performance in a majority of manufacturing industries in China, 

the broader definition of competitors may have resulted in an underestimation of the 

effect sizes of strategic deviation and its squared term. This introduces the risk of a 

type II error. Second, the dataset only contained manufacturing firms in China, so I 

was unable to compare the results with those for commercial banks in China or 

manufacturing firms in the U.S. to examine industry and country differences. These 
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two limitations demonstrate the need to systematically conduct replication studies 

(Hubbard et al., 1998) to test the internal and external validity of the relationships 

between strategic similarity and performance. 
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Table 2-1 Descriptive Statistics and Correlations 

 Means S.D. 1. 2. 3. 4. 5. 6 7 8 9 10 

1.Relative ROA 0.000 1.00           

2. Relative ROAt-1 0.000 1.00 0.63***          

3.Strategic 

Deviation2 
13.086 23.738 -0.08*** -0.07***         

4. Strategic 

Deviation 
3.071 1.912 -0.05*** -0.04*** 0.93***        

5.Market Share 0.002 0.008 0.05*** 0.05*** -0.02*** -0.01***       

6.Total Expense 

Ratio 
0.941 0.094 -0.35*** -0.26*** 0.08*** 0.08*** -0.04***      

7.Market Growth 0.209 0.086 0.00 -0.00 -0.00 0.00 0.03*** -0.02***     

8. Financial Slacka 0.005 0.106 0.04*** 0.05*** -0.02*** -0.01*** 0.12*** -0.05*** -0.00*    

9.Firm Size 5.037 1.054 -0.01*** -0.01*** 0.00 -0.02*** 0.30*** 0.01** -0.09*** 0.04***   

10. Firm Age 9.631 7.793 -0.05*** -0.05*** 0.04*** 0.04*** 0.05*** -0.00* -0.01*** 0.00* 0.14***  

n = 226,946   * p < 0.05, ** p < 0.01, *** p < 0.001    

a. Financial slack = working capital/106 
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Table 2-2 Results of Exact Replication Regression Analysis (WLS Estimation) 

 
Deephouse 

(1999) 

Aggreg

ation 
Ind1 Ind2 Ind3 Ind4 Ind5 Ind6 Ind7 Ind8 Ind9 Ind10 Ind11 Ind12 Ind13 Ind14 Ind15 

Strategic 

Deviation2 

-0.009*** 

(-6.00) 

-0.003***

(-15.08) 

-0.004 -0.021* 0.005 -0.040*** 0.028 -0.030* -0.014 -0.020 -0.030 -0.014 -0.031 -0.008 -0.048 -0.011 -0.012 

Strategic 

Deviation 

0.243*** 

(-10.00) 

0.036***

(14.88) 

0.001 0.041 -0.025 0.066 -0.015 0.055 0.045 0.029 0.027 0.021 0.041 0.007 0.051 0.028 0.065 

R2  ─ 0.407*** 0.471 0.9056 0.338 0.376 0.179 0.397 0.378 0.071 0.007 0.623 0.284 0.249 0.482 0.204 0.349 

uTest (∪or ∩) 

 
 

∩***  

(14.70) 

∩ 

(0.14) 

∩* 

(1.99) 

∪ 

(0.87) 

∩** 

(2.46) 

∪ 

(0.36) 

∩* 

(2.14) 

∩* 

(1.79) 

∩ 

(1.50) 

∩ 

(1.18) 

∩ 

(0.69) 

∩ 

(0.70) 

∩ 

(0.25) 

∩ 

(1.51) 

∩ 

(0.50) 

∩ 

(0.64) 

Relationship  ∩ n.s. ∩ n.s. ∩ n.s. ∩ ∩ n.s. n.s. n.s. n.s. n.s. n.s. n.s. n.s. 

N 960 226946 782 1866 2556 1030 192 1785 1718 1623 839 810 351 633 470 744 638 

 Ind16 Ind17 Ind18 Ind19 Ind20 Ind21 Ind22 Ind23 Ind24 Ind25 Ind26 Ind27 Ind28 Ind29 Ind30 Ind31 Ind32 

Strategic 

Deviation2 
-0.021 -0.018 -0.021 -0.023 -0.009* -0.010 -0.034 -0.011 -0.011* -0.011* -0.007* -0.000 -0.010 -0.018 -0.007 -0.037 -0.017 

Strategic 

Deviation 
0.055 0.057 0.040 0.052 0.018 0.033 0.047 0.040 0.050** 0.037* 0.021 0.023 0.100 0.055 0.033* 0.071 0.071 

R2 0.180 0.544 0.559 0.364 0.378 0.642 0.048 0.259 0.440 0.359 0.286 0.408 0.158 0.594 0.352 0.193 0.282 

uTest (∪or ∩) 

 

∩ 

(1.28) 

∩ 

(1.39) 

∩ 

(1.13) 

∩ 

(0.69) 

∩*  

(2.25) 

∩ 

(1.09) 

∩ 

(0.99) 

∩ 

(1.28) 

∩* 

(1.82)  

∩** 

(2.35) 

∩*  

(2.14) 
N/A 

∩ 

(0.06) 

∩ 

(1.49) 

∩ 

(1.63) 

∩ 

(1.02) 

∩ 

(1.21) 

Relationship n.s. n.s. n.s. n.s. ∩ n.s. n.s. n.s. ∩ ∩ ∩ n.s. n.s. n.s. ＋ n.s. n.s. 

N 809 1409 687 421 10859 1150 296 2309 3554 6303 12536 542 229 799 6143 248 376 

t statistics in parentheses with * p < 0.05, ** p < 0.01, *** p < 0.001, two-tailed test.       n.s. means not significant. 

N/A means that the turning point is not in the range of strategic deviation.  
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Table 2-2-continued  Results of Exact Replication Regression Analysis (WLS Estimation) 

 Ind33 Ind34 Ind35 Ind36 Ind37 Ind38 Ind39 Ind40 Ind41 Ind42 Ind43 Ind44 Ind45 Ind46 Ind47 Ind48 Ind49 

Strategic 

Deviation2 
-0.019** -0.013 0.001 -0.014 -0.019 0.036 -0.019** -0.028*** -0.015* -0.070 -0.005 -0.011 -0.016 -0.009 -0.145 -0.004 -0.037*

Strategic 

Deviation 
0.037 0.013 0.002 0.045 0.075 -0.099 0.063*** 0.067*** 0.036 0.192 0.015 0.041 0.086 0.004 0.339 0.018 0.108*

R2 0.016 0.204 0.302 0.483 0.276 0.422 0.403 0.419 0.371 0.369 0.366 0.350 0.462 0.418 0.121 0.419 0.263 

uTest (∪or ∩) 

 

∩* 

(2.12) 

∩ 

(0.66) 

∪ 

(0.01) 

∩* 

(1.67) 

∩* 

(1.75) 

∪ 

(1.04) 

∩** 

(2.96) 

∩*** 

(3.89) 

∩* 

(2.26) 

∩ 

(0.53) 

∩ 

(0.37) 

∩ 

(1.02) 

∩ 

(0.76) 

∩ 

(0.65) 

∩ 

(1.77) 

∩ 

(0.32) 

∩** 

(2.38) 

Relationship ∩ n.s. n.s. ∩ ∩ n.s. ∩ ∩ ∩ n.s. n.s. n.s. n.s. n.s. n.s. n.s. ∩ 

N 2290 935 595 1892 880 158 3457 3948 3754 75 933 1012 220 1817 55 648 481 

 Ind50 Ind51 Ind52 Ind53 Ind54 Ind55 Ind56 Ind57 Ind58 Ind59 Ind60 Ind61 Ind62 Ind63 Ind64 Ind65 Ind66 

Strategic 

Deviation2 
-0.012* -0.018 -0.013 -0.010 -0.019 0.002 -0.007 -0.020 -0.027 -0.034 -0.014 -0.026 -0.039 -0.013 -0.097* 0.007 -0.015 

Strategic 

Deviation 
0.030  0.044 0.024 0.028 0.047 -0.018 0.020 0.052 0.072 -0.021 0.041 0.161 -0.009 0.041 0.170 -0.016 0.014 

R2 0.372  0.460 0.574 0.426 0.404 0.413 0.419 0.333 0.472 0.575 0.492 0.299 0.461 0.536 0.103 0.322 0.460 

uTest (∪or ∩) 

 

∩* 

(2.00)  

∩* 

(1.91) 

∩ 

(0.83) 

∩ 

(1.59) 

∩ 

(1.64) 

∪ 

(0.28) 

∩ 

(0.82) 

∩ 

(1.67) 

∩ 

(1.51) 

∩ 

(0.38) 

∩ 

(0.66) 

∩ 

(0.91) 

∩ 

(0.40) 

∩ 

(0.47) 

∩* 

(2.62) 

∪ 

(0.64) 

∩ 

(0.86) 

Relationship ∩ ∩ n.s. n.s. n.s. n.s. n.s. n.s. n.s. n.s. n.s. n.s. n.s. n.s. ∩ n.s. n.s. 

N 3770 1612 673 3100 1349 4503 1226 824 706 148 763 180 163 248 79 1026 341 

t statistics in parentheses with * p < 0.05, ** p < 0.01, *** p < 0.001, two-tailed test.       n.s. means not significant. 

N/A means that the turning point is not in the range of strategic deviation.  
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Table 2-2-continued  Results of Exact Replication Regression Analysis (WLS Estimation) 

 Ind67 Ind68 Ind69 Ind70 Ind71 Ind72 Ind73 Ind74 Ind75 Ind76 Ind77 Ind78 Ind79 Ind80 Ind81 Ind82 Ind83 

Strategic 

Deviation2 
-0.073* -0.002 -0.140 0.016 -0.007 -0.062 -0.037*** -0.028** -0.016 0.014 -0.045*** -0.0336* 0.000 -0.021* -0.007 -0.006 -0.007 

Strategic 

Deviation 
0.092  0.016 0.209 0.029 0.010 0.102 0.113** 0.094** 0.074* -0.017 0.116** 0.052 0.004 0.041 0.041 0.040* 0.020 

R2 0.514  0.365 0.214 0.194 0.510 0.308 0.393 0.462 0.457 0.589 0.460 0.394 0.459 0.398 0.327 0.473 0.555 

uTest (∪or ∩) 

 

∩* 

(2.22) 

∩ 

(0.09) 

∩ 

(0.44) 

∪ 

(0.08) 

∩ 

(0.45) 

∩ 

(1.31) 

∩*** 

(3.24) 

∩** 

(2.67) 

∩ 

(1.47) 

∪ 

(0.86) 

∩*** 

(3.35) 

∩* 

(2.00) 
N/A 

∩* 

(2.09) 

∩ 

(0.36) 

∩ 

(0.99) 

∩ 

(0.91) 

Relationship ∩ n.s. n.s. n.s. n.s. n.s. ∩ ∩ ＋ n.s. ∩ ∩ n.s. ∩ ∩ ＋ n.s. 

N 489 570 45 176 797 248 1263 1635 1384 778 528 1250 1296 2058 1284 5496 1885 

 Ind84 Ind85 Ind86 Ind87 Ind88 Ind89 Ind90 Ind91 Ind92 Ind93 Ind94 Ind95 Ind96 Ind97 Ind98 Ind99 Ind100 

Strategic 

Deviation2 
-0.012  -0.024** -0.010 -0.024* -0.032* -0.029 -0.008 -0.014* -0.015 -0.015 -0.262 -0.019 -0.005 -0.004 -0.011 -0.011 -0.008 

Strategic 

Deviation 
0.030 0.064** 0.027 0.065* 0.094** -0.014 -0.029 0.032 0.026 0.032 0.575 -0.003 -0.009 0.024 0.030 0.030 0.005 

R2 0.434 0.395 0.363 0.619 0.553 0.240 0.343 0.262 0.198 0.301 0.246 0.019 0.676 0.116 0.416 0.389 0.352 

uTest (∪or ∩) 

 

∩* 

(1.76) 

∩** 

(2.65) 

∩ 

(1.07) 

∩** 

(2.50) 

∩** 

(2.43) 

∩ 

(0.52) 
N/A 

∩* 

(2.01) 

∩ 

(0.62) 

∩ 

(0.95) 

∩ 

(0.56) 

∩ 

(0.28) 

∩ 

(0.03) 

∩ 

(0.50) 

∩ 

(1.35) 

∩ 

(1.24) 

∩ 

(0.38) 

Relationship ∩ ∩ n.s. ∩ ∩ n.s. n.s. ∩ n.s. n.s. n.s. n.s. n.s. n.s. n.s. n.s. n.s. 

N 4523 2857 1823 1156 1192 361 110 3155 714 834 64 257 214 2300 2633 1759 1006 

t statistics in parentheses with * p < 0.05, ** p < 0.01, *** p < 0.001, two-tailed test.       n.s. means not significant. 

N/A means that the turning point is not in the range of strategic deviation.  
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Table 2-2-continued  Results of Exact Replication Regression Analysis (WLS Estimation) 

 Ind101 Ind102 Ind103 Ind104 Ind105 Ind106 Ind107 Ind108 Ind109 Ind110 Ind111 Ind112 Ind113 Ind114 Ind115 Ind116 Ind117 

Strategic 

Deviation2 
-0.002  -0.016* -0.016 0.009 -0.020* -0.024 -0.019 -0.027* 0.004 -0.021*** -0.016** -0.013 -0.011 -0.013* -0.011 -0.006 -0.008 

Strategic 

Deviation 
0.032  0.073** 0.051 0.027 0.067* 0.059 0.044 0.083** 0.001 0.077*** 0.049* 0.045 0.037 0.038* 0.043 -0.011 0.014 

R2 0.384  0.377 0.088 0.001 0.045 0.441 0.373 0.395 0.521 0.368 0.436 0.484 0.413 0.494 0.501 0.325 0.309 

uTest (∪or ∩) 

 

∩ 

(0.03) 

∩* 

(1.87) 

∩ 

(1.14) 

∪ 

(0.01) 

∩** 

(2.40) 

∩ 

(1.45) 

∩ 

(1.18) 

∩* 

(2.32) 

∩ 

(0.19) 

∩*** 

(3.17) 

∩** 

(2.54) 

∩* 

(1.86) 

∩ 

(1.37) 

∩* 

(2.21) 

∩ 

(1.10) 

∩ 

(0.13) 

∩ 

(0.37) 

Relationship n.s. ∩ n.s. n.s. ∩ n.s. n.s. ∩ n.s. ∩ ∩ ∩ n.s. ∩ n.s. n.s. n.s. 

N 877 2023 923 149 1790 846 933 1375 1081 3364 1941 2491 2195 3532 1270 1688 449 

 Ind118 Ind119 Ind120 Ind121 Ind122 Ind123 Ind124 Ind125 Ind126 Ind127 Ind128 Ind129 Ind130 Ind131 Ind132 Ind133 Ind134 

Strategic 

Deviation2 
0.013  -0.014 -0.040 0.002 -0.015 0.007 -0.021 -0.007 -0.008 -0.019 -0.010 0.052 -0.013 -0.019** -0.012 -0.013 -0.024**

Strategic 

Deviation 
0.035  0.033 0.116 -0.026 0.026 -0.012 0.041 0.017 0.011 0.052 0.048 -0.049 0.0717* 0.059** 0.028 0.060 0.077**

R2 0.114  0.467 0.495 0.173 0.416 0.380 0.313 0.397 0.434 0.469 0.003 0.358 0.473 0.439 0.494 0.326 0.256 

uTest (∪or ∩) 

 

∪ 

(0.04) 

∩ 

(1.41) 

∩ 

(0.99) 

∪ 

(0.06) 

∩ 

(1.30) 

∪ 

(0.36) 

∩ 

(0.63) 

∩ 

(1.62) 

∩ 

(0.72) 

∩ 

(1.44) 

∩ 

(0.48) 

∪ 

(0.63) 

∩ 

(0.98) 

∩*** 

(3.17) 

∩* 

(1.65) 

∩ 

(0.92) 

∩** 

(2.90) 

Relationship n.s. n.s. n.s. n.s. n.s. n.s. n.s. n.s. n.s. n.s. n.s. n.s. ＋ ∩ ∩ n.s. ∩ 

N 619 1140 209 573 498 616 220 6265 1692 948 434 53 1538 4048 3524 739 2240 

t statistics in parentheses with * p < 0.05, ** p < 0.01, *** p < 0.001, two-tailed test.       n.s. means not significant. 

N/A means that the turning point is not in the range of strategic deviation.  
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Table 2-2-continued  Results of Exact Replication Regression Analysis (WLS Estimation) 

 Ind135 Ind136 Ind137 Ind138 Ind139 Ind140 Ind141 Ind142 Ind143 Ind144 Ind145 Ind146 Ind147 Ind148 Ind149 Ind150 Ind151 

Strategic 

Deviation2 
-0.053  -0.005 -0.107 -0.005 0.021 -0.014 -0.009 -0.003 -0.021 0.014 -0.006 -0.051 -0.001 0.002 -0.080* -0.008 -0.010 

Strategic 

Deviation 
0.119  0.007 -0.050 0.011 -0.060 -0.012 0.018 0.006 0.104* -0.006 -0.002 0.049 0.029 0.030 0.215** 0.017 0.036 

R2 0.506  0.241 0.212 0.330 0.192 0.360 0.510 0.387 0.174 0.151 0.534 0.461 0.074 0.340 0.260 0.342 0.220 

uTest (∪or ∩) 

 

∩ 

(1.30) 

∩ 

(0.45) 

∩ 

(0.84) 

∩ 

(0.25) 

∪ 

(0.46) 

∩ 

(0.32) 

∩ 

(0.76) 

∩ 

(0.38) 

∩ 

(1.45) 

∪ 

(0.31) 

∩ 

(0.29) 

∩ 

(0.76) 
N/A N/A 

∩* 

(2.19) 

∩ 

(1.13) 

∩ 

(1.04) 

Relationship n.s. n.s. n.s. n.s. n.s. n.s. n.s. n.s. ＋ n.s. n.s. n.s. n.s. n.s. ∩ n.s. n.s. 

N 268 2557 155 866 228 815 1070 3625 771 243 1249 158 450 733 381 4049 1390 

 Ind152 Ind153 Ind154 Ind155              

Strategic 

Deviation2 
-0.006  -0.013 -0.007 -0.588*              

Strategic 

Deviation 
0.024  0.056 0.022 0.770**              

R2 0.598  0.085 0.443 0.096              

uTest (∪or ∩) 

 

∩ 

(0.22) 

∩ 

(0.02) 

∩ 

(0.40) 

∩** 

(2.55) 
             

Relationship n.s. n.s. n.s. ∩              

N 136 51 542 97              

t statistics in parentheses with * p < 0.05, ** p < 0.01, *** p < 0.001, two-tailed test.       n.s. means not significant. 

N/A means that the turning point is not in the range of strategic deviation.  
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Table 2-3 Results of Improved Replication Regression Analysis (D&K Estimation) 

 
Deephouse 

(1999) 

Aggreg

ation 
Ind1 Ind2 Ind3 Ind4 Ind5 Ind6 Ind7 Ind8 Ind9 Ind10 Ind11 Ind12 Ind13 Ind14 Ind15 

Strategic 

Deviation2 

-0.009*** 

(-6.00) 

-0.002***

(-7.90) 
-0.003 -0.002 -0.011*** -0.020* -0.041 -0.006*** -0.018 -0.019*** 0.004* 0.010 -0.045** -0.031*** -0.016*** -0.012* -0.045***

Strategic 

Deviation 

0.243*** 

(-10.00) 

0.022***

(5.82) 
-0.019 0.014 0.025* 0.015 0.097 0.010 0.035*** 0.070*** 

 

0.009 -0.092** 0.080 0.109 0.081** 0.003 0.201***

R2  ─ 0.074*** 0.129 0.071 0.124 0.071 0.586 0.096 0.084 0.099 0.146 0.180 0.193 0.170 0.169 0.119 0.080 

uTest (∪or ∩) 

 
 

∩***  

(5.83) 
 

∩ 

(0.57) 

∩** 

(2.79) 

∩ 

(1.56) 

∩ 

(1.43) 

∩** 

(2.34) 

∩* 

(1.74)  

∩*** 

(3.59) 

∪ 

(0.08) 

∪ 

(1.35) 

∩** 

(2.44)  

∩** 

(2.46)  

∩*** 

(3.82) 

∩ 

(0.70) 

∩*** 

(4.64) 

Relationship  ∩ n.s. n.s. ∩ n.s. n.s. ∩ ∩ ∩ ╯ － ∩ ∩ ∩ ╭ ∩ 

N 960 226946 782 1866 2556 1030 192 1785 1718 1623 839 810 351 633 470 744 638 

 Ind16 Ind17 Ind18 Ind19 Ind20 Ind21 Ind22 Ind23 Ind24 Ind25 Ind26 Ind27 Ind28 Ind29 Ind30 Ind31 Ind32 

Strategic 

Deviation2 
0.024*** -0.009*** -0.012** -0.037*** -0.011*** -0.015*** -0.024* -0.013*** -0.014*** -0.013*** -0.003  -0.018* -0.044  0.003  -0.011*** -0.034* -0.008  

Strategic 

Deviation 
-0.096*** 0.009  0.072*** 0.261*** 0.055*** 0.068** 0.119* 0.071*** 0.088*** 0.061*** -0.017  0.083  0.203*** -0.021  0.024  0.138** 0.046  

R2 0.147  0.155  0.196  0.137  0.046  0.076  0.108  0.013  0.083  0.073  0.068  0.138  0.238  0.028  0.072  0.112  0.075  

uTest (∪or ∩) 

 

∪*** 

(4.27) 

∩*** 

(6.17) 

∩* 

(2.12)  

∩*** 

(8.78) 

∩*** 

(4.33) 

∩*** 

(3.39)  

∩* 

(2.26)  

∩*** 

(4.38) 

∩*** 

(3.73) 

∩*** 

(7.37)  
N/A 

∩* 

(1.71) 

∩ 

(1.20) 

∪ 

(0.92) 

∩** 

(2.33) 

∩** 

(2.41) 

∩ 

(0.68) 

Relationship ∪ ∩ ∩ ∩ ∩ ∩ ∩ ∩ ∩ ∩ n.s. ∩ ＋ n.s. ∩ ∩ n.s. 

N 809 1409 687 421 10859 1150 296 2309 3554 6303 12536 542 229 799 6143 248 376 

t statistics in parentheses with * p < 0.05, ** p < 0.01, *** p < 0.001, two-tailed test.       n.s. means not significant. 

N/A means that the turning point is not in the range of strategic deviation.  

 



‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

 
 

44 
 

Table 2-3-continued Results of Improved Replication Regression Analysis (D&K Estimation) 

 Ind33 Ind34 Ind35 Ind36 Ind37 Ind38 Ind39 Ind40 Ind41 Ind42 Ind43 Ind44 Ind45 Ind46 Ind47 Ind48 Ind49 

Strategic 

Deviation2 
-0.008* 0.005 -0.014*** -0.007*** -0.008** 0.019 -0.008** -0.011*** -0.015*** -0.13*** 0.008 -0.015* 0.009 -0.005 0.021 0.025*** -0.008*

Strategic 

Deviation 
0.003  0.003 0.087*** 0.039*** 0.022 -0.110 0.021* 0.058*** 0.059*** 0.151 -0.084*** 0.060* -0.020 0.043 0.084 -0.170*** 0.040***

R2 0.059  0.164 0.066 0.133 0.074 0.098 0.069 0.107 0.094 0.170 0.064 0.101 0.250 0.112 0.189 0.138 0.354 

uTest (∪or ∩) 

 

∩ 

(0.86) 

∪ 

(0.28) 

∩*** 

(3.20) 

∩** 

(2.90) 

∩* 

(1.99) 

∪ 

(1.05) 

∩** 

(2.49) 

∩*** 

(6.30) 

∩*** 

(5.86) 

∩*** 

(4.01) 

∪ 

(0.95) 

∩** 

(2.43) 

∪ 

(0.54) 

∩ 

(0.59) 
N/A 

∪** 

(3.00) 

∩* 

(2.12) 

Relationship ╭ n.s. ∩ ∩ ∩ n.s. ∩ ∩ ∩ ∩ － ∩ n.s. n.s. n.s. ∪ ∩ 

N 2290 935 595 1892 880 158 3457 3948 3754 75 933 1012 220 1817 55 648 481 

 Ind50 Ind51 Ind52 Ind53 Ind54 Ind55 Ind56 Ind57 Ind58 Ind59 Ind60 Ind61 Ind62 Ind63 Ind64 Ind65 Ind66 

Strategic 

Deviation2 
-0.019*** -0.015*** -0.021* -0.007*** -0.009** 0.000 -0.006 -0.027*** -0.012* -0.040*** -0.023** -0.085*** -0.006 -0.024* 0.058* -0.023*** -0.009 

Strategic 

Deviation 
0.075*** 0.080*** 0.070* 0.009 0.004 0.025*** 0.061 0.063** 0.071*** 0.245*** 0.047 0.311*** -0.059 0.121* -0.033 0.094* -0.001 

R2 0.131  0.074 0.254 0.127 0.109 0.073 0.127 0.187 0.178 0.257 0.142 0.194 0.126 0.150 0.362 0.064 0.174 

uTest (∪or ∩) 

 

∩*** 

(19.20)  

∩*** 

(5.04) 

∩* 

(2.24) 

∩** 

(2.40) 

∩* 

(1.99) 
N/A 

∩ 

(0.66) 

∩*** 

(3.37) 

∩* 

(1.66) 

∩*** 

(4.49) 

∩* 

(1.73) 

∩*** 

(4.86) 
N/A 

∩* 

(2.16) 

∪ 

(1.32) 

∩** 

(2.99) 

∩ 

(0.23) 

Relationship ∩ ∩ ∩ ∩ ∩ ＋ n.s. ∩ ∩ ∩ ∩ ∩ n.s. ∩ ╰ ∩ n.s. 

N 3770 1612 673 3100 1349 4503 1226 824 706 148 763 180 163 248 79 1026 341 

t statistics in parentheses with * p < 0.05, ** p < 0.01, *** p < 0.001, two-tailed test.       n.s. means not significant. 

N/A means that the turning point is not in the range of strategic deviation.  
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Table 2-3-continued Results of Improved Replication Regression Analysis (D&K Estimation) 

 Ind67 Ind68 Ind69 Ind70 Ind71 Ind72 Ind73 Ind74 Ind75 Ind76 Ind77 Ind78 Ind79 Ind80 Ind81 Ind82 Ind83 

Strategic 

Deviation2 
-0.014  -0.010 -0.033 -0.064** -0.006* -0.013 -0.005 -0.002 -0.006* -0.012*** 0.000 -0.019* 0.015*** -0.017*** -0.013 -0.001 -0.015**

Strategic 

Deviation 
0.033  0.051* 0.085 -0.019 0.040* 0.072 -0.007 0.019 0.015 0.057 0.027 0.114*** -0.097*** 0.082* 0.004 0.048*** 0.054**

R2 0.106  0.222 0.312 0.231 0.173 0.273 0.094 0.095 0.098 0.128 0.106 0.218 0.216 0.106 0.083 0.175 0.071 

uTest (∪or ∩) 

 

∩ 

(0.82) 

∩ 

(1.04) 

∩ 

(1.37) 

∩ 

(1.20) 

∩* 

(1.81) 

∩ 

(1.11) 

∩ 

(0.18) 

∩ 

(0.60) 

∩ 

(1.10) 

∩* 

(2.34) 
N/A 

∩* 

(1.69) 

∪*** 

(3.72) 

∩** 

(2.92) 

∩ 

(0.39) 
N/A 

∩** 

(2.80) 

Relationship n.s. ＋ n.s. ╮ ∩ n.s. n.s. n.s. ╭ ∩ n.s. ∩ ∪ ∩ n.s. ＋ ∩ 

N 489 570 45 176 797 248 1263 1635 1384 778 528 1250 1296 2058 1284 5496 1885 

 Ind84 Ind85 Ind86 Ind87 Ind88 Ind89 Ind90 Ind91 Ind92 Ind93 Ind94 Ind95 Ind96 Ind97 Ind98 Ind99 Ind100 

Strategic 

Deviation2 
-0.010*** -0.019** -0.009 -0.012*** -0.019*** -0.058*** -0.038* -0.004 0.002 -0.010 -0.048 -0.005 0.004 -0.005*** -0.013*** -0.004 -0.031***

Strategic 

Deviation 
0.029*** 0.087** 0.028 0.057*** 0.097*** 0.237*** 0.194 0.029* 0.019 -0.015 -0.250** 0.006 -0.050 -0.010 0.066*** -0.046* 0.111***

R2 0.082  0.111 0.125 0.159 0.165 0.211 0.172 0.054 0.194 0.101 0.204 0.206 0.170 0.060 0.087 0.077 0.099 

uTest (∪or ∩) 

 

∩*** 

(6.60) 

∩** 

(2.67) 

∩ 

(1.34) 

∩*** 

(4.89) 

∩*** 

(9.40) 

∩*** 

(7.45) 

∩ 

(1.68) 

∩ 

(1.23) 
N/A 

∩ 

(0.38) 
N/A 

∩ 

(0.16) 

∪ 

(0.10) 

∩ 

(0.42) 

∩*** 

(3.99) 
N/A 

∩*** 

(5.13) 

Relationship ∩ ∩ n.s. ∩ ∩ ∩ ╭ ＋ n.s. n.s. － n.s. n.s. ╮ ∩ － ∩ 

N 4523 2857 1823 1156 1192 361 110 3155 714 834 64 257 214 2300 2633 1759 1006 

t statistics in parentheses with * p < 0.05, ** p < 0.01, *** p < 0.001, two-tailed test.       n.s. means not significant. 

N/A means that the turning point is not in the range of strategic deviation.  
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Table 2-3-continued Results of Improved Replication Regression Analysis (D&K Estimation) 

 Ind101 Ind102 Ind103 Ind104 Ind105 Ind106 Ind107 Ind108 Ind109 Ind110 Ind111 Ind112 Ind113 Ind114 Ind115 Ind116 Ind117 

Strategic 

Deviation2 
-0.034* 0.007 0.003 -0.059 -0.001 -0.027** -0.011 0.012** -0.007 -0.015*** -0.011* -0.007* -0.003 -0.007*** -0.019*** -0.012*** -0.012 

Strategic 

Deviation 
0.064  -0.029*** -0.001 0.045 -0.022 0.096** 0.087** -0.047 0.020* 0.065*** 0.031 -0.000 

 

-0.022* 0.007 0.085*** 0.038*** 0.058**

R2 0.087  0.067 0.141 0.121 0.090 0.216 0.079 0.129 0.124 0.103 0.078 0.088 0.072 0.110 0.088 0.169 0.128 

uTest (∪or ∩) 

 

∩* 

(2.09) 

∪ 

(1.32) 

∪ 

(0.98) 

∩ 

(0.87) 
N/A 

∩** 

(2.71) 

∩ 

(1.15) 

∪* 

(1.89) 

∩ 

(1.06) 

∩*** 

(13.88) 

∩* 

(1.88) 

∩ 

(1.47) 
N/A 

∩* 

(2.29) 

∩*** 

(6.42) 

∩** 

(3.07) 

∩ 

(1.39) 

Relationship ∩ － n.s. n.s. n.s. ∩ ＋ ∪ ＋ ∩ ∩ ╮ － ∩ ∩ ∩ ∩ 

N 877 2023 923 149 1790 846 933 1375 1081 3364 1941 2491 2195 3532 1270 1688 449 

 Ind118 Ind119 Ind120 Ind121 Ind122 Ind123 Ind124 Ind125 Ind126 Ind127 Ind128 Ind129 Ind130 Ind131 Ind132 Ind133 Ind134 

Strategic 

Deviation2 
-0.002  -0.016** 0.019 0.017*** -0.025* 0.001 -0.007 -0.004 -0.007* -0.011 -0.020** 0.043* -0.017*** -0.008*** -0.008* -0.006*** -0.010***

Strategic 

Deviation 
-0.025  0.004 -0.105 -0.134*** 0.031 -0.009 -0.051 -0.006 0.026 0.060 0.064** -0.002 0.055 0.002 -0.001 -0.007 0.017*

R2 0.103  0.069 0.259 0.050 0.248 0.196 0.259 0.094 0.073 0.110 0.101 0.425 0.116 0.101 0.099 0.107 0.073 

uTest (∪or ∩) 

 
N/A 

∩ 

(1.30) 

∪ 

(1.09) 

∪*** 

(5.80) 

∩* 

(2.06) 

∪ 

(0.04) 
N/A 

∩ 

(0.24) 

∩* 

(1.90) 

∩ 

(1.20) 

∩** 

(2.63) 

∪* 

(2.30) 

∩** 

(2.43) 

∩** 

(2.51) 

∩ 

(0.81) 

∩ 

(0.64) 

∩*** 

(3.18) 

Relationship n.s. ╭ n.s. ∪ ∩ n.s. n.s. n.s. ∩ n.s. ∩ ∪ ∩ ∩ ╮ ╮ ∩ 

N 619 1140 209 573 498 616 220 6265 1692 948 434 53 1538 4048 3524 739 2240 

t statistics in parentheses with * p < 0.05, ** p < 0.01, *** p < 0.001, two-tailed test.       n.s. means not significant. 

N/A means that the turning point is not in the range of strategic deviation.  
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Table 2-3-continued Results of Improved Replication Regression Analysis (D&K Estimation) 

 Ind135 Ind136 Ind137 Ind138 Ind139 Ind140 Ind141 Ind142 Ind143 Ind144 Ind145 Ind146 Ind147 Ind148 Ind149 Ind150 Ind151 

Strategic 

Deviation2 
-0.004  0.003 -0.051* -0.016* -0.037** 0.038*** -0.006 -0.003 0.015 0.002 -0.012* 0.055*** 0.013 -0.003 0.004 -0.006 -0.022***

Strategic 

Deviation 
0.069  -0.082*** 0.060 0.001 0.001 -0.263*** 0.029 -0.003 -0.163** 0.004 0.068 -0.054*** -0.155** -0.062*** -0.186** 0.041 0.037 

R2 0.083  0.055 0.111 0.180 0.102 0.090 0.241 0.124 0.093 0.225 0.170 0.185 0.121 0.114 0.100 0.074 0.091 

uTest (∪or ∩) 

 

∩ 

(0.06) 
N/A 

∩* 

(1.82) 

∩ 

(0.65) 

∩ 

(1.24) 

∪** 

(2.78) 

∩ 

(0.85) 

∩ 

(0.28) 

∪ 

(1.14) 

∪ 

(0.00) 

∩* 

(1.90) 

∪*** 

(5.11) 

∪ 

(0.53) 
N/A N/A 

∩ 

(0.98) 

∩*** 

(4.46) 

Relationship n.s. － ∩ ╭ ╭ ∪ n.s. n.s. － n.s. ∩ ∪ － － － n.s. ∩ 

N 268 2557 155 866 228 815 1070 3625 771 243 1249 158 450 733 381 4049 1390 

 Ind152 Ind153 Ind154 Ind155              

Strategic 

Deviation2 
-0.005  0.351 -0.012 -0.064              

Strategic 

Deviation 
-0.037  0.075 0.119* -0.032              

R2 0.260  0.307 0.226 0.186              

uTest (∪or ∩) 

 
N/A 

∪ 

(1.46) 

∩ 

(0.89) 

∩ 

(0.45) 
             

Relationship n.s. n.s. ＋ n.s.              

N 136 51 542 97              

t statistics in parentheses with * p < 0.05, ** p < 0.01, *** p < 0.001, two-tailed test.       n.s. means not significant. 

N/A means that the turning point is not in the range of strategic deviation.  
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Table 2-4 The Comparison of the Patterns of the Strategic 

Deviation-Performance Relationship Between WLS and D&K Estimations (With 

and Without Additional Controls) 

Pattern of the 

relationship 

WLS 

estimation 

D&K 

estimation 

WLS with 

additional 

controls 

D&K with 

additional 

controls 

No relationship 
109 

(70.3%) 

45 

(29%) 

110 

(71%) 

48 

(31%) 

Negatively linear 0 
11 

(7.1%) 
0 

8 

(5.2%) 

Positively linear 
5 

(3.2%) 

8 

(5.2%) 

4 

(2.6%) 

11 

(7.1%) 

Inverted-U shape 
41 

(26.5%) 

69 

(44.5%) 

41 

(26.5%) 

68 

(43.9%) 

U shape 0 
8 

(5.2%) 
0 

9 

(5.8%) 

Increasing 

concave-down 
0 

7 

(4.5%) 
0 

10 

(6.5%) 

Decreasing 

concave-down 
0 

5 

(3.2%) 
0 

1 

(0.6%) 

Increasing 

concave-up 
0 

1 

(0.6%) 
0 0 

Decreasing 

concave-up 
0 

1 

(0.6%) 
0 0 

Summary 155 155 155 155 
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Table 2-5 The Comparison of the Patterns of the Strategic 

Deviation-Performance Relationship between SD3 and ESD (with WLS and 

D&K Estimations), and between SMEs and Non-SMEs 

Pattern of the 

relationship 

SD3 with 

WLS 

estimation 

SD3 with 

D&K 

estimation 

ESD with 

WLS 

estimation 

ESD with 

D&K 

estimation 

SMEs 

with D&K 

estimation 

Non-SMEs 

with D&K 

estimation 

No relationship 
128 

(82.6%) 

66 

(42.6%) 

135 

(87.1%) 

66 

(42.6%) 

63 

(40.6%) 

68 

(43.9%) 

Negatively linear 0 
19 

(12.3%) 
0 

16 

(10.3%) 

6 

(3.9%) 

8 

(5.2%) 

Positively linear 
3 

(1.9%) 

5 

(3.2%) 

2 

(1.3%) 

7 

(4.5%) 

13 

(8.4%) 

11 

(7.1%) 

Inverted-U shape 
19 

(12.3%) 

32 

(20.6%) 

14 

(9.0%) 

27 

(17.4%) 

50 

(32.3%) 

46 

(29.7%) 

U shape 
2 

(1.3%) 

19 

(12.3%) 

2 

(1.3%) 

23 

(14.8%) 

12 

(7.7%) 

13 

(8.4%) 

Increasing 

concave-down 

1 

(0.6%) 

3 

(1.9%) 
0 

3 

(1.9%) 

2 

(1.3%) 

1 

(0.6%) 

Decreasing 

concave-down 

2 

(1.3%) 

4 

(2.5%) 

2 

(1.3%) 

9 

(5.8%) 

6 

(3.9%) 

7 

(4.5%) 

Increasing 

concave-up 
0 

5 

(3.2%) 
0 

1 

(0.6%) 

1 

(0.6%) 

1 

(0.6%) 

Decreasing 

concave-up 
0 

2 

(1.3%) 
0 

3 

(1.9%) 

2 

(1.3%) 
0 

Summary 155 155 155 155 155 155 

 



‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

 
 

50 
 

Table 2-6 The Comparison of Industry Characteristics between Different Patterns of Strategic sSimilarity-Performance Relationship 

Pattern of the relationship 

Comparison Industry-level 

Variables 

1. No 

relationship 

2.  Negative 

linearity 

3. Positive 

linearity 

4. Inverted-U 

shape 

5. U shape 6. Increasing 

concave-down 

Industry 

Concentration 
0.016 0.015 0.014 0.010 0.018 0.012 1>4 

Market Sizea 18.94 22.94 22.82 33.74 14.08 17.54 4>1, 5<4, 6<4 

Average ROA 0.08 0.08 0.08 0.08 0.09 0.08  

Market Growth 0.22 0.21 0.22 0.22 0.22 0.20  

Average Firm 

Age 
9.97 8.76 10.90 9.72 10.44 9.02 3>2 

Number of Firms 314.04 306.63 407.64 444.34 185.11 313.50 4>1, 5<4 

Ratio of Foreign 

Firms 
0.31 0.39 0.26 0.26 0.34 0.34 3<2. 4<1 

Market 

Uncertaintyb 
5.64 11.16 11.80 12.46 3.43 3.93 

3>1, 4>1, 5<3, 

5<4, 6<3, 6<4 

Ratio of Export 0.25 0.42 0.25 0.20 0.20 0.33 
2>1, 3<2, 4<2, 

5<2, 6>4 

Ratio of New 

Product Sales 
0.09 0.12 0.12 0.08 0.10 0.10  

N 192 32 44 272 36 40  
a Market size = market size/109      b Market uncertainty = standard variance of market size/109 
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Table 2-7 Descriptive Statistics and Correlations between Industry-Level Variables and Main Variables 

 Means S.D. 1. 2. 3. 4 5 6 7 8 9 10 11 

1.Relative ROA 0.000 0.981 

2. Strategic 

Deviation 
3.071 1.912 -0.05*** 

          

3. Industry 

Concentration 
0.007 0.009 0.00 0.02***   

       

4. Market Sizea 30.675 28.781 0.00 0.01** -0.07***   

5. Average ROA 0.082 0.024 0.01*** -0.01*** -0.07*** 0.10***   

6. Market Growth 0.209 0.086 0.00 0.00 0.09*** 0.06*** 0.26***   

7. Average Firm Age 9.678 1.786 -0.01*** 0.03*** 0.04*** 0.04*** 0.15*** -0.03***   

8. Number of Firms 905 820 0.00 -0.03*** -0.36*** -0.28*** -0.16*** -0.17*** -0.13***   

9. Ratio of Foreign 

Firms 
0.286 0.150 -0.00 -0.00 0.07*** -0.22*** -0.22*** -0.31*** -0.25*** 0.11***   

 

10. Market 

Uncertaintyb 
14.792 16.050 0.00 -0.01*** -0.13*** 0.29*** 0.11*** 0.14*** 0.08*** 0.02*** -0.22***   

11. Ratio of Export 0.242 0.184 -0.00 -0.01*** -0.00 -0.20*** -0.20*** -0.30*** -0.25*** 0.14*** 0.85*** -0.17*** 

12. Ratio of New 

Product Sales 
0.086 0.081 -0.01* 0.02* 0.40*** -0.16*** -0.19*** 0.05*** 0.25*** -0.09*** 0.06*** -0.14*** 0.03*** 

a Market size = market size/109      b Market uncertainty = standard variance of market size/109    * p < 0.05, ** p < 0.01, *** p < 0.001 
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APPENDIX A: LIST OF INDUSTRIES 

1. Construction sand and gravel mining  

2. Grain mills  

3. Prepared feeds  

4. Vegetable oil mills  

5. Sugar  

6. Slaughtering and meat processing 

7. Aquatic products processing  

8. Vegetables, fruits, and nuts processing  

9. Other grain mill products 

10. Bakery Products 

11. Confectionery Products 

12. Instant food and related products 

13. Dairy Products  

14. Canned products 

15. Seasoning and Dressing Manufacturing 

16. Other food manufacturing 

17. Breweries and Wineries  

18. Soft Drinks 

19. Tea refining and processing 

20. Broadwoven Fabric Mills, Cotton 

21. Broadwoven Fabric Mills, Wool  

22. Broadwoven fabrics: linen, jute, hemp, and 

ramie  

23. Broadwoven Fabric Mills, Silk 

24. Textile Furnishings Mills 

25. Knitting Mills 

26. Apparel and other Finished Products Made 

from Fabrics 

27. Apparel and other Finished Products Made 

from Knitting 

28. Miscellaneous Apparel and Accessories 

29. Leather Tanning and processing 

30. Leather and Leather Products 

31. Fur Tanning and processing 

32. Fur goods 

33. Millwork, Veneer, Plywood, and Structural 

Wood 

34. Lumber and Wood Products 

35. Bamboo, rattan, palm, grass products 

36. Furniture, wood 

37. Furniture, metal 

38. Other furniture 

39. Paper Mills 

40. Paper and Allied Products 

41. Printing 

42. Support Activities for Printing 

43. Pens, Pencils, and other Artists Materials 

44. Sporting and Athletic Goods 

45. Musical Instruments 

46. Dolls and Toys 

47. Games 

48. Petroleum Refining 

49. Coal Coking 

50. Basic Chemicals and Allied Products 

51. Agricultural Chemicals, Fertilizers 

52. Agricultural Chemicals, Pesticides 

53. Paints, Varnishes, Lacquers, Enamels, and 

Allied Products 

54. Plastics Materials and Synthetic Resins, 

Synthetic Rubber 

55. Specialty Chemicals 

56. Soap, Detergents, and Cleaning Preparations; 

Perfumes, Cosmetics, and Other Toilet 

Preparations 

57. Medicinal chemicals, bulk 

58. Medicinal chemicals manufacturing 

59. Botanical Products processing 

60. Botanical Products manufacturing 

61. Animal medicine Manufacturing 

62. Biological Products 

63. Pharmaceutical Preparations 

64. Cellulosic Manmade Fibers 

65. Synthetic fiber 

66. Tire Manufacturing 
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67. Rubber plates, tubes, and tapes 

68. Gaskets, Packing, and Sealing Devices and 

Rubber 

69. Recycling rubbers 

70. Necessary and medical rubbers 

71. Rubber footwear 

72. Miscellaneous rubber Products 

73. Plastics Film and Sheet 

74. Plastics Plate, Pipe, and Profile Shapes 

75. Plastics string and Fabrics 

76. Plastics Foam Products 

77. Plastics leathers 

78. Plastics containers 

79. Plastics Components 

80. Plastics Necessaries 

81. Miscellaneous Plastics Products 

82. Concrete, Gypsum, and Plaster 

manufacturing 

83. Concrete, Gypsum, and Plaster Products 

84. Brick and Structural Clay Tile 

85. Glass and Glassware 

86. Pottery and Related Products 

87. Refractories 

88. Graphite and Miscellaneous Nonmetallic 

Mineral Products 

89. Iron Foundries 

90. Steel Foundries 

91. Steel Works, Blast Furnaces, and Rolling 

and Finishing Mills 

92. Ferroalloys 

93. Nonferrous foundries 

94. Gold, Silver, and other Platinum refining 

95. Rare Earth Metals refining 

96. Nonferrous alloys 

97. Nonferrous Foundries 

98. Fabricated Structural Metal 

99. Metal tools 

100. Metal Cans and Shipping Containers 

101. Metal string and allied products 

102. Architectural and Structural Metals 

Manufacturing 

103. Plating and Polishing 

104. Enameling  

105. Stainless necessaries and allied products 

106. Miscellaneous Fabricated Metal Products 

107. Engines and Turbines 

108. Metalworking Machinery and Equipment 

109. Hoists, Cranes, and Monorails 

110. Pumps and Pumping Equipment 

111. Bearings, Drives, and Gears 

112. Blowers and Fans 

113. Machine Tools 

114. Metal casting and forging 

115. Mining Machinery 

116. Woodworking Machinery 

117. Food Products Machinery 

118. Printing Trades Machinery and Equipment 

119. Textile Machinery 

120. Electronic and engineer machinery 

121. Farm Machinery and Equipment 

122. Medical machinery and Equipment 

123. Environmental protection and 

Miscellaneous Special Industry Machinery 

124. Railroad Equipment 

125. Motor Vehicles and Motor Vehicle 

Equipment 

126. Motorcycles 

127. Bicycles 

128. Ship and Boat Building and Repairing 

129. Aircraft and Parts 

130.  Motors and Generators 

131. Power, Distribution and Specialty 

Transformers 

132. Wiring Devices 

133. Battery 

134. Electrical Household Appliances 
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135. Non-Electrical Household Appliances 

136. Lighting equipment 

137. Miscellaneous Electrical Machinery, 

Equipment, and Supplies 

138. Communications Equipment 

139. Radio and Television Broadcasting and 

Communications Equipment 

140. Computers manufacturing 

141. Electronic devices 

142. Electronic Components 

143. Radio and Television. Communications 

Equipment 

144. Miscellaneous Communications Equipment 

145. Laboratory Apparatus and Analytical, 

Optical, Measuring, and Controlling 

Instruments 

146. Special industry Apparatus and Instruments 

147. Watches, Clocks, Clockwork Operated 

Devices, and Parts 

148. Optical and Ophthalmic Goods 

149. Office equipment and supplies 

150. Artwork, Jewelry, Silverware, and Plated 

151. Necessaries  

152. Miscellaneous Manufacturing 

153. Nonmetallic scrap processing 

154. Electric generation 

155. Gas generation and distribution 

156. Salt mining*  

157. Furniture, plastic* 

158. Pulp Mills* 

159. Industrial Furnaces and Ovens* 

 

  

* These four industries were not included in individual analysis due to the number of observations was 

too few to conduct individual analysis 
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CHAPTER 3 THE TENSION BETWEEN LEGITIMACY AND 

COMPETITION FACED BY FIRMS IN AN EMERGING GROUP: 

EVIDENCE FOR FOREIGN FIRMS IN CHINA 

Although strategic balance perspective shows the tension between legitimacy 

and competition and how to balance them in a well-established social group (i.e., an 

industry), recent developments in collective identity and organizational legitimacy 

theories reveals a more complicated situation that remains unexplored where multiple 

groups exist in an industry and each group possesses different levels of legitimacy and 

competitive advantage—and hence different considerations when it comes to balance 

the tension between legitimacy and competition— due to their distinct background. 

Recently, some studies of collective identity theory focus on the legitimation process 

of emerging groups within an established social group and investigate when, where, 

and how a new group will emerge (e.g., Patvardhan, Gioia, and Hamilton, 2015; 

Clegg, Rhodes, and Kornberger, 2007; McKendrick, Jaffee, Carroll, and Khessina, 

2003). This steam of research reveals that a firm in an emerging group should not 

only be optimally distinctive from other groups to develop a profitable niche, but also 

be optimally distinctive from other members of the same emerging group to gain the 

leader position. Research in organizational legitimacy suggests a multidimensional 

model of legitimacy and indicates that dimensions of legitimacy may include (1) the 

elements or aspects of institutions (e.g., the normative, the regulative, and the 

cognitive aspect; Scott, 1995), (2) the sources of legitimacy (i.e., various 

constituencies), and (3) the level where legitimacy resides (e.g., population level, firm 

level, and subunit within-a-firm level) (Kostova and Zaheer, 1999; Ruef and Scott, 

1998; Suchman, 1995). These studies imply that firms in an emerging group confront 

multiple legitimacy issues including (1) building group-level legitimacy collectively; 
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(2) gaining firm-level legitimacy in the emerging group; (3) gaining firm-level 

legitimacy in the established group. To simplify things, we consider a situation where 

an industry consists of two groups (i.e., an established group and an emerging group5) 

where the emerging group—due to its newness, marginal status, or unfamiliarity to 

the stakeholders—is desperate for gaining legitimacy from the established group and 

the stakeholders.   

Under this circumstance, the dynamics across and within groups make the 

tension more complicated than what has been explored by the existing literature. 

Firms in the emerging group face legitimacy and competition issues not only within 

but also outside the group: that is, they have to appear legitimate both to their peer 

firms and to firms in the established group; likewise, they also have to compete 

against their peers as well as firms in the established group. On the one hand, a firm in 

such an emerging group first and foremost has to gain legitimacy among the broader 

industry, and may fail or exit market due to the lack of legitimacy in the eyes of the 

established group and industry stakeholders (Kostova and Zaheer, 1999; Rosenzweig 

and Singh, 1991). Yet at the same time, it also has to differentiate itself from the 

established group to maintain at least some level of distinctiveness in order to 

preserve its competitive advantage (Patvardhan, Gioia, and Hamilton, 2015). On the 

other hand, actors in the same emerging group are direct competitors against each 

other because of their similar resources and market niche (Cool and Dierickx, 1993; 

Hatten and Hatten, 1987). Being different is thus more critical among firms within 

emerging groups. However, this does not mean that legitimacy concern is not 

important within an emerging group; such firms tend to cooperate and identify with 

                                                 
5 The difference between an established versus an emerging group may be based on member firms 

countries of origin (which is the case in this study), production mode, market orientation, or other 

factors that are critical to a firm’s identify.   
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each other because they typically face the same uncertainty and social status (e.g., 

lack of legitimacy and liability of foreignness) (Li, Yang, and Yue, 2007) and need to 

work collectively to overcome the disadvantages associated with their newness or low 

legitimacy. Gaining legitimacy within a group helps firms’ access necessary resources 

and information shared by their peers within the same emerging group.  

Multinational corporations (MNCs) operating in host countries confront the 

complicated tension we mentioned above, making it the ideal context for this study. 

To enhance firm performance, MNCs have to make two related decisions when 

operating in a host country: to what extent to be similar to local peers and to what 

extent to be similar to foreign peers. Taking MNCs in Taiwan as an example, foreign 

banks such as Citibank and HSBC often choose to be distinct from local banks while 

foreign retailers such as Carrefour and RT-MART often decide to be similar to local 

retailers. Foreign banks often focus on their profitable niche such as business loans, 

foreign exchange services, and investment services and employ differentiating 

strategy from local banks. However, some foreign banks such as Standard Chartered 

Bank act like local banks providing comprehensive financial service and having more 

branches than other foreign banks (at the end of 2016, the number of branches in 

Taiwan: Standard Chartered Bank, 73; Citibank, 55; HSBC, 356). On the contrary, 

foreign retailers often serve similar customers with local retailer and provide localized 

services. Some foreign retailers such as Costco emphasize on their foreignness and 

behave distinctively from both local peers and major foreign peers.   

In China, MNCs are new entrants that can be seen as the emerging group within 

the local industry of the host country, competing against local firms, or the established 

group. Even though different MNCs may come from different countries, their foreign 

                                                 
6 Data source is Central Bank of the Republic of China (Taiwan). 
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status and the fact that they often need to fight the liability of foreignness together 

constitute the common identity basis for such firms. Studies of international business 

and the field of strategy have accumulated a body of literature about legitimacy and 

competition between local firms and MNCs. Some studies find that MNCs need to 

mimic local practices to gain legitimacy in the host country and overcome the 

disadvantage of being a ‘‘stranger in a strange land’’ (Eden and Miller, 2001; 

Resenzweig and Singh, 1991). Some studies focus on the competition between local 

firms and MNCs (Chang and Xu, 2008; Zeng and Williamson, 2003). Other studies 

explore how MNCs interact with each other and engage in isomorphic process to deal 

with uncertainty in host country (Kostova and Roth, 2003; Rosenzweig and Nohria, 

1994). However, the extant literature has not yet explored the aforementioned tension, 

that is, whether gaining legitimacy and wining competition both across and within 

groups are important to firms (such as MNCs) in an emerging group; and if so, how 

these firms balance legitimacy and competition across and within groups and obtain 

optimal performance through proper positioning strategy, and whether the relative 

importance of legitimacy and competition across and within groups remains when the 

emerging group has built its legitimacy in the industry.  

In this study, I explore these questions by studying a sample of MNCs operating 

in China. I construct MNCs’ strategic similarity to local peers and to other foreign 

peers separately to examine their effects on firm performance. This study contributes 

to the literature of strategic balance perspective as well as international business. First, 

we extend the strategic balance perspective to the context where multiple groups exist 

in an industry and investigate how firms in an emerging group balance legitimacy and 

competition across and within groups. Second, we indicate that firms should consider 

the effects of positioning strategies across and within groups together because the two 
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effects are related to each other. Otherwise, casual ambiguity caused by omitted 

variables can mislead research findings if we only treating firm performance as 

consequence of either across-group effects or within-group effects. Third, our results 

supplement the international business literature. That is, conforming to local norms in 

host countries is critical to MNCs, even when they play important roles in the industry 

and their legitimacy is improved. In addition, we specify three types of legitimacy 

issues (i.e., firm-level legitimacy within both local and foreign groups and group-level 

legitimacy in an industry) which enhance our understanding of the complexity of the 

legitimacy issues MNCs typically facing.    

SECTION 3.1 LITERATURE AND THEORY 

Collective identity and Group formation 

Collective identity is a key concept that shapes, sustains, and steers collectives 

within any social system (Patvardhan et al., 2015). Collective identity not only helps 

to determine membership in the group (Benford and Snow, 2000; Rao, Monin, and 

Durand, 2003), but also enables external audiences to distinguish among groups 

(Lounsbury, 2007; Rao et al., 2003) and to perceive them as attractive and legitimate 

(Glynn and Abzug, 2002; Navis and Glynn, 2010; Wry et al., 2011). Since external 

audiences use “identity code” embedded in collective identity to assess and legitimate 

group member, a key touchstone for legitimacy is collective identity (Wry et al., 2011; 

Glynn and Abzug, 2002). 

Given that an organizational collective also consists of multiple groups, an 

industry typically has multiple strategic groups, and an organizational form often 

includes subpopulations of organizations that occupy different niches. A group is 

formatted as the processes of development of collective identity. In the early phases of 

a group formation, firms mute their individual distinctiveness and espouse a collective 
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identity (Navis and Glynn, 2010). The collective cognition of “who we are” and 

“what we do” is developed through the interaction and isomorphism with each other. 

The collective cognition also defines a recognizable pattern of activity as rule-like and 

imperative standing which is called as identity code (Hannan, 2005; Hsu & Hannan, 

2005; Polos, Hannan, & Carroll, 2002). Identity code is used by constitutes of a group 

to assess and legitimate group members (Hsu and Hannan 2005). That is, the 

development of collective identity among a cluster of firms within a larger 

organizational collective not only reflects the formation of a group, but also dictates 

that members could gain legitimacy in the group by following the take-for-granted 

identity code. 

Firms are categorized as an emerging group not only due to their newness, but 

also because they possess the same central characteristics which are distinctive, 

enduring, and critical to their identity (Peteraf and Shanley, 1997). There are three 

reasons of why these salient central characteristics locate firms into an emerging 

group. First, these common characteristics enable actors who share them identify each 

other as “in-group” members, thus cognitively connecting managers’ mindsets and 

providing a basis for them to perceive each other as peers and compare with each 

other (Anand et al., 2013; Hogg and Terry, 2000). Second, central characteristics are 

the basis of categorization. When external stakeholders assess and evaluate firms that 

share these common characteristics, they tend to ignore other firms who lack these 

characteristics and hence are difficult to be compared and evaluated (Zuckerman, 

1999).   

Foreignness is a central characteristic that local stakeholders use to distinguish 

MNCs from local firms7. MNCs’ foreign status and the fact that they often need to 

                                                 
7 There are three established groups of local firms in China categorized by ownership type and market 
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fight the liability of foreignness together constitute the common identity basis for such 

firms. Local stakeholders assess and evaluate MNCs based on their established and 

taken-for-granted stereotype of MNCs in the same industry (Kostova and Zaheer, 

1999). In addition, the constituents of foreign group are often different from those of 

local group because of their divergent competitive positions and resource 

compositions (Peng, Tan, and Tong, 2004). The distinct identity code held by 

constituents facilitates the formation of an emerging group consisting foreign firms, 

and this collective identity tends to be persisting. Although the foreign status allows 

MNCs to develop an enduring collective identity, the liability of foreignness also 

suggests that MNCs often lack cognitive legitimacy as a group due to their 

unfamiliarity in local stakeholders’ eyes.  

Intergroup versus Intragroup Judgements 

The stakeholders of foreign group and local group are different not only in the 

composition, but also in their judgement mechanisms toward MNCs’ legitimacy. For 

local stakeholders, MNCs are out-group members who are perceived distinct from 

local peers on the central characteristics. Because local stakeholders lack of 

knowledge about MNCs and have no basis to compare MNCs with local peers, they 

often perceived that MNCs are less heterogeneity than local peers, which has been 

referred to as “out-group homogeneity effect” (e.g., Mullen and Hu, 1989). In the 

absence of specific attention to individuating information about out-group members, 

local stakeholders either ignore MNCs (i.e., not compare MNCs with local peers; 

Zuckerman, 1999) or judge those out-group members by MNCs’ stereotype (Kostova 

and Zaheer, 1999). The judgement basically reflects the distinction between groups 

                                                                                                                                            
incentive (Xu et al., 2014). Local firms in China in this study only refer to private-owned enterprises 

(POEs). We will explain why we exclude the other two categories which are state-owned enterprise 

(SOEs) and collective-owned enterprises (COEs) in the methods section. 
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rather than the deviation between MNCs’ behaviors and local norms.    

In foreign stakeholders’ eyes, MNCs are in-group members and their judgement 

about in-group members could be intergroup comparisons (i.e., my group compared to 

relevant out-groups) or intragroup comparisons between the self and other group 

members (Brewer, 1993). Conducting intergroup comparisons reduces perceived 

in-group variation, whereas engaging in self-other comparisons leads stakeholders 

more concern with intragroup distinctions. In other words, stakeholders less likely 

aware in-group members’ deviating behaviors and judge them as illegitimate when 

stakeholders use intergroup comparisons rather than self-other comparisons. Using 

which comparison by foreign stakeholders depends on the strength of collective 

identity and the relevance of the dimension of judgement to intergroup differences 

(Brewer, 1993; Simon, 1992; Kelly, 1989). When collective identity is salient, the 

individual firm assimilates its self-concept to that of the “typical” in-group member, 

thereby reducing awareness of self-other comparisons within the group. In addition, 

stakeholders will conduct intergroup comparisons on dimensions most relevant to 

group identity and perceive in-groups as more homogeneous on such dimensions. On 

the contrary, stakeholders will perform self-other comparisons on less relevant 

dimensions and more likely aware in-group variation on such dimensions. 

Competition and Legitimacy within an Emerging Group 

Once MNCs develop a collective identity and are identified as a coherent, 

emerging group, firms within this group have to conform to group norms in order to 

gain their legitimacy among their peers. Within group legitimacy provides multiple 

advantages which contribute to MNCs’ performance. First, adhering to foreign 

identity enables MNCs access to unique resources, especially for human capital and 

financial resources which favor foreign peers or reside on the under-served segments. 
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For example, Yildiz and Fey (2012) suggest that MNCs have advantages such as 

incentive systems, promotional structures, and working cultures in employing unique 

talent in emerging markets. Ono (2007) shows that female finance professionals in 

Japan preferred foreign financial firms because of their merit-based pay. By contrast, 

MNCs that adopt local HRM practices find it difficult to attract and retain unique 

human capital (cf. Peltokorpi, 2011). Second, MNCs with foreign legitimacy may 

enjoy discrimination advantages (Edman, 2016). Discrimination refers to the extent to 

which stakeholders evaluate firms based on nationality or foreignness status. On the 

one hand, governments may offer benefits to MNCs exchanging for technology 

spill-overs, investment, and higher employment. On the other hand, local customers 

may have a pro-foreign bias and admire foreign firms and products (Insch and Miller, 

2005). Such discrimination can also generate disadvantages which are characterized 

as xenophobia and nationalism (Kostova and Zaheer, 1999). The discrimination 

hazards including unfavorable taxation and local input requirements increase MNCs 

operating costs in a host country. Although such discrimination can be both beneficial 

and harmful, the positive aspects are more salient than the negative aspects in 

emerging markets where MNCs often enjoy high status.        

Third, foreign identity ensures MNCs engaging in collective actions to against 

environmental uncertainty in a host country. For example, MNCs can enhance their 

bargaining power toward local governments by negotiating collectively. Investing in 

the same area can lower the risks and costs of building infrastructure. By reducing 

uncertainty and operating risks, being similar to foreign peers contributes to firm 

performance. Forth, foreign legitimacy enhances a MNC’s institutional standing and 

credibility which, in turn, improves a firm’s performance by reducing resource 

exchange barriers, mitigating search costs associated with obtaining resources, and 
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giving access to useful information shared by in-group members (Oliver, 1997). 

Learning from other MNCs’ experience and exchange information about the local 

market, local suppliers, and local political environments with them is especially 

important because MNCs confront greater uncertainty than local firms including 

market uncertainty and political uncertainty. Although past international business 

research has not paid attention to the role of this within-group legitimacy, it indeed 

increases MNCs’ performance.  

Although within group legitimacy contributes to MNCs’ performance, the 

relationship between deviating from norms in foreign group and within group 

legitimacy subjects to in-group stakeholders’ judgement. As noted previously, the 

judgement depends on the strength of collective identity and the relevance of the 

dimension of judgement to collective identity (i.e., the foreignness status). On the one 

hand, the collective identity is salient because being foreign is a defining trait of the 

MNCs (Westney and Zaheer, 2001). The prevailing local norms, practices, and 

cultures signals MNCs’ “alien” stature (Hennart, 1982), so that foreignness constitutes 

a minority identity against local institutional logics (Edman, 2015). The minority but 

salient collective identity of foreignness leads stakeholders less sensitive to individual 

difference unless a MNC acting like an out-group.  

On the other hand, the most relevant characteristic to intergroup differences is 

foreignness which is a defining and inherent trait shared by all MNCs. Thus, in-group 

stakeholders will less likely notice the different level of foreignness among MNCs. 

Comparatively, strategic similarity to foreign peers is less relevant to foreign identity 

than foreignness. In-group stakeholders are completely capable to aware and evaluate 

MNCs’ non-conforming strategies. Besides, members in an emerging group come 

from diverse background in the early stage of group formation. Although MNCs have 
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to engage an isomorphic process to build group level legitimacy together, peers within 

the group are generally more tolerant of deviating strategies during group formation 

process. Combining aforementioned influences, we argue that within group 

legitimacy decreases at an increasing rate. When strategic similarity to foreign peers 

is high, the salient foreign identity leads within group legitimacy insensitive to 

positioning strategies. When strategic similarity to foreign peers is moderate, in-group 

stakeholders begin to judge MNCs’ strategies and see non-conforming strategies as 

illegitimate. At low level of strategic similarity to foreign peers, the highly deviant 

strategies make MNCs resembling to out-group members and greatly hurt within 

group legitimacy.   

To evaluate the overall effect of within-group strategic similarity on MNCs’ 

performance, one also has to consider the effect of within-group competition on a 

firm’s performance. MNCs typically have transferable proprietary assets and access to 

resources from global market which contribute to their sustainable competitive 

advantage. Moreover, MNCs also need to compete with each other for limited local 

resources such as qualified suppliers and distribution channels, which increase the 

competition pressures within foreign groups. Similarly, literature on strategic groups 

suggests that firms in the same group are recognized as direct competitors (e.g., Porac 

et al., 1989; Reger and Huff, 1993). Thus, the competition among MNCs is more 

intense than it between MNCs and local firms. Being different from other MNCs 

allows foreign firms to enhance their competitive positions over other competitors 

(D’Aveni, 1994) and to protect themselves from severe resource competition (Chen, 

1996; Ketchen, Snow, and Hoover, 2004). Due to this positive competition effect, 

strategic dissimilarity to foreign peers benefits MNCs’ performance. 

Considering within legitimacy and competition effects simultaneously, when the 
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level of strategic similarity to foreign peers is high, the focal MNCs obtain legitimacy 

in the group and gain support from their peers. However, in this situation, MNCs need 

to spend additional costs to compete with other foreign peers due to high resource 

similarity. We argue that the competition effect is larger than legitimacy effect within 

the foreign group. Thus, low level of strategic deviation from foreign peers decreases 

MNCs’ performance. As the level of strategic similarity to foreign peers decreases, 

the costs of resource competition decreases. Meanwhile, MNCs still enjoy a certain 

level of legitimacy within foreign group. Since both legitimacy and competition 

effects are beneficial, MNCs’ performance is enhanced. When a MNC’s strategic 

dissimilarity to foreign peers exceeds the acceptable range and are seen as an outsider, 

however, other members of the foreign group may challenge its legitimacy, which 

hurts firm performance. As long as the benefits of reduced competition outweigh the 

costs of illegitimacy within the foreign group, an MNC’s performance still increases. 

When the costs of illegitimacy surpass the benefits of the reduced competition, 

strategic dissimilarity to foreign peers decreases an MNC’s performance. Combining 

both legitimacy and competition effects of strategic similarity to foreign peers, an 

MNC’s performance initially increases and then decreases as its strategic similarity to 

foreign peers increases.  

However, the true relationship between strategic deviation from foreign peers 

and MNCs' performance presents only after excluding the influences of competition 

and legitimacy effects across groups. Two possible reasons are described as below. 

First, MNCs’ legitimacy in one group may spillover and enhances their legitimacy in 

the other group (Kulman and Li, 2009). For example, gaining legitimacy in the local 

group enables MNCs access to local knowledge which they could share with other 

MNCs to improve their legitimacy in foreign group. Second, MNCs may compete for 
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the same local resources with other MNCs and local firms. Thus, the effect of reduced 

competition within the foreign group may also be affected by MNCs’ strategic 

similarity to local peers. Because of aforementioned reasons, we propose our 

proposition 1 as below. 

Proposition 1: After taking strategic similarity to local peers into account, 

moderate level of strategic similarity to foreign peers benefits firm performance 

for foreign firms. 

Competition and Legitimacy across Groups 

How to gain legitimacy in the host country is a critical issue for MNCs, which is 

emphasized and intensively investigated in research of overcoming liability of 

foreignness (e.g., Kostova and Roth, 2003; Rosenzweig and Singh, 1991). The 

findings of these studies suggest that MNCs should conform to local norms in order to 

gain legitimacy. This legitimacy refers to MNCs’ acceptance by the local stakeholders, 

which we consider as firm-level legitimacy in the established local group in this study. 

Legitimacy in the local group is critical to MNCs performance because it helps MNCs 

access complementary resources for efficiently operating in a host country such as 

understanding, relationships, and social capital needed for dealing with other entities 

and prevailing rules of behavior (Cuervo-Cazurra, Maloney, and Manrakhan, 2007; 

Calhoun, 2002; Zaheer, 2002).  

Although legitimacy in local group contributes to MNCs’ performance, it is 

difficult for MNCs to gain such legitimacy by conforming local norm strategies. As 

we discussed previously, MNCs are considered as outsiders and local stakeholders 

judge them mainly by MNCs’ stereotype rather than their strategic similarity to local 

peers. MNCs must be highly similar to local peers to conceal their outsidership and to 

constitute a comparative basis with local peers. In addition, local legitimacy is more 
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beneficial to MNCs than to local firms since lacking complementary resources in the 

host country is the major disadvantage for MNCs’ profitability and market growth. 

With local complementary resource, MNCs can obtain synergy and leverage their 

performance. Thus, the benefits of gaining access to these resources through 

legitimacy are much larger for MNCs than for local firms. Accordingly, MNCs’ 

conforming strategies barely acquire local legitimacy when strategic similarity to 

local peers is low and moderate. Only at high level of strategic similarity to local 

peers, local stakeholders recognize the comparative basis developing through 

conforming strategies and grant MNCs local legitimacy, which greatly increases 

MNCs’ performance.  

From the perspective of competition effect, MNCs are often assumed to have 

superior competitive advantage over local firms and the advantage is sufficiently large 

to compensate for their liability of foreignness (Hymer, 1960; Caves, 1971). However, 

some studies find that local firms in developing countries can also successfully 

challenge foreign entrants (Dawar and Frost, 1999; Zeng and Williamson, 2003). 

Some local firms in China have accumulated enough skills and resources to compete 

with MNCs (Chang and Xu, 2008). In addition, local firms possess local knowledge 

and are better embedded in the cultural and political networks, which further 

strengthen their competitive advantages. Therefore, MNCs also need to differentiate 

from local peers to some extent in order to improve their competitive positions and 

reduce resource competition with local firms.  

When the level of strategic similarity to local peers is high, MNCs obtain 

legitimacy in local group and access to local complementary resources which greatly 

improve MNCs’ performance. However, the resource competition with local firms 

also adds additional costs. Since the legitimacy in the local group is critical to MNCs’ 
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performance, the benefit of conformity outweighs its cost at this point, suggesting 

high level of strategic similarity to local peers increases MNCs’ performance. At the 

moderate level of strategic similarity to local peers, the legitimacy challenges from 

local stakeholders increase promptly and heavily hurt MNCs’ performance. Although 

reduced competition by differentiating strategy is beneficial to MNCs’ performance, 

the damage of illegitimacy in local group surpasses those benefits. Overall, moderate 

level of strategic similarity to local peers decreases MNCs’ performance. At low level 

of strategic similarity to local peers, the benefits of reduced competition may start to 

outweigh the costs of legitimacy challenges. In this case, strategic similarity to local 

peers increases MNCs’ performance again. Combining both legitimacy and 

competition effects of strategic similarity to local peers, MNCs’ performance initially 

decrease and then increase as the strategic similarity to local peers increases. These 

arguments lead to the following proposition: 

Proposition 2: After taking strategic similarity to foreign peers into account, low 

and high level (rather than moderate level) of strategic similarity to local peers 

benefits firm performance for foreign firms. 

Moderation Effects of Emerging Group Legitimacy 

When a foreign group is emerging, its members are desperately building 

group-level legitimacy within an industry in the host country (Clegg et al., 2007). 

However, this emerging group-level legitimacy might vary across industries for 

several reasons. First, the regulatory support and constrains affecting foreign group 

legitimacy vary across industries. For example, in order to gain knowledge spillover, 

host country government may encourage FDI or merger and acquisition in specific 

industries, enhancing the legitimacy of foreign firms in those industries. Second, the 

legitimation of emerging group is a group level process depending on members’ 
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collective efforts (Patvardhan et al., 2015; Clegg et al., 2007), which often vary across 

industries.  

The emerging group legitimacy not only varies across industries, but also matters 

to the legitimacy and competition effects within and across groups. According to 

organizational ecology perspective, resources available to an emerging group are 

limited and restrain firms’ survival and prosperity until they gain group legitimacy 

(Hannan and Freeman, 1977, 1989). As MNCs gain group-level legitimacy 

collectively, local resources supply increases. Under this circumstance, the 

competition pressures for local resources among MNCs are mitigated. In consequence, 

the reduced competition pressures decrease the positive effect of differentiation 

strategy from foreign peers. Since the competition effect declines and the legitimacy 

effect remains, the threshold which the benefits of reduced competition equal to the 

costs of legitimacy challenges occurs at higher level of strategic similarity to foreign 

peers.    

Proposition 3：Compared to industries with a low degree of group legitimacy, 

MNCs’ optimal strategic similarity to foreign peers occurs at higher level of 

strategic similarity to foreign peers in industries with a high degree of group 

legitimacy.  

When a foreign group has gained group-level legitimacy, the acceptance of local 

stakeholders is enhanced and the supply of local resources is also increased. MNCs 

can reach local resources through the enlarged resource pool for foreign group and 

develop their own sources of local resources. The access of multiple sources of local 

resource supply lower MNCs’ dependence of local legitimacy. Although 

complementary resources gained through local legitimacy still contribute MNCs’ 

performance, the contributions are decreasing.  
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Furthermore, in the case of across group, foreign group legitimacy increases 

members’ firm-level legitimacy in local group. This is because an institutional 

environment judges the legitimacy of a particular firm by stereotypes associated with 

its category. Therefore, when local stakeholders judge MNCs’ legitimacy against the 

local group, it will refer to other firms within its category which is the emerging group. 

Thus, the judgement is also affected by the legitimacy of all MNCs in the same 

industry, which is named as legitimacy spillover (Kostova and Zaheer, 1999). In this 

view, local stakeholders’ acceptance of all MNCs is enhanced, which lowers their 

suspicion, scrutiny, and legitimacy challenges toward a single MNC. That is, at the 

same level of strategic dissimilarity to local peers, MNCs bear fewer costs of 

legitimacy challenges from local stakeholders as foreign group legitimacy increases.  

Based on these two reasons, the local legitimacy effect becomes weaker once 

MNCs have obtained group-level legitimacy. Since the positive curvilinear legitimacy 

effect of strategic similarity to local peers is weakened and the negative competition 

effect remains, the curvature of U-shaped relationship between strategic similarity to 

local peers and MNCs’ performance is weakened.  

Proposition 4：Compared to industries with a low degree of group legitimacy, 

MNCs’ performance is less sensitive to strategic similarity to local peers in 

industries with a high degree of group legitimacy such that the benefits of high 

level and low level of strategic similarity to local peers decrease and the damage 

of moderate level of strategic similarity to local peers is lessened.  

SECTION 3.2 METHODS 

Sample and Data 

We assembled a panel dataset from the Annual Industrial Survey Database (2003 

to 2007) of the Chinese National Bureau of Statistics (NBS). Manufacturing firms 
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with sales above RMB 5 million are required to submit their basic information and 

financial reports to CNBS annually. Firms in CNBS account for nearly 90 percent of 

total industrial sales in China. There are three advantages using NBS to examine our 

theories in this study.  

First, China is one of the top recipients of foreign direct investment (FDI). Thus 

there are numerous MNCs operating in China. Also, competition between foreign 

entrants and local firm, among foreign firms and among local firms has intensified in 

recent year (Chang and Xu, 2008). Second, CNBS contains firms in a full range of 

industry where many MNCs operate. Thus, it not only enables to examine the 

legitimacy and competition across and within social groups, but also allows us to 

construct an industry-level moderator, foreign group legitimacy. Third, China 

government gradually relaxed restrictions for foreign direct investment industry by 

industry after open door policy in 1979. Until our data period, MNCs in some 

industries may develop group-level legitimacy collectively while those in other 

industries attempt to build. It allows us to investigate the changes of 

legitimacy-competition tension as group-level legitimacy increases.  

Local firms in China could be categorized as three types including private-owned 

enterprises (POEs), state-owned enterprises (SOEs), and collective-owned enterprises 

(COEs). Each of them has different attributes and possesses different resources. SOEs 

enjoy state-controlled resources such as land and oil and better political linkages. 

COEs have better access to factor markets, such as labor market and raw materials 

because of their linkages to local governments. POEs has to accumulate their own 

resources and skills, but they have better local knowledges than MNCs. SOEs and 

COEs are viewed as conventional local firms because they are defined as old and 

transitional organizational form (Xu et al., 2014). They often need to serve political 
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agenda (e.g., maintaining social welfare and employment), which leads their 

operations less efficient. Table 1 presents the average firm performance and each of 

strategic dimensions among MNCs, POEs, and conventional local firms. Table 1 

shows that conventional local firms have significantly different strategies from MNCs 

and POEs. Because of the operations and goals of conventional local firms are 

distinguished from POEs and MNCs, they are often not viewed as competitors of 

POEs and MNCs. Besides, the numbers of SOEs and COEs declined from more than 

70 percent in 1998 to less than 15 percent in 2007. Therefore, we only considered 

POEs as local firms and exclude SOEs and COEs in this study.  

------------------------------------ 

Insert Table 3-1 about here 

------------------------------------ 

For our samples, we selected foreign firms that operated in the same industry in 

China from 2003 to 2007. Based on the above criteria, our original samples included a 

total of 89,703 foreign firms-year observations in China. We set 2003 as the starting 

point of our study because CNBS adjusted the SIC coding system in 2002, and data 

across different adjusted periods may have caused problems when identifying whether 

firms were in the same subsectors. Additionally, we included the data until 2007 only, 

because most firms faced the global financial crisis in 2008. Firms chose to reduce 

costs against decreasing demand during the crisis period, which implies that most 

firms during the financial crisis adopted similar strategies, but in response to 

environmental shock rather than conforming to industrial norms (Lieberman and 

Asaba, 2006). As a result, the relationship between strategic deviation and firm 

performance may be distorted during this period so we tested our hypotheses for the 

data between 2003 and 2007. 
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To obtain a more valid sample, we followed Cai and Liu’s (2009) procedures and 

deleted the following observations from the original sample population: (1) firms 

missing any key indicators such as profits, total assets, number of employees, or sales; 

(2) firms with fewer than eight employees (because these firms lack reliable 

accounting systems); (3) firms for which one of the following was true: (a) total sales 

were lower than sales of the primary business, (b) total assets were smaller than net 

fixed assets, (c) accumulated depreciation was lower than current depreciation, (d) net 

fixed assets were smaller than or equal to zero, or (e) total costs were smaller than 

sales and general administrative expenses (SGA expenses). After Cai and Liu’s (2009) 

procedures, we obtained a sample with 72,966 observations. To avoid the influence of 

outliers, we also excluded firms with values of key variables either above the 99.9 

percentile or below the 0.1 percentile. Finally, we excluded industries where the total 

number of firms is less than five. After the aforementioned procedure, we obtained 

four years of panel data with 71,215 observations across 144 industries (identified by 

three-digit SIC codes). 

Measures 

Dependent variables 

Relative ROA  

One of the performance indicators is the relative return on asset (ROA) which 

indicates how well a firm performs relative to its competitors. ROA was calculated as 

the ratio of net income to total assets while relative ROA was standardized ROA to all 

foreign firms in the same industry. Adopting relative measure not only allowed us to 

exam the effects of independent variables across industries, but also controlled several 

market and macroeconomic factors, such as concentration, density, interest rates, and 

economic cycles (Deephouse, 1999). 
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Independent variables 

Strategic similarity to local peers 

We used strategic deviation from local firms as a reverse measure of strategic 

similarity to local peers and followed Finkelstein and Hambrick’s (1990) method to 

measure strategic deviation. The strategic deviation from local firms was the degree 

of deviation of a foreign firm’s strategy from the average strategic profile of reformed 

local firms in the same industry. We excluded conventional locals firms from the 

calculation because these firms’ strategies and goals are very different from those of 

firms in the private sector (Ju and Zhao, 2009; Tan, 2002). Also, the strategic 

positions of conventional local firms are extremely different from private firms. They 

have monopolies over state-controlled resources and have strong political ties (Chang 

and Xu, 2008). Thus, private firms including reformed locals and foreign firms are 

less likely to identify with conventional local firms or use strategic positions of 

conventional local firms as benchmarks.  

We used the same six strategic indicators in the first study to create a composite 

measure of strategic deviation from local firms. The six strategic indicators are: (1) 

advertising intensity (advertising expenses/sales), (2) research and development 

intensity (R&D expenses/sales), (3) capital intensity (fixed assets/sales), (4) 

non-production overheads (SGA expenses/sales), (5) inventory levels 

(inventories/sales), and (6) financial leverage (debt/total assets). The following 

equation illustrates the calculation for the strategic deviation from local firms for 

foreign firm j in industry i: 

Strategic	Deviation	from	local	firms  

where Vaij is the value of strategic dimension a for foreign firm j in industry i, ABS is 
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the absolute value function, M(Vail) is the mean of strategic dimension a of reformed 

local firms in industry i, and SD(Vail) is its standard deviation. 

Strategic similarity to foreign peers 

We employed strategic deviation from foreign peers as a reverse measure of 

strategic similarity to foreign peers. Strategic deviation from foreign firms was the 

degree of deviation of a foreign firm’s strategy from the average strategic profile of 

foreign firms in the same industry. The measure of strategic deviation from foreign 

firms was similar to strategic deviation from local firms and the following equation 

illustrates the calculation for the strategic deviation from foreign peers for foreign 

firm j in industry i: 

Strategic	Deviation	from	foreign	peers  

where Vaij is the value of strategic dimension a for foreign firm j in industry i, ABS is 

the absolute value function, M(Vaif) is the mean of strategic dimension a of foreign 

firms in industry i, and SD(Vaif) is its standard deviation. 

As R&D expenses were not included in the CNBS database until 2005, We 

created strategic deviation 1 from local firms (SDL1) and from foreign firms (SDF1) 

by summing all six indicators and create strategic deviation 2 from local firms (SDL2) 

and from foreign firms (SDF2) by excluding R&D intensity (i.e., summing the other 

five indicators). We conducted the analysis with both SDL/F 1 and SDL/F 2.  

Moderating variable 

Group legitimacy  

Group legitimacy, an industry level variable, was the extent to which local 

constituents in one industry accept the existence of foreign firms operating in a host 

country. Foreign firms in an industry confront serious liability of foreignness (Hymer, 
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1976) when are not accepted by local constituents in a host country. Liability of 

foreignness is proofed to hurt firm performance and decrease survival rate (e.g., 

Zaheer and Mosakowski, 1997; Mezias, 1999, 2002). While there are cognitive, 

normative, and coercive aspects of legitimacy, we adopted a composite measure 

integrating these three aspects. Organizational density or the prevalence of 

organization in a population is often employed as an indicator of cognitive legitimacy 

(e.g., Fligstein, 1985; Ruef and Scott, 1998; Westphal and Zajac, 1994), following this 

approach, we developed a measure of cognitive legitimacy by total number of foreign 

firms in an industry. Normative legitimacy primarily stem from the 

professionalization of industries. When foreign firms play an important role in the 

industry, foreign firms are more likely gaining normative legitimacy. Once foreign 

firms in an industry obtain enough market shares, it means that foreign firms not only 

successful resist the liability of foreignness, but also are active and influential in the 

industrial professionalization. Therefore, we operationalized accumulated market 

share of total foreign firms in a given industry as a measure of normative legitimacy. 

Regulative legitimacy refers to the endorsement of authoritative forces primarily 

reflecting in government mandate, laws, and policies. We used foreign direct 

investment openness toward an industry to capture the sponsorship of government 

toward foreign firms and measured it by the total amount of foreign capital in a given 

industry.   

The three measures capture complementary but different aspects of group 

legitimacy. The correlation coefficients among them are between 0.32 and 0.44 and all 

reach significant level of p < 0.001. Following the procedures of Sanders and 

Carpenter (1998), we integrated the three measures into a composite measure of 

foreign group legitimacy. In so doing, we firstly divided each of the three measures by 
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its maximum value to create three ratios. The three ratios were (1) the total number of 

foreign firms to the maximum number of foreign firms in all industries; (2) the total 

market share of foreign firms to the maximum value of total foreign market share in 

all industries; and (3) the total amount of foreign capital to the maximum amount of 

foreign capital in all industries. In this way, for all ratios, the value is closer to one, 

the foreign firms obtain higher group legitimacy in an industry. Then, we aggregated 

the three ratios, so that the final measure of group legitimacy ranges from zero to 

three,      

Control variables 

We used market share, firm age, firm size, organizational slack, and joint venture 

as control variables. Market share, reflecting firms’ competitive position and 

operating efficiency, was measured by the ratio of a firm’s sales to total sales in the 

industry. Firm age was calculated by the focal year minus the founding year of the 

firm. Firm size was measured as the natural logarithm of employees. Financial slack, 

a specific class of organizational slack that flexibly redirecting a firm’s strategic 

decisions (Natividad, 2013), was measured by working capital, that is, the difference 

between current assets and current liabilities. Joint venture was a dummy variable and 

equaled to one if a foreign firm shared its ownership with local firms (including 

conventional and reformed local firms).  

We also controlled some industrial variables including market growth, average 

age for foreign peers, average age for local peers, number of foreign peers, number of 

local peers, and industry concentration. Market growth, reflecting changes in the 

resource environment that may affect competition and performance, was 

operationalized by the annual percentage change in total sales in the industry. 

Average ages for foreign peers and for local peers were calculated by the mean age of 
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all foreign firms and local firms in the industry. Number of foreign peers and local 

peers reflected the extent of competition within foreign firms and within local firms. 

Industry concentration referring to industry structure that affects firms’ conducts and 

outcomes was measured by the cumulative market shares of the eight largest firms in 

the industry. 

Hypotheses 

Given these measures of strategic similarity and performance, the following 

hypotheses will be used to test our propositions. 

Hypothesis 1: After taking strategic deviation from local firms into account, the 

relationship between strategic deviation from foreign peers and firm 

performance for foreign firms is an inverted-U shaped curve. 

Hypothesis 2: After taking strategic deviation from foreign peers into account, 

the relationship between strategic deviation from local peers and firm 

performance for foreign firms is a U shaped curve. 

Hypothesis 3：  Group legitimacy moderates the inverted U-shaped curve 

between strategic deviation from foreign peers and firm performance for foreign 

firms such that the turning point of the inverted U-shaped curve occurs at lower 

level of strategic deviation from foreign peers as group legitimacy increases.  

Hypothesis 4：Group legitimacy moderates the U-shaped curve between strategic 

deviation from local peers and firm performance for foreign firms such that the 

U relationship becomes flatter as group legitimacy increases.  

Analysis 

We conducted Driscoll-Kraay estimation, a special case of the fixed effect model 

of panel analysis, to test our hypotheses for three reasons. First, the independent 
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variables, strategic deviation from local firms and from foreign peers, are determined 

not only by the strategic position of the focal firm but also strategic positions of other 

firms in the same industry. Social norms and psychological behavior patterns, such as 

social learning and herd behavior, may affect the strategic position of the focal firm 

and the strategies of other firms in the same industry. Driscoll and Kraay (1998) 

named this kind of interference as spatial or cross-sectional dependence and pointed 

out that it typically enters panel regressions as unobservable common factor, even 

under randomly sampled conditions (Hoechle, 2007). We therefore conducted a 

Pesaran cross-sectional dependence test (Hoechle, 2007) and found significant 

cross-sectional dependence. Second, we conducted the Wooldridge test (Wooldridge, 

2002), to test first-order autocorrelation and the results revealed that there was an 

autocorrelation problem in the model (F = 382.72, p < 0.001). We used the Modified 

Wald test (Greene, 2008) to test for heteroscedasticity, and found that 

heteroscedasticity was a problem in our panel data. In the presence of autocorrelation, 

heteroscedasticity, and cross-sectional dependence, the Driscoll-Kraay estimation was 

a reliable analysis (Hoechle, 2007). Third, we performed the standardized Hausman 

test (Wooldridge, 2002) and the result (p<0.001) suggested that the model should be 

estimated using the Driscoll-Kraay estimation rather than random effect regression.  

To test Hypothesis 3 and 4, we added interaction terms with group legitimacy 

and both first-order and second-order of independent variables into analysis. To 

mitigate the collinearity concern, we standardized the moderator and independent 

variables before creating the interaction terms and we used all standardized variables 

for analysis (Aiken and West, 1991). We followed Haans, Pieters, and He’s (2015) 

approach to test for moderation in U and inverted-U relationship. We used the 

following specification (Equation 1) where X is the independent variable and Z is the 
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moderator to illustrate Haans et al.’s approach.  

Y  =  0 + 1X + 2X
2 + 3XZ + 4X

2Z + 5Z      (1) 

Test for flattening of the U-shaped relationship (H4) is equivalent to testing 

whether 4 is significantly negative because flattening or steepening only depends on 

4. However, testing for whether a shift in the turning point occurs is much 

complicated. Given the specification of Equation 1, the turning point X* is derived as 

Equation 2 by solving that the first order condition equals to zero.  

X∗ 	 	/		 2 2          (2) 

While the turning point depends on the moderator Z, how the turning point 

changes as Z changes is the derivative of Equation 2 with respect to Z as Equation 3. 

∗
	 2⁄          (3) 

In order to test whether the turning point significantly shifts inward (H3), we had 

to examine whether Equation 3 as a whole is significantly smaller than zero. Because 

Equation depends on specific Z values, we conducted this test at the value of minus 

one standard deviation, mean, and one standard deviation for group legitimacy to 

examine whether the turning point shift occurs when group legitimacy increases from 

minus one standard deviation to one standard deviation. We used STATA statistical 

software for all aforementioned analyses.  

SECTION 3.3 RESULTS 

Table 3-2 presents descriptive statistics and correlations. Since significant 

correlations were found among strategic deviation from local firms and from foreign 

firms, we investigated for potential multicollinearity using condition number. The 

maximum condition number in all models was 8.02 in all models. In general, 

condition number below thirty was not considered problematic for multicollinearity 

(Belsley, 1991). 
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------------------------------------ 

Insert Table 3-2 about here 

------------------------------------ 

Table 3-3 reports the results of Driscoll-Kraay estimation for the relative ROA of 

foreign firms operating in China. In Tables 3-3, Model 1 consists of all control 

variables including strategic deviation from foreign peers and strategic deviation from 

local peers. Model 2 and 3 examines curvilinear effects of strategic deviation from 

foreign firms and from local firms separately. Model 4 includes both first-order and 

second-order terms of strategic deviation from foreign firms and from local firms to 

examine Hypothesis 1 and 2. Model 5 adds the moderator, group legitimacy. Model 6 

and 7 examines the moderating effects on the curvilinear relationship between 

strategic deviation from foreign firms and from local firms and firm performance 

separately. Model 8 includes all interaction terms to examine Hypothesis 3 and 

Hypothesis 4.  

Hypothesis 1 predicts an inverted U-shaped effect of strategic deviation from 

foreign firms on firm performance. In Table 3-3, the first-order strategic deviation 

from foreign firms is positively significant (β = 0.038, p < 0.001; β = 0.080, p < 0.001; 

in Model 2 and 4, respectively) and the second-order term is negatively significant (β 

= -0.006, p < 0.001; β = -0.016, p < 0.001) both in Model 2 and 4. We further used 

utest command to examine the inverted-U relationship which is a more rigorous test 

for the presence of an inverted U-shaped relationship by assessing whether the slope 

is negative at low values and positive at high values, and checking that the estimated 

turning point is within the data range (Lind and Mehlum, 2010).The result of utest 

testing the presence of inverted-U shape is significant (t = 2.63, p < 0.01; t = 4.91, p < 

0.001; for Model 2 and 4, respectively), supporting Hypothesis 1.  
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Hypothesis 2 predicts a U-shaped relationship between strategic deviation from 

local firms and firm performance. In Table 3-3, the first-order strategic deviation from 

local firms is negatively significant (β = -0.153, p < 0.001; β = -0.188, p < 0.001, in 

Model 3 and 4, respectively) and the second-order term is positively significant (β = 

0.009, p < 0.001; β = 0.018, p < 0.001) in Model 3 and 4. The result of utest testing 

the presence of U relationship is significant (t = 1.68, p < 0.05; t = 8.45, p < 0.001; for 

Model 3 and 4, respectively), supporting Hypothesis 2.     

In addition, The coefficients of the first-order strategic deviation from foreign 

firms turned into negative (β = -0.051, p < 0.001) and the utest failed to show the 

presence of inverted-U shape when we examined the curvilinear effect of strategic 

deviation from foreign firms without controlling the first-order and second-order 

terms of strategic deviation from local peers.   This implies that we should take the 

effects of relative strategic position to other groups into control when firms’ 

performance is affected by competition and legitimacy from multiple groups in an 

industry at the same time. Otherwise, the results will be biased (either overestimate or 

underestimate the coefficients) due to omitted variables (Meade, Behrend, and 

Charles, 2009).  

------------------------------------ 

Insert Table 3-3 about here 

------------------------------------ 

Hypothesis 3 predicts that the turning point of inverted U-shaped relationship of 

strategic deviation from foreign firms and firm performance shifts inward when 

foreign firms gain higher group legitimacy. We followed Haans et al.’s (2015) 

approach to test Hypothesis 3 to examine whether the turning point changes 

significantly smaller than zero as the moderator increases using the nlcom command. 
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Because this test is subject to specific value of group legitimacy, we conducted this 

test at the value of minus one standard deviation, mean, and one standard deviation, 

respectively. The results of the first two values are both significantly negative (
∗
 = 

-0.255, p < 0.05; 
∗
 = -0.327, p < 0.05), but the result at one standard deviation is 

insignificantly negative (
∗
 = -0.434, p > 0.05). We also illustrated the moderating 

effect in Figure 3-1. Figure 3-1 presents that the turning point shifts from 2.65 to 1.98 

and firm performance decreases as group legitimacy increases from low to high. 

Overall, the turning point indeed moves inward when group legitimacy increases from 

minus one standard deviation to one standard deviation. Thus, the results provide 

support for Hypothesis 3.   

------------------------------------ 

Insert Figure 3-1 about here 

------------------------------------ 

Hypothesis 4 predicts that the U-shaped relationship of strategic deviation from 

local firms and firm performance is weaker in industries where foreign firms gain 

higher group legitimacy. We tested Hypothesis 4 by examining whether the 

second-order interaction term of group legitimacy and strategic deviation from local 

firms is negative (Haans et al., 2015). The coefficient is negatively significant (β = 

-0.002, p < 0.01) (see Model 8 in Table 3-3). We also illustrated the moderating effect 

in Figure 3-2. Figure 3-2 shows that the U-shaped curve becomes flatter and the effect 

of strategic deviation from local peers is weaker as group legitimacy increases from 

low to high. The results indicate that the U-shaped relationship of strategic deviation 

from local firms and firm performance becomes weaker as group legitimacy increases, 

lending support for Hypothesis 4.  
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Supplemental analysis 

In order to provide an overview of how relative positions to foreign peers and to 

local peers affects firm performance jointly, we divided relative position to foreign 

peers by thirty-third percentile and sixty-seventh percentile of strategic deviation from 

foreign peers and defined firms below and equal to thirty-third percentile low 

deviation, those equal or above sixty-seventh percentile as high deviation, and those 

in between as moderate deviation. We divided relative position to local peers by 

strategic deviation from local peers using the same method. Then, we developed a 

3×3 matrix of relative positions to foreign peers and to local peers and presented the 

mean and the standard deviation of ROA of each cell in Table 3-4. We further created 

a nominal variable by setting a number to each cell and conducted one-way ANOVA 

to examine the performance difference among each cell. The results of one-way 

ANOVA were significant (F = 286.11, p < 0.001).  

Table 3-4 shows that MNCs with high level of strategic deviation from foreign 

peers and moderate level of strategic deviation from local peers obtain highest 

performance (0.445) and those with high or moderate level of strategic deviation from 

foreign peers and low and moderate level of strategic deviation from local peers gain 

positive returns. MNCs which position either at low level of strategic deviation from 

foreign peers or at high level of strategic deviation from local peers yield negative 

returns. MNCs with both low level of strategic deviation from foreign peers and high 

level of strategic deviation from local peers obtain worst performance (-0.246). The 

results provided similar findings with main analysis while the observations within 

upper-right and bottom-left cells were few (n=414 and 646, respectively). 

 

------------------------------------ 
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Insert Table 3-4 about here 

------------------------------------ 

 

Sensitivity analysis 

We conducted six robustness tests to examine the sensitivity of our results. First, 

we used the winsor command to rule out the possibility that extreme observations 

caused the quadratic relationship (Haans et al., 2015). After winsorizing, the 

U-shaped relationship between strategic deviation from local firms and firm 

performance and the inverted U-shaped relationship between strategic deviation from 

foreign peers and firm performance remained. Second, we removed all control 

variables from analysis and found that the results were the same as our main findings.  

Third, we constructed the distance between norm strategies within foreign group 

and norm strategies within local group and named it as norm distance. Theoretically, 

MNCs can choose to be similar to their local peers collectively. In this situation, 

MNCs may follow local peers’ norm strategies rather than develop their own norm 

strategies and strategic deviation from foreign peers may have no effects on firm 

performance. To investigate whether norm distance is the boundary condition of our 

theory, we operationalized norm strategies in three ways and divided our sample into 

two groups to test whether inverted-U relationship between strategic deviation from 

foreign peers and firm performance is significant or not when norm distance is 

relatively short. We firstly measured norm distance by absolute distance and the 

calculation was the aggregation of absolute deviation on each strategic dimensions. 

The coefficients of the first-order and the second-order terms were 0.074 (p < 0.001) 

and -0.015 (p < 0.001) and the result of utest was significant (t = 4.63, p < 0.001). The 

results showed that the inverted-U relationship remained when absolute norm distance 
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was low. The alternative measure was Euclidean distance between those two norm 

strategies. The results for Euclidean norm distance were extremely similar (the 

first-order and second-order coefficients: β = 0.088, p < 0.001; β = -0.017, p < 0.001; 

the result of utest: t = 4.15, p < 0.001). The other measure was the correlation 

coefficient between strategic deviation from foreign peers and strategic deviation 

from local peers. The results also showed that the inverted-U relationship remained 

(the first-order and second-order coefficients: β = 0.030, p < 0.001; β = -0.012, p < 

0.001; the result of utest: t = 5.62, p < 0.001). Overall, the results indicated that our 

theory is not constrained by norm distance.  

Forth, we also investigated for another possible boundary condition which is the 

length of local operation. When MNCs have operated in a host country for a long time, 

they may obtained local legitimacy and even be seen as local firms. In this situation, 

local legitimacy or fighting for liability is not an issue for MNCs. To explore this 

possibility, we constructed average firm age for foreign firms and separated our 

sample into two groups based on it. Then, we tested the effects of strategic deviation 

from foreign peers and strategic deviation from local peers on firm performance for 

these two groups respectively. Table 3-5 shows that both the inverted-U effect of 

strategic deviation from foreign peers and the U effect of strategic deviation from 

local peers are more pronounced for industry with lower average firm age for foreign 

firms than higher average firm age. The results not only support the idea that the 

necessity of local legitimacy for MNCs decreases as the length of MNCs operating in 

a host country, but also indicate that the importance of foreign legitimacy also 

decreases.  

Fifth, we separated our sample into two groups based on group legitimacy and 

reexamine the moderating effects by assessing whether the coefficients and turning 
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points and are different across two subsamples. Table 3-5 presents that, compared to 

low group legitimacy subsample, both the first-order and the second-order terms of 

strategic deviation from foreign peers had lower coefficients and the first-order 

strategic deviation from local peers had higher coefficient in high group legitimacy 

subsample. The turning point of the inverted-U relationship between strategic 

deviation from foreign peers and firm performances was indeed smaller (from 2.54 to 

2.28) compared low to high group legitimacy, which is consistent to our main analysis. 

However, the coefficients of squared strategic deviation from local peers for two 

subsample were the same (0.018), lending no support for Hypothesis 4 

.------------------------------------ 

Insert Table 3-5 about here 

------------------------------------ 

Sixth, we incorporated the interaction term of strategic deviation from foreign 

peers and from local peers and curvilinear term of group legitimacy into analysis 

because the two independent variables are highly correlated. In order to test for the 

true curvilinear relationship, Ganzach (1997) found that one should control for the 

interaction term of two independent variables. Therefore, we controlled for the 

interaction term and reexamined H1 and H2. The results were consistent to the main 

analysis. Ganzach (1997) also suggested that curvilinear term of the moderator should 

be added for control, in order to test the true interaction relationship. Following this 

suggestion, we included the squared group legitimacy into moderation analysis. The 

results were similar to the main analysis, indicating our results presenting the true 

relationship.   

SECTION 3.4 DISCUSSION AND CONCLUSION 

This study investigates the tension between gaining legitimacy and wining 
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competition both across and within groups using a context of MNCs operating in 

China. The major findings of this study are summarized as follows: (1) moderate level 

of distance within an emerging group and low level of deviation from the established 

group’s norms are most beneficial to MNCs’ performance; (2) the across-group effect 

is weakened when MNCs gain emerging group legitimacy; (3) if we only treating firm 

performance as a function of either across-group effect or within-group effect, casual 

ambiguity caused by omitted variables will mislead research findings. This study has 

several important contributions. 

First, this study contributes to the strategic balance perspective in several ways. 

Although in the past this stream of research has investigated the tension of legitimacy 

and competition, it has focused only on a well-established social group and ignored a 

context where multiple social groups coexist in an industry, especially when one of 

them is an emerging group that has relatively lower legitimacy (Patvardhan, Gioia, 

and Hamilton, 2015; Clegg, Rhodes, and Kornberger, 2007; McKendrick, Jaffee, 

Carroll, and Khessina, 2003). In this context, the tension is more complicated and the 

choice of positioning strategy is more difficult for firms in an emerging group. By 

exploring the context of MNCs operating in China and combining collective identity 

and organizational legitimacy theories, this study extends the strategic balance 

perspective to a context consisting of multiple social groups. Besides, this study finds 

that positioning strategy induces interdependent across-group and within-group 

effects simultaneously, which calls attention to an empirical concern of omitted 

variable when examining the effects of positioning strategy in a multi-group context. 

Second, this study also contributes to the international business literature. Prior 

work suggests that gaining legitimacy in the host country is critical for MNCs, which 

is consistent with our findings of legitimacy obtained through conforming to prevalent 
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norms of the local group. However, it ignores the other two legitimacy issues— 

legitimacy within a foreign group and collective legitimacy for all members of an 

emerging group. This study combines international business literature with the idea of 

multiple legitimacy (Kostova and Zaheer, 1999; Ruef and Scott, 1998; Suchman, 

1995), shedding light on a more complete picture of legitimacy issues faced by MNCs 

in a host country and, to our knowledge, is the first study that explores the 

interdependence of the three legitimacy. Besides, this study directly investigates the 

competition between MNCs and local firms, which has rarely been studied in extant 

research (Chang and Xu, 2008). Our findings suggest that local firms in China have 

accumulated some skills and resources to compete with MNCs.  

Third, this study has contributions to strategic group literature as well. Scholars 

have debated the conception and the identification of strategic groups in an industry. 

Some scholars using industrial approach focus on the different strategies and 

profitability across strategic groups and argues that these differences arise because 

differential barriers to intergroup mobility (Caves and Porter, 1977; Cool and 

Schendel, 1988).  This study provides empirical support for the idea of socially 

constructed strategic group. Some scholars adopting a cognitive approach argue that 

managers cognitively partition their competitors into groups based on managerial 

perception of similarity and differences among competitors in order to simply their 

complex environments (Porac et al., 1989; Reger and Huff, 1993). Other researchers 

based on organizational identity theory argue that a set of mutual understandings 

regarding the central, enduring, and distinctive characteristics of a strategic group 

emerge among members of that group constituting the foundation of s strategic group, 

namely, strategic group identity. This study provides an empirical support to 

identity-based strategic group and suggests that foreignness is one of the central, 
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enduring, and distinctive characteristics that constitute strategic groups. Furthermore, 

we introduce both within and across groups legitimacy issues associated with 

collective identity into strategic group discussion, while scholars primarily emphasize 

on the competition aspects.  

This study has several practical implications. Managers often decide their 

positioning strategy only comparing to their cognitive rivals which are firms in the 

same social group. Our findings show that only comparing to cognitive rivals may 

bias the consequence of positioning strategy and mislead managers’ learning by doing 

when multiple social groups exist in the industry. Managers in MNCs should conform 

to local norms and develop linkages with local institutional environments. In the 

meantime, they should also maintain moderate level of deviation from the foreign 

group in order to obtain best performance. Besides, MNCs should keep eyes on their 

social environment as well as competition environment and both within group and 

across groups at the same time, in order to successfully manage the tension between 

these environments.   

This study has several limitations and incurs questions worthy of further 

investigation. We find that both the benefits and costs of deviating from foreign group 

norms are reduced after MNCs gain emerging group legitimacy. While we only 

expect the presence of weaker positive competition effect due to increased resource 

pool, the negatively quadratic legitimacy effect of legitimacy in foreign group is also 

lessened. This finding suggests that within group legitimacy becomes less important 

to MNCs once the whole emerging group accepted by local stakeholders. One 

possible reason is that emerging group legitimacy also has a spillover effect on 

legitimacy in the foreign group, which deserves further investigation.  

Some attributes of an emerging foreign group are specific to MNCs operating in 
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a host country context, but our theories and hypotheses are generalizable to other 

context. Although the need to fight liability of foreignness together continuously is 

valid to MNCs, studies of group dynamics showed the importance of borrowing 

legitimacy from established groups and maintaining optimal distance from the norms 

of the emerging group (Xu et al., 2014; Patvardhan et al., 2015). It is likely that, 

regardless of the context, the dynamics across and within groups we depicted in this 

study could be generalized to other contexts featuring an emerging group that 

competes against an established group. Similarly, although this study only includes 

two groups, past work on strategic groups also found moderate distance from group 

norms increases firm performance the most in multiple group situations (Mcnamara, 

Deephouse, and Luce, 2003). It implies that our theories are applicable to multi-group 

contexts. Future research can validate our findings in other emerging-established 

groups or multi-group settings.    

This study explores the dynamics across and within groups and their effects on 

firm performance. Our findings suggest that in order to gain legitimacy and win 

competition across and within groups simultaneously, a member in an emerging group 

such as MNCs in a host country should follow norms in local firms and maintain 

moderate level of distance from other MNCs. The higher group legitimacy an 

emerging group gains, the weaker the tension of legitimacy and competition a firm in 

an emerging group faces. Overall, this study enhances our understandings of how 

MNCs balance legitimacy and competition across and within groups and obtain better 

performance through proper positioning strategy.  
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Table 3-1 Firm Performance and Strategic Dimensions in Different Groups 

 All firms 

(n=335,728) 

MNCs 

(n=72,966) 

Local firms 

(n=216,230) 

Conventional local 

firms 

(n=47,080) 

 Mean s.d. Mean s.d. Mean s.d. Mean s.d. 

ROA 7.68% 14.47% 6.45% 12.19% 8.52% 15.30% 5.76% 13.40% 

Sales growth Rate 37.45% 2941.35% 25.87% 124.24% 43.69% 3663.25% 26.62% 196.55% 

Advertising 

intensity 
0.09% 0.43% 0.10% 0.49% 0.09% 0.42% 0.07% 0.39% 

R&D intensity 0.16% 0.74% 0.14% 0.69% 0.16% 0.75% 0.16% 0.76% 

Capital intensity 33.99% 43.73% 33.57% 39.53% 30.14% 37.30% 52.32% 66.72% 

Non-production 

overheads 
8.71% 7.26% 9.67% 7.04% 7.78% 6.66% 11.51% 9.13% 

Inventory levels 16.43% 20.59% 19.39% 21.74% 15.01% 19.25% 18.41% 23.90% 

Financial leverage 53.99% 54.24% 47.25% 45.58% 51.61% 51.24% 75.34% 71.97% 
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Table 3-2 Means, Standard Deviations, and Correlations for All Variablesa 

Mean s.d. 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 

1 Relative ROA 0.00 0.98        

2 Market share 0.00  0.01  0.09***        

3 Financial slackb 0.02  0.19  0.07*** 0.19***       

4 Firm size 5.44  1.14  0.03*** 0.34*** 0.07***         

5 Firm age 9.29  4.52  -0.08*** 0.04*** 0.03*** 0.11***         

6 Joint venture 0.07  0.25  0.02*** 0.04*** 0.01* 0.00 0.06***         

7 Market growth 0.19  0.08  0.00 0.00 0.00 -0.10*** -0.07*** 0.02***       

8 Average firm age for 

foreign peers 
9.28  1.30  0.00 0.00 0.01** 0.03*** 0.28*** 0.01 -0.23***          

9 Average firm age for 

local peers 
10.33  2.11  0.01 0.04*** 0.04*** -0.02*** 0.16*** 0.04*** -0.03*** 0.56***         

10 Number of foreign 

peers  
756.62  675.34 0.00 -0.20*** -0.02*** 0.04*** -0.01 0.01** -0.07*** -0.02*** -0.13***        

11 Number of local peers 372.66  430.03 0.00 -0.17*** -0.01*** 0.14*** -0.02*** -0.02*** -0.16*** -0.05*** -0.25*** 0.77***       

12 Industry concentration 0.19  0.10  0.00 0.23*** 0.06*** 0.06*** 0.01** 0.02*** 0.06*** 0.03*** 0.20*** -0.43*** -0.40***      

13 Group legitimacy 0.78  0.47  0.00 -0.08*** 0.03*** 0.28*** -0.02*** -0.05*** -0.24*** -0.08*** -0.12*** 0.33*** 0.62*** -0.06***     

14 SD from foreign peers 2.86  1.76  -0.09*** -0.01*** -0.02*** -0.10*** 0.03*** 0.00 0.03*** -0.01** 0.03*** -0.07*** -0.09*** 0.06*** -0.07***    

15 Squared SD from 

foreign peers 
11.26  19.82  -0.11*** -0.02*** -0.02*** -0.07*** 0.03*** 0.00 0.02*** -0.01* 0.02*** -0.04*** -0.04*** 0.04*** -0.03*** 0.93***   

16 SD from local peers 2.92  2.07  -0.14*** -0.02*** -0.02*** -0.05*** 0.04*** -0.01*** -0.01*** -0.04*** -0.05*** -0.05*** -0.04*** 0.03*** -0.02*** 0.83*** 0.77***  

17 Squared SD from 

local peer 
12.80  26.73  -0.13*** -0.02*** -0.02*** -0.04*** 0.04*** -0.01* -0.01 -0.03*** -0.05*** -0.03*** -0.03*** 0.01** -0.02*** 0.75*** 0.78*** 0.92*** 

a N=71215. “SD” is strategic deviation.    b Financial slack = working capital / 106       * p < 0.05, ** p < 0.01, *** p < 0.001 
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Table 3-3 Results of Driscoll-Kraay Estimation for Relative ROA of Foreign Firms in China 

Variables Model 1 Model 2 Model 3 Model 4 Model 5 Model 6 Model 7 Model 8 

Intercept 0.003(2.41) * 0.009(5.82)** * -0.006(5.47)*** 0.001(1.36) 0.001(1.39) 0.001(0.77) 0.001(1.39) 0.000(0.11)  

Control variables         
Market share 0.214(14.49)*** 0.214(14.37)*** 0.213(14.61)*** 0.212(14.40)*** 0.212(14.43)*** 0.212(14.34)*** 0.212(14.39)*** 0.212(14.37)*** 
Financial slack 0.059(7.31)*** 0.059(7.30)*** 0.059(7.27)*** 0.059(7.22)*** 0.059(7.22)*** 0.059(7.21)*** 0.059(7.21)*** 0.059(7.15)*** 
Firm size 0.121(20.38)*** 0.122(20.01)*** 0.119(20.27)*** 0.119(20.26)*** 0.121(19.59)*** 0.121(19.39)*** 0.121(19.74)*** 0.120(19.75)*** 
Firm age -0.036(-5.58)*** -0.036(-5.63)*** -0.035(-5.48)*** -0.035(-5.42)*** -0.035(-5.53)*** -0.035(-5.54)*** -0.035(-5.53)*** -0.035(-5.58)*** 
Joint venture -0.012(-0.89) -0.012(-0.85) -0.012(-0.87) -0.011(-0.75) -0.011(-0.78) -0.011(-0.76) -0.011(-0.78) -0.011(-0.76) 
Market growth -0.001(-1.37) -0.001(-1.26) -0.001(-1.22) -0.001(-0.97) -0.002(-1.60) -0.002(-1.54) -0.002(-1.59) -0.001(-1.05) 
Average firm age for foreign peers 0.010(2.67)** 0.010(2.76)** 0.009(2.28)* 0.009(2.00)* 0.009(2.28)* 0.009(2.21)* 0.009(2.30)* 0.008(2.02)* 
Average firm age for local peers -0.012(-5.96)*** -0.012(-5.74)*** -0.013(-5.27)*** -0.014(-5.08)*** -0.013(-4.34)*** -0.013(-4.16)*** -0.013(-4.42)*** -0.011(-3.96)*** 
Number of foreign peers  -0.138(1.95) -0.131(1.81) -0.144(1.85) -0.131(1.47) -0.135(2.18)* -0.139(2.29)* -0.138(2.22)* -0.160 (2.80)** 
Number of local peers -0.051(-2.15)* -0.052(-2.39)* -0.058(-2.28)* -0.067(-2.63)** -0.122(-20.51)*** -0.120(-21.97)*** -0.121(-19.49)*** -0.106(-14.63)*** 
Industry concentration 0.009(1.09) 0.009(1.13) 0.010(1.25) 0.013(1.46) 0.010(1.17) 0.010(1.20) 0.010(1.17) 0.009(1.15) 

Strategic deviation          
SD from foreign peer 0.019(3.66)*** 0.038(3.76)*** 0.024(4.35)*** 0.080(5.54)*** 0.080(5.54)*** 0.080(5.48)*** 0.080(5.46)*** 0.076(4.99)*** 

Squared SD from foreign peers  -0.006(-3.06)**  -0.016(-5.18)*** -0.016(-5.19)*** -0.016(-5.07)*** -0.016(-5.14)*** -0.016(-4.92)*** 

SD from local peers -0.117(10.96)*** -0.118(11.09)*** -0.153(-13.75)*** -0.188(-11.26)*** -0.188(-11.24)*** -0.188(-11.17)*** -0.187(-11.01)*** -0.183(-10.34)*** 

Squared SD from local peers   0.009(48.80)*** 0.018(11.29)*** 0.018(11.21)*** 0.018(10.09)*** 0.018(10.85)*** 0.018(10.27)*** 

Moderator and interaction variables         

Group legitimacy      -0.019(-4.08)*** -0.021(-4.22)*** -0.019(-4.00)*** -0.020(-3.49)*** 

Group legitimacy × SD from foreign peers      -0.005(-1.60)  -0.021(-4.86)*** 

Group legitimacy × squared SD from foreign 

peers 
     0.001(2.22)*  0.002(4.60)*** 

Group legitimacy × SD from local peers       0.003(0.92) 0.022(5.34)*** 

Group legitimacy × squared SD from local peers       0.000(0.47) -0.002(-3.10)** 

Within R2 0.021 0.022 0.022 0.024 0.024 0.024 0.024 0.024 

F value 871.99*** 5.72*** 8.41*** 4.69*** 92.82** 92.12*** 92.60** 79.41*** 

N=71215. T value is in parentheses.   Two-tailed test.    * p < 0.05; ** p < 0.01; *** p < 0.001
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Figure 3-1 The moderating effect of group legitimacy on the relationship between 

strategic deviation from foreign peers and firm performance 

 

 
Figure 3-2 The moderating effect of group legitimacy on the relationship between 

strategic deviation from local peers and firm performance 
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Table 3-4 Firm performance among a matrix of relative position to foreign peers 

and relative position to local peers  

 

 Strategic deviation from foreign peers 

Low Moderate High 

Strategic 

deviation 

from local 

peers 

Low 

Mean ROA= -0.040 

s.d. =0. 740 

n= 16,569 

Mean ROA= 0.147 

s.d. =0. 911 

n 6,506 

Mean ROA= 0.200 

s.d. = 1.041 

n= 414 

Moderate 

Mean ROA= -0.094 

s.d. =0. 760 

n= 6,276 

Mean ROA= 0.146 

s.d. =0. 994 

n= 13,090 

Mean ROA= 0.445 

s.d. = 1.362 

n= 4,871 

High 

Mean ROA= -0.246 

s.d. = 0.656 

n= 646 

Mean ROA= -0.155 

s.d. = 0.819 

n= 4,648 

Mean ROA= -0.164 

s.d. = 1.101 

n= 18,195 

 

 

 

 

 

 

Table 3-5 Compared results among subsample analyses  

Variables Average firm age for foreign firms Group legitimacy 

Low High Low High 
Strategic deviation      

SD from foreign peer 0.076(5.59)*** 0.041(9.55)*** 0.079(4.01)*** 0.076(5.68)*** 

Squared SD from foreign peers -0.013(-7.97)** -0.010(-12.54)** -0.016(-4.06)*** -0.017(-6.33)*** 

SD from local peers -0.196(18.38)*** -0.143(42.42)*** -0.193(-15.36)*** -0.175(-6.81)*** 

Squared SD from local peers 0.016(68.44)*** 0.014(27.86)*** 0.018(12.11)*** 0.018(7.19)*** 
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CHAPTER 4 TOWARDS A CONSOLIATED, ACCUMULATED, 

AND COMPREHENSIVE THEORY OF STRATEGIC BALANCE 

The pursuit of being legitimate and dominant is a critical aspect of modern 

business. The conflicting pressures to conform and to differentiate are important and 

persistent, exerting significant influence on organizational outcomes. To make 

progress in understanding in how firms can best strategically balance these pressures 

to obtain better performance, we need to create a more consolidated, empirically 

accumulated, and integrative knowledge base. This dissertation consists of two essays 

to meet this end by (at least partially) addressing the three problems inhibiting 

research progress on this research stream.  

To underpin the knowledge base and to reduce ambiguity caused by various 

conceptualizations and operationalizations, we adhered to Deephouse’s (1999) 

conceptualization and operationalization and replicated his seminal work in 155 

manufacturing industries in the first study. Such replications show that the 

generalizability of strategic balance perspective is limited and only 45 percent of 

manufacturing industries in China provided supportive evidence. Given that being 

moderately distinctive from competitive is not often an optimal strategy, one should 

be extremely cautious to apply strategic balance perspective to a variety of contexts 

with competing demands from social norms and competition. Since strategic balance 

perspective has limitations with regarding to industrial contexts, exploring the 

boundary conditions by systematically accumulating empirical evidences becomes 

important.  

To accumulate empirical knowledge, we further explored the potential influence 

of some industrial variables as boundary conditions of strategic balance perspective. 

The exploration suggestes three sets of boundary conditions. The first set of factors is 
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competitive pressures and institutional pressures which are the underlying 

mechanisms of strategic balance perspective and jointly affect the benefits of strategic 

positioning. Once the dual pressures are not strong and equivalent, the premises of 

strategic balance perspective may be not held. The second set of factors is triggers 

that encourage firms to behave similarly rather than differently in order to win the 

competition. For example, firms in industry with higher ratio of export must behave 

similarly to meet the expectation, requirements, and regulations from worldwide 

customers. Also network externalities constitute a winner-takes-all context where 

firms have to embrace aggressive and similar strategies to win the leading position of 

the mass market. The third set of factors is related to the presence of multiple 

reference points in an industry. For instance, firm size may reflect a firm’s belonging 

to specific strategic group. Likewise, foreign firms may develop an identity and social 

norms specific to the foreign group, creating an emerging reference point. The three 

sets of factors are not only constrains of the validation of strategic balance perspective, 

but also opportunities to motivate integrative efforts, especially for those related to 

multiple reference points. Multiple reference points reflect the complexity of 

environments and the variety of stakeholders who grant legitimacy to firms. Exploring 

the influence of strategical similarity in such markets extends understanding of 

strategic balance perspective.    

Therefore, to broaden the knowledge, we focus on foreign firms in China as 

members of emerging groups who face two reference points and desperately seek 

legitimacy from both local stakeholders and foreign stakeholders. By integrating the 

recent development of collective identity and organizational legitimacy theory, the 

second study suggests a multifaceted approach of organizational legitimacy which is 

granted by various groups of stakeholders with their own collective identity. Firms in 
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an emerging group have to consider two interdependent decisions of strategic 

positioning, to what extent to be similar to within-group peers and to what extent to be 

similar to across-group peers in order to gain legitimacy and competitive advantages 

both within group and across group. This integrative progress extends the research 

boundary of strategic balance perspective to a multi-group context and sheds light on 

a more complete picture of competition-legitimacy tension in such context.      

This dissertation not only has contributions on consolidation, accumulation, and 

advancement of knowledge base of strategic balance perspective, but also has several 

implications for future research. First, we advocate a multifaceted approach of 

legitimacy and multiple levels of legitimacy may affect the strategic similarity and 

firm performance simultaneously. The second study has shown that group level 

legitimacy alters the influence of be similar due to the legitimacy spillover and 

resources crowding effects. The first study also reveals that some spatial interference 

may affect certain section of firms’ positioning strategies and performance. For 

example, regional government (such as state government) in China often grants 

regional legitimacy in exchange of the conformity to regional rules and requirements 

by firms operating in its region. Although this dissertation has examined the 

legitimacy spillover effect, our understanding of the interplay among cross-level 

legitimacy issues is still limited.  

Second, theorizing competitive pressures and institutional pressures and 

examining their influence on positioning strategies and firm performance may allow 

us to develop a more generalizable theory, since the two pressures are not only the 

underlying mechanisms, but also the boundary conditions of strategic balance 

perspective. For example, in a context where competitive pressures and institutional 

pressures are both weak, does the influence of positioning strategy become weaker or 
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trivial? Moreover, the strategic balance point may depend on the relative strength of 

these two pressures. The development of measurement for the two pressures allows 

managers better understand and scan their competitive and institutional environments, 

facilitating their decisions to be optimal distinctiveness.  

Third, we value the role of collective identity in the emergence of a reference 

point and indicate that foreign status is one of the central characteristics as a common 

identity base. While central characteristics which are distinctive, enduring, and critical 

may become a collective identity base, future studies could explore other identity 

bases and whether different identity bases constitute different multi-group contexts 

reaching different conclusion. For example, product or service attributes may be 

another identity base. Scottish knitwear manufacturers only recognize who produce 

high quality knitwear as competitive and develop collective norms (Porac et al., 1989). 

Australian coaching industry distinguishes itself from consulting industry by 

developing collective identity work emphasizing on the distinctiveness of services 

provided (Clegg et al., 2007). Moreover, the knowledge about when and why these 

central characteristics become identity bases helps us understand the dynamics of 

strategic group which managers based on compare with each other.   

Forth, we suggest exploring the evolution of the emerging group and the change 

of optimal distinctiveness strategy during the evolution. Although this dissertation has 

demonstrated that whether an emerging group obtaining group legitimacy or not 

affects the benefits and costs of being distinctive, how such group of firms build 

group legitimacy collectively and how they manage the tension between borrowing 

local legitimacy for short term performance and building group legitimacy for long 

term performance remains unexplored. During the group legitimacy building period, 

the relationships among firm-level positioning strategies, group-level heterogeneity, 
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and firm performance are complex and dynamic.  

Fifth, the second study focuses on the competition-legitimacy issues faced by 

firms in an emerging group because they often seek legitimacy from the established 

stakeholders, but how an emerging group affecting the benefits and costs of 

positioning strategies of firms in the established group is also worthy for further 

investigation. When a new social group emerges in an industry, the incumbent firms 

may confront exceptional competition and reduced institutional resources (because 

these resources shared by some firms in the emerging group). As a result, the 

competitive environments and institutional environments become more stringent 

toward the incumbent firms, changing the strategic balance point within established 

group. In addition, the incumbent firms have to consider the competition across group 

before making positioning strategies. Such investigation will contribute a more 

comprehensive picture of the multiple-group contexts to strategic balance perspective.  

In summary, we believe that it is important to consolidate, accumulate, and 

broaden the knowledge base of strategic balance perspective. In doing so, we also 

map out a research agenda which provides opportunities for scholars systematically 

expand the theoretical boundary of strategic balance perspective and integrate 

organization theory and strategy management. 
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