The Dynamic Role of Subnational Regions in Firm Performance*

Abstract

This study investigates dynamics of subnational regions in determining firm
performance over time and by ownership type. We first explain theoretically how
subnational regions affect firm performance in the context of institutional change. We
then test these predictions using annual survey data of manufacturing firms in China
from 1998 to 2014 — before and after a large negative institutional shock (2008
financial crisis). For all firms, subnational regions increase in importance before the
financial crisis consistent with path dependency in the theory of institutional change.
Post crisis, SREs decline consistent with a temporary realignment of institutions away
from the status quo. Comparing ownership types, pre-crisis subnational regions are
more important and increase more over time for private- than state-owned enterprises
while post-crisis they decline more for the former than the latter. This is consistent
with differences in organizational objectives under the institution-based theory.
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