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Abstract

This study aims to systematically examine how Top Management Team (TMT) power structure influences firm performance
within China's high-power-distance cultural context, and to critically reexamine the cultural contingency of Structural Adaptation
Theory by investigating the dual effects of power centralization and the performance consequences of structural change. Drawing
on institutional theory and Structural Adaptation Theory, we conduct a longitudinal analysis of Chinese A-share listed companies
from 2019 to 2023. Our analysis reveals that power centralization exerts a dual effect on firm performance: it significantly
enhances short-term operational efficiency, while simultaneously suppressing long-term market valuation. More importantly, we
identify a pronounced stability preference effect—regardless of whether power structure adjusts toward centralization or
decentralization, greater change magnitude consistently generates negative performance consequences. This finding challenges
the assumption of Structural Adaptation Theory that decentralization represents a natural "entropy-increasing" process. In the
Chinese context, maintaining the status quo becomes the organization's spontaneous "natural state," while any structural
adjustment, irrespective of direction, becomes an "entropy-decreasing" process requiring substantial organizational energy. These
effects are significantly moderated by regional culture, ownership type, and industry sector, with northern regions, state-owned
enterprises, and non-high-tech industries exhibiting weaker negative effects of power structure change. This study provides a
novel theoretical contribution by revealing that the directional definition of "entropy increase" versus "entropy decrease" is itself
a cultural construction. It demonstrates how, within China's cultural context, the logic of Structural Adaptation Theory undergoes
a critical reversal. By identifying "stability preference" as a key boundary condition, this research extends the theory's
applicability and offers a more culturally inclusive analytical framework. The study also achieves cross-level theoretical
integration, linking macro-level institutional factors, meso-level contextual factors, and micro-level governance mechanisms.
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1. Introduction

As the apex strategic decision-making body within an en-
terprise, the manner in which a Top Management Team's
(TMT) internal power structure influences organizational ef-
fectiveness remains a central concern in strategic leadership
research. Structural Adaptation Theory (SAT) provides a cru-
cial analytical framework for this inquiry, positing that
changes in organizational structure exhibit directional asym-
metry: decentralization, conceptualized as an "entropy-in-
creasing" process, is relatively easy to achieve, whereas cen-
tralization, an "entropy-decreasing" process, requires over-
coming greater inertial resistance [37, 62]. This theoretical
presupposition is rooted in Western cultural contexts that
champion individual autonomy and harbor a natural skepti-
cism toward hierarchical authority, treating "change" as the
norm and "stability" as a state to be maintained [16, 29, 68].

However, a fundamental question arises: when this theory
is applied to social contexts governed by different cultural
logics, do its core assumptions remain valid? In other words,
is the very definition of "entropy increase" versus "entropy de-
crease" itself a cultural construct, rather than a universal nat-
ural law? This question directly addresses the cross-cultural
applicability of SAT and constitutes the central concern of this
study.

Within the fields of organization and management, the rela-
tionship between TMT power structure and firm performance
has long been debated. Drawing on agency theory and the
principle of unity of command, one school of thought argues
that power centralization enhances decision-making effi-
ciency and reduces politicking, thereby boosting team perfor-
mance [28]. Conversely, another perspective, informed by be-
havioral integration theory and information-processing views,
emphasizes that power dispersion stimulates debate, facili-
tates information sharing, and ultimately enhances team crea-
tivity and decision quality [2, 70].

The Chinese context offers a unique and fertile ground for
examining these theoretical issues. As a quintessential high-
power-distance culture, Chinese society exhibits a greater ac-
ceptance of hierarchy and power inequality [33, 57]. Within
this cultural milieu, a centralized power structure is endowed
with heightened institutional legitimacy [14, 24, 42, 53]. More
importantly, Chinese culture is characterized by a pronounced
stability preference and risk aversion, where organizational
members identify strongly with the status quo and perceive the
stability of the power structure as a hallmark of normal organ-
izational functioning [41, 67, 73, 74]. This cultural logic
stands in stark contrast to the presuppositions of SAT derived
from Western contexts. The decentralizing evolution consid-
ered a "natural process" in the West might, in China, represent
a "difficult change" requiring the overcoming of cultural iner-
tia. Conversely, the strategy of maintaining the status quo,
seen as "going with the flow" in China, could be misconstrued
as "rigid conservatism" from a Western perspective. These
cultural differences not only affect the static efficacy of power
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structures but also profoundly shape the performance out-
comes of their dynamic adjustment.

Drawing on the multi-dimensional power measurement ap-
proach of Ke et al. (2021) [40], we construct a comprehensive
power index encompassing seven dimensions, operationaliz-
ing TMT power centralization as a continuous variable to pre-
cisely capture intra-team power distribution. Building on this,
we construct a measure of the magnitude of change in power
centralization to systematically examine the impact of power
structure adjustments on firm performance, and further inves-
tigate the moderating roles of regional culture, ownership type,
and industry sector.

The theoretical contributions are threefold. First, we pro-
vide a significant contextual revision of SAT. Classical SAT
assumes decentralization is a natural "entropy-increasing"
process and centralization is a difficult "entropy-decreasing”
one [37]. Our findings reveal this definition itself is a cultural
construct. Within China's stability-preferring culture, main-
taining the status quo becomes the "natural state," while any
change—whether toward centralization or decentralization—
becomes an "entropy-decreasing" process demanding sub-
stantial organizational energy. This alerts scholars to avoid
mistaking culturally specific generalizations for universal
laws. Second, we reveal a "double-edged sword" effect: cen-
tralization has coexisting efficiency advantages and growth
disadvantages. Crucially, by extending the focus to dynamic
adjustments, we find that greater change magnitude is consist-
ently associated with worse performance, regardless of direc-
tion. This "stability preference" effect challenges the "change
for change's sake" logic, showing that maintaining stability
can be an optimal strategy in certain cultural contexts [6, 13,
52, 61]. Third, we achieve cross-level theoretical integration
by positioning high-power-distance culture as the macro-level
institutional antecedent shaping micro-level governance ef-
fectiveness, combining it with meso-level industry constraints.

Practically, our findings guide firms to configure power dy-
namically according to the industry context, recognize the po-
tential adaptation costs of structural changes, and carefully
evaluate organizational hurdles before major transformations.
For regulators, a "proportionate governance" philosophy
should be advocated, issuing differentiated guidelines based
on industry characteristics.

2. Theoretical Background and
Hypotheses Development

2.1. TMT Power Structure and Firm
Performance

Structural Adaptation Theory (SAT), on the basis of inher-
iting the classic contngency perspective, posit that an organi-
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zation's internal structure should align with external environ-
mental demands to achieve high performance. However, when
applied to the internal power structure of TMTs, this theory
reveals a profound theoretical tension: on one hand, power
centralization may enhance operational efficiency by unifying
command, reducing coordination costs, and accelerating deci-
sion-making; on the other hand, excessive power centraliza-
tion may impair a firm's long-term development potential by
suppressing information diversity, stifling innovative thinking,
and exacerbating agency problems [4, 50, 56]. Consequently,
organizational design perpetually seeks a dynamic balance be-
tween centralization and decentralization. Centralized struc-
tures concentrate decision-making authority in leaders,
whereas decentralized structures disperse autonomy [62]. Ac-
cording to SAT, centralized organizations, leveraging func-
tional specialization and cooperative reward mechanisms, ex-
cel in decision accuracy but are slower to respond, making
them suitable for relatively stable environments. Conversely,
decentralized organizations, employing divisional structures
and competitive reward mechanisms, respond faster but with
lower accuracy, rendering them more appropriate for dynamic
and turbulent environments [35, 38].

As the apex strategic decision-making body, a TMT's inter-
nal power structure shapes firm performance by influencing
information processing capabilities [35]. Lower power cen-
tralization allows full utilization of executives' cognitive di-
versity for comprehensive environmental scanning [59], pro-
moting broad information acquisition and deep processing.
Conversely, higher power centralization relies on established
patterns for precise decision-making [46], ensuring decision
consistency and execution. Centralized teams can conduct
fine-grained information analysis to make informed decisions
[47], while decentralization may lead to resource dispersion
due to internal competitive initiatives. This trade-off between
efficiency and innovation constitutes the core theoretical ten-
sion in TMT power structure research.

This theoretical tension manifests with particular complex-
ity within China's unique institutional and cultural context.
Chinese society is characterized by high power distance,
where organizational members exhibit greater acceptance of
hierarchical systems and power inequality [34, 57]. Within
this cultural backdrop, a highly centralized TMT power struc-
ture is endowed with enhanced legitimacy. Subordinates tend
to defer more readily to authoritative figures' decisions, facil-
itating smooth policy implementation and reducing friction
and dissipation stemming from internal power struggles or di-
vergent opinions. It is important to note that this study reposi-
tions power distance as an institutional-level cultural anteced-
ent [33], which shapes the fundamental configuration of TMT
power structures in Chinese firms—a view supported by
cross-national research [49]. This cultural perspective is inte-
grated as a contextual boundary condition rather than a sup-
plementary add-on; it reveals how power distance norms ena-
ble centralized decision-making, while industry contingency
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factors (complexity, munificence, dynamism) determine its ef-
fectiveness, thus forming a coherent contingency model [45].

Within China's specific institutional context, high-power-
distance culture provides a legitimacy foundation for hierar-
chical authority [41, 73]. Challenging leader decisions may
undermine their authority [8], hindering effective decision ex-
ecution regardless of decision quality [20, 54]. Therefore, con-
centrating power in the hands of the chief executive (e.g., the
top-ranked executive in annual reports) can effectively
strengthen their authority, reduce intra-team decision friction
and coordination costs, thereby enhancing overall firm opera-
tional efficiency. Concurrently, such power concentration also
implies monopolization of decision rights, potentially weak-
ening intra-team information exchange and knowledge shar-
ing, suppressing the expression and collision of heterogeneous
viewpoints, and thus potentially constraining long-term inno-
vation development.

Based on this reasoning, we infer that within China's high-
power-distance cultural context, increased power centraliza-
tion will exert dual effects on firm performance. Specifically,
in contexts prioritizing operational efficiency—such as sur-
vival-driven or cost-sensitive environments—the operating
cost ratio (operating cost divided by operating revenue) be-
comes a key short-term performance indicator [71]. A lower
ratio signifies superior cost control and resource utilization ef-
ficiency. Power centralization can streamline decision hierar-
chies, reduce coordination friction, and accelerate execution,
thereby reducing redundancy and optimizing resource alloca-
tion. However, while improving operational efficiency, in-
creased power centralization may simultaneously inhibit long-
term value creation. Overly centralized power structures can
restrict the inflow of diverse information, dampen middle
managers' innovation initiative, and potentially lead strategic
decisions to rely excessively on a single leader's cognitive lim-
itations. These negative effects are primarily manifested in the
firm's market value and growth expectations. As a measure of
firm market value, stock market value effectively reflects
long-term growth potential and market evaluation. Accord-
ingly, we propose the following competing hypotheses:

Hla: TMT power centralization has a significant positive
effect on the short-term performance. That is, the more power
is concentrated in the chief executive, the higher the firm's
short-term performance.

H1b: TMT power centralization has a significant negative
effect on firm’s long-term performance. That is, the more
power is concentrated in the chief executive, the lower the
firm's long-term performance.

2.2. Contextual Revision of Structural
Adaptation Theory and the Stability
Preference in Power Structure Change

Classical Structural Adaptation Theory (SAT) posits that or-
ganizational structures exhibit directional asymmetry in re-
sponding to environmental changes: decentralization, akin to
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an "entropy increase" process, is relatively facile, whereas
centralization, an "entropy decrease" process, encounters
greater inertial resistance [37, 62]. This foundational assump-
tion is deeply embedded in Western cultural norms that privi-
lege individualism and frame change as the default adaptive
response [29, 33, 34]. However, the applicability of this logic
in non-Western, particularly high-power-distance, contexts
demands rigorous re-evaluation.

Chinese culture, characterized by a pronounced stability
preference and risk aversion, fosters distinct organizational
behaviors [26, 27]. In this milieu, organizational members ex-
hibit a strong identification with the status quo, viewing the
stability of the power structure as integral to normal function-
ing—a phenomenon explained by the deep institutionalization
of cultural understandings. Consequently, any attempt to alter
the established power distribution, whether towards greater
centralization or decentralization, encounters significant cul-
tural-cognitive barriers and organizational inertia. Within this
framework, maintaining the status quo becomes the organiza-
tion's spontaneous, low-energy "natural state,”" aligning with
ingrained cultural norms [14, 67]. Conversely, any structural
change is perceived as a disruption requiring substantial or-
ganizational energy, often triggering maladaptation, role am-
biguity, and performance fluctuations. Thus, the relationship
between structure and change is fundamentally inverted: sta-
bility is the norm, and change is the costly exception.

This inversion is consistent with institutional theory, which
emphasizes how culturally embedded norms and cognitive
frameworks shape organizational responses to external pres-
sures [19, 60, 64, 65]. In high-power-distance cultures like
China's, deviations from hierarchical norms are interpreted as
threats to organizational order, amplifying the perceived costs
and resistance to change [41, 42, 51]. The observed stability
preference, therefore, reflects a deep-seated institutional logic
that prioritizes continuity. This does not imply that Chinese
firms are static, but rather that the calculus of change is fun-
damentally different. The benefits of any structural adjustment
must outweigh the significant adaptation costs imposed by the
cultural-institutional environment [4, 6, 52].

Building on this reasoning, we contend that in the Chinese
context, the very act of altering the power structure incurs per-
formance costs. Whether power centralization increases or de-
creases, any significant deviation from the established config-
uration is likely to negatively impact performance due to cul-
tural maladaptation and the friction of organizational adjust-
ment [1, 56]. In contrast, maintaining relative stability in the
power structure preserves organizational routines, facilitates
smooth team collaboration, and avoids the disruption of adap-
tation costs, thereby emerging as a strategically optimal ap-
proach [50, 53, 75]. Accordingly, we propose:

H2a: The change in power centralization negatively affects
firm performance. Specifically, compared with five years prior,
regardless of whether power centralization increases or de-
creases, the magnitude of change is negatively correlated with
current short-term firm performance.
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H2b: The change in power centralization negatively affects
firm performance. Specifically, compared with five years prior,
regardless of whether power centralization increases or de-
creases, the magnitude of change is negatively correlated with
current long-term firm performance.

2.3. Theoretical Derivation of Moderating
Effects and Boundaries of the Negative
Effects of Power Structure Change

Hypothesis 2a,b proposes that within China's high-power-
distance, stability-preferring cultural context, the magnitude
of change in power centralization is negatively correlated with
firm performance—regardless of change direction, greater
change magnitude leads to more severe performance losses.
This core assertion reveals the "adaptation costs" inherent in
power structure change itself [37]. However, these perfor-
mance losses from change are not uniform across all contexts.
Based on institutional theory [19, 60] and Structural Adapta-
tion Theory [25, 35, 62], the institutional logics and organiza-
tional inertia embedded in different regional cultures, owner-
ship types, and industry characteristics exhibit significant var-
iation [11, 44]. These differences profoundly influence organ-
izational members' acceptance of power structure change,
their adaptive capacity, and the friction costs generated during
change processes, thereby moderating the relationship de-
scribed in Hypothesis 2a,b.

Specifically, regarding regional culture, North-South cul-
tural differences in China serve as a deep-seated informal in-
stitution that shapes organizational members' cognitive frame-
works and behavioral response patterns to power structure
variation [33, 49, 55]. Northern culture, deeply influenced by
traditional Confucian ethics and the planned economy system,
exhibits higher power distance characteristics, emphasizing
hierarchical order, authority obedience, and collectivism [41,
69]. Organizational members demonstrate stronger psycho-
logical identification with maintaining the status quo. Conse-
quently, the emphasis on collective goals and interpersonal
harmony could facilitate smoother coordination during power
structure adjustments, while the ingrained respect for author-
ity enhances the legitimacy of leadership-initiated change, re-
ducing resistance and transition friction [5, 18, 24, 42]. Con-
versely, southern culture, particularly in southeast coastal re-
gions, integrates earlier into the market economy and exhibits
lower power distance, emphasizing contractual spirit, equal
exchange, and individual agency [21]. In this milieu, members
display higher sensitivity to power redistribution, viewing ad-
justments through the lens of individual rights and interests,
which amplifies perceptions of uncertainty and threat, leading
to heightened vigilance, defensive behaviors, and increased
internal friction [10, 47]. As a result, southern culture may fos-
ter adaptability to market changes, yet it simultaneously ren-
ders members more reactive to power reconfigurations affect-
ing their relative standing and autonomy [12, 66].

Regarding ownership type, China's unique institutional
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background determines fundamental differences between
state-owned enterprises (SOEs) and non-SOEs in organiza-
tional structural rigidity and change adaptability [23, 73].
SOEs bear not only economic objectives but also multiple in-
stitutional missions, including maintaining social stability and
implementing national strategies [36, 73]. Their power con-
figuration is profoundly influenced by the "Party managing
cadres" principle and administrative appointment systems [39,
48]. While long-term institutional embeddedness has led
SOEs to form stable organizational structures and routinized
operating practices [15], this institutional stability paradoxi-
cally provides a buffering capacity during periods of change
[31]. The presence of established institutional support systems,
clearer hierarchical scripts, and access to administrative re-
sources help SOEs absorb the shocks associated with power
structure adjustments [65], and the stronger institutional legit-
imacy of leadership authority facilitates smoother implemen-
tation of change initiatives with less internal resistance [64].
In contrast, non-SOEs' power configuration more closely fol-
lows market competition logic, with structural adjustments
viewed as routine means of responding to environmental
changes [2, 9]. However, the absence of institutional buffers
and more direct exposure to market pressures render non-
SOEs more vulnerable to performance disruptions during
power structure changes [72]; without the institutional safety
nets available to SOEs, non-SOEs experience the full force of
adaptation costs, making their performance more sensitive to

organizational turbulence [30].

Regarding industry type, high-tech and non-high-tech in-
dustries differ significantly in technological iteration speed,
innovation pressure, and organizational flexibility require-
ments [3, 58, 70], and these differences profoundly influence
the adaptation costs triggered by power structure change [1,
46]. High-tech industries are characterized by high environ-
mental dynamism, rapid technological updates, and strong in-
novation dependence, requiring organizations to maintain
high structural flexibility and cognitive openness to cope with
continuous environmental changes [7, 63]. However, these
very characteristics render high-tech firms particularly vulner-
able to disruptions caused by power structure adjustments [75],
because their intense reliance on tacit knowledge, team-based
innovation processes, and seamless collaboration means that
any disruption to existing power configurations can severely
impair knowledge flows, decision-making efficiency, and in-
novation output [59]. The high degree of task interdependence
in high-tech settings amplifies the ripple effects of organiza-
tional turbulence, making performance more sensitive to
structural changes [43]. In contrast, non-high-tech industries,
characterized by more stable technologies, clearer operational
routines, and lower task interdependence, may experience
milder performance consequences from power structure
changes due to their more predictable operations, which pro-
vide greater organizational slack and recovery capacity during
transition periods [17, 22, 32, 71].

Change Power
Magnitude Centralization
H2 H2 H1 Hl1
H3a b \ a b a
Regional Culture
>
H3b
H4a
Ownership
H4b
H5a
High-Tech Industry

HS5b / \
Long-Term Short-Term
Performance Performance

Figure 1. Conceptual diagram demonstrating the hypothesis in this study.

Based on this reasoning, we propose the following hypoth-
eses:

H3a: Regional culture moderates the negative relationship
between the magnitude of change in power centralization and
short-term firm performance. Compared with southern re-
gions, the negative impact of the magnitude of change in
power centralization on short-term firm performance is

83

weaker in northern regions.

H3b: Regional culture moderates the negative relationship
between the magnitude of change in power centralization and
long-term firm performance. Compared with southern regions,
the negative impact of the magnitude of change in power cen-
tralization on long-term firm performance is weaker in north-
ern regions.
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H4a: Ownership type moderates the negative relationship
between the magnitude of change in power centralization and
short-term firm performance. Compared with non-SOEs, the
negative impact of the magnitude of change in power central-
ization on short-term firm performance is weaker in SOEs.

H4b: Ownership type moderates the negative relationship
between the magnitude of change in power centralization and
long-term firm performance. Compared with non-SOEs, the
negative impact of the magnitude of change in power central-
ization on long-term firm performance is weaker in SOEs.

H5a: Industry type moderates the negative relationship be-
tween the magnitude of change in power centralization and
short-term firm performance. Compared with non-high-tech
industries, the negative impact of the magnitude of change in
power centralization on short-term firm performance is
stronger in high-tech industries.

H5b: Industry type moderates the negative relationship be-
tween the magnitude of change in power centralization and
long-term firm performance. Compared with non-high-tech
industries, the negative impact of the magnitude of change in
power centralization on long-term firm performance is
stronger in high-tech industries.

3. Materials and Methods

The sample includes all Chinese listed companies from
2019 to 2023. According to the Company Law of China and
previous research, TMT members in this study include all in-
dividuals listed in the "Executive Team" section of annual re-
ports, such as board members, CEOs, vice general managers,
financial directors, board secretaries, independent directors,
and supervisory board members. The data used in this research
were primarily obtained from the China Stock Market & Ac-
counting Research (CSMAR) database, which is a widely
used database in business & management studies in Chinese
context. For suspicious data points, cross-validation was per-
formed using company annual reports, executive personnel
change announcements, and public disclosures of executive
biographies or background information. To minimize the in-
fluence of outliers, all continuous variables were winsorized
at the 1% level. To ensure the feasibility of analyzing power
structure adjustments, this study requires that sample firms
have at least three consecutive years of complete data during
the study period to identify sustained trends in power structure
change. The final sample comprises 4,590 unique firms, yield-
ing 19,194 valid firm-year observations. All financial and
governance data are obtained from the CSMAR database.

For short-term operational performance, this study uses
the operating cost ratio, calculated as operating cost divided
by operating revenue. For long-term market value, this study
uses firm stock market value, which directly reflects a firm's
long-term growth potential and market valuation. This selec-
tion stems from H1's core concern—examining the differen-
tial impact of power centralization on firm performance
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across short-term and long-term horizons. The firm stock
market value comprehensively reflects market investors' ex-
pectations regarding the firm's future profitability and long-
term value creation potential, rendering it suitable for testing
the negative effects potentially triggered by excessive power
centralization, such as suppressed information diversity and
constrained innovation initiatives. To control for other po-
tential influencing factors, we introduces a series of firm-
level and governance-level variables: firm basic characteris-
tics include registered capital, firm age, and leverage ratio;
governance structure indicators include proportion of inde-
pendent directors, CEO duality, and TMT size; strategic
characteristic indicators include R&D intensity; environ-
mental factors include industry fixed effects, regional
dummy variables, and year fixed effects.

4. Results

4.1. Main Effects of Power Centralization and
the Impact of Change Magnitude on Firm
Performance

Table 1 presents the hierarchical regression results for the
main effects. Models 1 and 3 include only control variables.
Models 2 and 4 add the core independent variable Centraliza-
tion to the control variables.

First, testing hypothesis Hla, which posits a negative ef-
fect of TMT power centralization on the operating cost ratio
(OCR). The regression results for Model 2 show that the co-
efficient for Centralization is 0.008 and is significant at the
1% level (p < 0.01). This finding supports hypothesis H1la.
Regarding economic significance, this coefficient, combined
with the standard deviation of Centralization (0.003), indi-
cates that when power centralization increases by one stand-
ard deviation (i.e., Centralization decreases by 0.003 units),
the firm's operating cost ratio decreases by approximately
0.0024 percentage points (0.008>0.003). This result con-
firms the preceding theoretical analysis: within China's high-
power-distance cultural context, concentrating power in the
chief executive effectively enhances the firm's operational
efficiency by strengthening authority and reducing decision-
making friction and coordination costs. Second, testing hy-
pothesis H1b, which posits a negative effect of TMT power
centralization on firm stock market value. The regression re-
sults for Model 4 show that the coefficient for Centralization
is 0.023 and is significant at the 5% level (p < 0.05). While
the coefficient direction is the same as in Model 2, its impli-
cation is fundamentally different. Since firm market value is
a positive indicator, a significantly positive coefficient
means that a decrease in power centralization (decentraliza-
tion) increases firm market value. Conversely, an increase in
power centralization harms firm market value. This result
fully supports hypothesis H1b.
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Table 1. Regression Analysis Results Regarding Hla and HI1b.

OCR Market Value
Variables Modell Model2 Model3 Model4
Control Variables Included Included Included Included
Centralization .008***(.003) .023*(.010)
Constant .603"*(.051) .593"%(.052) 10.170" (.216) 10.327*(.209)
Observations 19,194 19,194 19,194 19,194
Adjusted R? 30.1% 30.2% 72.0% 72.4%
F-Value 614.97" 596.79"*" 3298.84™" 3809.84™

! Coefficients are presented with two-tailed p-values. Standard errors are reported in parentheses. *p < 0.1; **p < 0.05; ***p < 0.01; Source:

Created by Author.

Table 2 presents the test results for Hypothesis H2a,b,
which focuses on the impact of power structure change itself.
The regression results show that regardless of whether the op-
erating cost ratio (Model 6) or return on invested capital
(Model 8) is used as the dependent variable, the coefficient of
Change Magnitude is statistically significant. Specifically,
the coefficient of Change Magnitude is significantly positive
for the operating cost ratio (0.038) and significantly negative
for return on invested capital (-0.886). These findings indicate
that a greater magnitude of change in power centralization
leads to a higher operating cost ratio and a lower return on
invested capital. Whether the power structure adjusts toward
centralization or decentralization, any deviation from the sta-

tus quo adversely affects firm performance. This evidence ro-
bustly supports Hypothesis H2a,b. This finding carries im-
portant theoretical implications, as it reveals a critical bound-
ary condition for Structural Adaptation Theory within the Chi-
nese management context. In a cultural milieu characterized
by a strong preference for stability, maintaining relative sta-
bility in the power structure itself generates performance ben-
efits, whereas any structural change triggers adaptation costs
and short-term performance fluctuations. This finding revises
the classical contingency theory presumption that "structure
should dynamically adjust to environmental changes," under-
scoring the constraining role of cultural context on the feasi-
bility of organizational change.

Table 2. Regression Analysis Results Regarding H2a and H2b.

OCR ROIC
Variables Model5 Model6 Model7 Model8
Control Variables Included Included Included Included
) .032%%* -.886%**
Change Magnitude
(.016) (.071)
434 %% 64Q%** 149 827k
Constant
(.050) (.060) (.212) (.280)
Observations 14,680 14,680 14,680 14,680
Adjusted R2 24.7% 26.6% 21.9% 36.7%
F-Value 648.66*** 477.99%** 308.73 % 559.971 ***

! Coefficients are presented with two-tailed p-values. Standard errors are reported in parentheses.. *p < 0.1; **p < 0.05; ***p < 0.01; Source:

Created by Author.

85


http://www.sciencepg.com/journal/ijebo

International Journal of Economic Behavior and Organization

http://www.sciencepg.com/journal/ijebo

4.2. Tests Regarding The Moderating Roles

To examine the boundary conditions of the negative effects
of power structure change, we conducted a series of moder-
ated regression analyses incorporating regional culture, own-
ership type, and industry sector as contextual moderators.

Regarding short-term firm performance, the main effect of
change magnitude on the operating cost ratio remained signif-
icantly positive, reconfirming that greater structural adjust-
ments worsen short-term operational efficiency. The interac-
tion term between change magnitude and high-tech industry
was significantly positive. Given the inverse nature of the op-
erating cost ratio, this result indicates that the negative impact
of power structure change on short-term performance is nota-
bly stronger in high-tech industries than in non-high-tech in-
dustries, thereby supporting Hypothesis H5a. Conversely, the
interaction term between change magnitude and state-owned
enterprise (SOE) status was significantly negative, implying
that the detrimental effect of structural change on short-term
performance is weaker in SOEs compared to non-SOEs, con-
sistent with Hypothesis H4a. Furthermore, the interaction
term between change magnitude and northern region was sig-
nificantly negative. This demonstrates that the negative im-
pact of power structure change on short-term performance is
weaker in northern regions than in southern regions, support-
ing Hypothesis H3a and revealing the heterogeneous buffer-
ing effect of North-South cultural differences.

We then tested similar moderating effects on long-term firm
performance, using ROIC as the outcome variable. The main
effect of change magnitude was significantly negative, confirm-
ing Hypothesis H2b that structural adjustments harm long-term
performance. The interaction term between change magnitude
and high-tech industry was significantly negative, indicating
that the adverse effect of power structure change on long-term
performance is much more pronounced in high-tech industries,
which supports Hypothesis H5b. In contrast, the interaction
term between change magnitude and SOE status was signifi-
cantly positive, suggesting that the negative effect of structural
change on long-term performance is considerably weaker in
SOEs due to their institutional buffers, providing strong support
for Hypothesis H4b. Finally, the interaction term between
change magnitude and northern region was significantly posi-
tive, indicating that the negative impact of power structure

change on long-term performance is weaker in northern regions.

This lends support to Hypothesis H3b and implies that the col-
lectivism and organizational cohesion characteristic of northern
culture may effectively mitigate the long-term performance
losses induced by power structure adjustments.

Collectively, these moderated regression findings demon-
strate that the negative effects of power structure change on
firm performance are significantly contingent upon contextual
factors including regional culture, ownership type, and indus-
try sector. The results provide richer empirical evidence for
understanding how institutional and cultural contexts shape
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the consequences of power structure dynamics in China, of-
fering concrete directions for subsequent theoretical refine-
ment.

4.3. Robustness Checks

For Hla and H1b, we first substitute the dependent varia-
bles with Return on Assets and asset profitability for short-
term performance, and with long-term capital return and the
debt-to-market value ratio for long-term performance; the re-
sults remain consistent. Second, excluding independent direc-
tors and supervisory board members from the TMT improves
both coefficient magnitudes and significance, confirming that
core executives' constraining effect drives the findings. Third,
lagged regressions using power centralization in year t-1 to
predict performance in year t show that the long-term market-
value coefficient remains significant and slightly larger, while
the operating-cost-ratio coefficient weakens, indicating per-
sistent long-term impacts but more transient short-term effects;
Hla and H1b thus pass endogeneity tests.

For H2a and H2b, recalculating power centralization with
the core-executive scope yields robust results. Substituting de-
pendent variables with net operating profit margin and Tobin’s
Q shows that change magnitude significantly reduces net op-
erating profit margin and increases Tobin’s Q, supporting the
stability preference. Redefining change magnitude as the cur-
rent-to-five-year-ago ratio and interacting it with a direction
dummy reveals that both centralization and decentralization
harm operating cost ratios and ROIC, with larger magnitudes
amplifying the damage. For H3—-HS5, analogous checks—ad-
justed TMT scope, alternative dependent variables, and lagged
independent variables—confirm robustness. Replacing level-
based long-term performance measures with trend-based
measures leaves results substantively unchanged, further
strengthening confidence in our findings..

5. Discussion

Using a sample of Chinese A-share listed firms (2019-
2023), we find that TMT power centralization has a dual ef-
fect—reducing the operating cost ratio (H1a) while lowering
stock market value (H1b), revealing short-term efficiency
gains alongside long-term value suppression. Dynamic adjust-
ments exhibit a stability preference (H2a,b): any deviation
from the status quo, measured by five-year change magnitude,
harms both operating cost ratio and ROIC. This revises Struc-
tural Adaptation Theory: within China’s high-power-distance,
stability-seeking culture, maintaining the status quo functions
as a spontaneous "entropy-increasing" process, whereas struc-
tural change becomes an "entropy-decreasing" effort. The
negative change—performance link is weaker in northern re-
gions (collectivism buffers friction) vs. southern, weaker in
SOEs (institutional buffers) vs. non-SOEs, but stronger in
high-tech industries (disruption of collaboration and tacit
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knowledge) vs. non-high-tech, supporting H3—-H5. Robust-
ness checks (alternative DVs, adjusted TMT scope, lagged
models) confirm reliability.

6. Conclusions

This study delineates a complex picture of the impact of
TMT power structure on firm performance within the Chi-
nese context. Power centralization functions as a "double-
edged sword," enhancing short-term operational efficiency
while potentially suppressing long-term market value. Su-
perimposed upon this dual effect, maintaining the stability
of the power structure itself emerges as an effective organ-
izational strategy. More importantly, by identifying "stabil-
ity preference"” as a critical boundary condition for Struc-
tural Adaptation Theory, this study underscores that the
construction and application of organizational theory must
fully consider the cultural context in which it is embedded.
Only when theoretical presuppositions align with a specific
culture's underlying understanding of what constitutes
"natural” versus what requires "effortful” intervention can
a theory achieve genuine explanatory power. This not only
provides a novel perspective for understanding the govern-
ance logic of Chinese firms but also charts a course toward
developing more inclusive organizational theories on a
global scale. By identifying the varying definitions of "en-
tropy™ across cultural contexts, Structural Adaptation The-
ory can be elevated from an empirical generalization char-
acterized by cultural particularity to a universal analytical
framework capable of accommodating multiple cultural
logics..
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