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ABSTRACT

Performance gaps, defined as the differences between expected
and achieved organizational performance, generate informative
feedback for organizations to make subsequent decisions. In this
paper, we examine how social and historical performance gaps in
the realm of economic development have different effects on the
budgetary decisions of Chinese local governments. Using a pan-
el dataset of 287 cities from 2010 to 2016, we find evidence that
the performance gap in comparison with the historical expectation
is positively related to total expenditure growth, while there is an
asymmetric inverted U-shaped relationship between the perfor-
mance gap based on peer comparison and public spending growth.
Additional evidence suggests that performance gaps are also asso-
ciated with the growth of public education spending in a similar
way. Our study provides evidence of performance-based budgeting
beyond the Western contexts and offers the base for a generalizable
theory on how performance information in high-stake account-
ability systems shapes local governments’ spending decisions.
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Brechas de desempeiio y cambio organizacional:
Evidencia del crecimiento presupuestario en los gobiernos

locales chinos
RESUMEN

Las brechas de desempeno, definidas como las diferencias entre el
desempeiio organizacional esperado y el alcanzado, generan infor-
macion util para que las organizaciones tomen decisiones posterio-
res. En este articulo, examinamos como las brechas de desempeno
sociales e historicas en el ambito del desarrollo econémico tienen
diferentes efectos en las decisiones presupuestarias de los gobier-
nos locales chinos. Utilizando un conjunto de datos de panel de
287 ciudades entre 2010 y 2016, encontramos evidencia de que la
brecha de desempeiio, en comparacion con la expectativa historica,
se relaciona positivamente con el crecimiento del gasto total, mien-
tras que existe una relacion asimétrica en forma de U invertida en-
tre la brecha de desempefio basada en la comparacién con pares y
el crecimiento del gasto publico. Evidencia adicional sugiere que
las brechas de desempefio también se asocian de manera similar
con el crecimiento del gasto publico en educacion. Nuestro estudio
proporciona evidencia de la presupuestacion basada en el desem-
peno mas alld del contexto occidental y sienta las bases para una
teoria generalizable sobre como la informacién sobre el desempe-
o en los sistemas de rendicion de cuentas de alto impacto influye
en las decisiones de gasto de los gobiernos locales.

Palabras clave: Brechas de desempeiio, Gobiernos locales chinos,
Crecimiento presupuestario
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Introduction

ow public organizations use
Hperformance information to

inform important decisions is
at the heart of public management re-
search. The growing literature on per-
formance gaps suggests that the gap
between performance aspirations and
actual performance produces feedback
that will shape various important gov-
ernment decisions (Greve 2003), such
as goal-setting in the public sector (Ma
2016), innovation (Meier et al. 2015,
Zhu and Rutherford 2019), and bud-
get adjustment (Flink 2019). Organiza-
tions with performance far below their
competitors’ average achievements, for
instance, are more inclined to intro-
duce radical strategies to address per-
formance failures (Greve 1998). It is
thus pivotal to examine the impact of
performance gaps on key decisions that
lead to organizational changes. While
a growing number of empirical studies
suggest performance gaps significantly
affect organizational decisions, much
less is known about how different types
of performance gaps unfold their im-
pact on organizations. In this paper, we
apply the theory of performance gaps
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to study budgetary changes in the local
government setting.

The literature about the impact
of performance gaps on organization-
al change is primarily examined in
the private sector (Shinkle 2012), for
which performance metrics are crys-
tal clear and often measured based on
firms’ market share and profit margins.
Public organizations usually pursue
ambiguous and multiple goals. Public
managers, nevertheless, frequently use
performance feedback to inform deci-
sion-making and to initiate organiza-
tional change (Kroll 2015; Johansen,
Kim, and Zhu 2016). Only recently have
public management scholars theorized
(Meier, Favero, and Zhu 2015; Hong
2019) and empirically tested the linkage
between performance gaps and decision
making in hospitals (Salge 2011; Ruth-
erford and Zhu 2019), schools (Ruther-
ford and Meier 2015), federal agencies
(Nicholson-Crotty, Nicholson-Crotty,
and Fernandez 2017), local govern-
ments (Nielsen 2014; Ma 2016; Hong et
al. 2020), and budgetary changes (Flink
2019). We join this emerging literature
on performance gaps and organiza-
tional change by integrating theoretical
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insights from the rational organization
theory (Cyert and March 1992) and the
theory of institutionalization.

Different from most of the exist-
ing literature that describes linear re-
lationships between performance gaps
and organizational change, we theorize
that performance gaps spur changes in
a non-linear way. More specifically, we
posit that there is a nonlinear relation-
ship between performance gaps and
organizational change, because public
organizations will evaluate the size of
performance gaps and act more actively
in eliciting change when performance
gaps are large. Compared with the “zone
of indifference”, in which organization-
al performance is around the thresh-
old of performance aspirations, a large
absolute performance gap is positively
related to organizational change (Mei-
er, Favero, and Zhu 2015). In addition,
such nonlinear relationship is expected
to be an asymmetric inverted-U shape,
because organizational changes under
negative performance gaps would be
greater than changes under positive
performance gaps (the “negativity bias”
proposition).

The empirical analysis in this
paper draws from a novel multisource
panel dataset of 287 cities across 31
Chinese provinces from 2010 to 2016.
As for local government budgeting in
China, the years from 2010 to 2016 are
characterized by both high econom-
ic growth and a substantial increase
in government borrowing (Tan &
Zhao, 2019). This is also the time-pe-
riod when performance management
became increasingly important for
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local governments (Liang & Langbe-
in, 2015). In addition, the nationwide
budgetary and accounting standards
had been kept consistent before 2017,
making the fiscal data used in this
study comparable.

Focusing on two types of perfor-
mance gaps, namely historical and so-
cial performance gaps, we show that the
relationship between performance gaps
in the area of economic development
and changes in local governments’
budgetary priorities is more complex
than what is depicted by the existing
literature. Our evidence from Chinese
local governments suggests that per-
formance gaps affect budgetary change
nonlinearly. The specific form and mag-
nitude of organizational change, more-
over, are contingent on different types
of performance gaps, managerial ten-
ure, and external contexts. In the con-
text of Chinese local governments, we
find that the performance gap in com-
parison with the historical expectation
is positively related to total expenditure
growth, while there is an asymmetric
inverted U-shaped relationship be-
tween the performance gap based on
social aspiration and public spending
growth.

Our study contributes to several
important areas of public management
research. First, this study adds to the
emerging literature on performance
gaps and decision-making, as well as
renewed scholarly interests in organi-
zational behavior and bounded ratio-
nality (e.g., Hong 2020, Wei et al. 2021).
Consistent with recent studies in these
areas, we find that public organizations
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do respond to feedback from perfor-
mance gaps and adjust their important
decisions accordingly. However, we find
the heterogeneous patterns of budgetary
changes linked to the two different per-
formance gaps, which suggest the links
between performance gaps and deci-
sion-making are more complex than
what is reported by previous studies.

Second, our study contributes
new empirical evidence on how per-
formance gaps spur changes in the
presence of a high-stake performance
appraisal system and short bureaucratic
tenure in office. A high-stake perfor-
mance appraisal system places greater
political pressure on local public offi-
cials to meet performance targets and
to maintain advantageous positions
in peer comparison (Liang & Langbe-
in, 2015). A short bureaucratic tenure
might press incumbent officials to make
changes more quickly (Ma 2016). These
local government contexts differ from
those in the United States and West-
ern Europe. Our key findings highlight
the need to theorize how such different
contexts may condition the impact of
performance gaps on policy changes.

Third, we contribute to the grow-
ing performance-based budgeting liter-
ature as our study sits at the intersec-
tion of performance management and
public finance research. Scholars of
public budgeting have long considered
the political and economic determi-
nants of budget changes (e.g., popula-
tion and economic growth, changes in
fiscal policies, the role of existing tax
and expenditure cap laws, etc.) and de-
scribe budget changes as a punctuat-
ed equilibrium process featuring both
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incremental adjustment and large ir-
ruptive changes (Robinson et al. 2007,
Zhang 2020). Similar to some recent
studies on performance-based budget-
ing (Flink 2019, and Li et al. 2024), our
study shows the viability of applying
the public management approach to
understand local governments’ budget
changes.

In the remainder of this paper,
we first review the literature and theo-
ries on performance gaps and develop
theoretical hypotheses of organization-
al change to be tested in this study. We
then briefly introduce the context of lo-
cal governments in China, followed by
the presentation of data and methods
used in this study. We report the em-
pirical findings, and discuss theoretical
and policy implications of our results.

Linking Performance Gaps
to Organizational Changes:
Theoretical Expectations

Organizational Aspirations
and Performance Gaps

he premise that public organi-

I zations are rational, goal-orient-
ed, and path-dependent stems

from the behavioral model of public
organizations and the theory of bound-
ed rationality (Cyert and March 1992,
Meier, Favero, and Zhu 2015). Based
on their concerns about organization-
al performance, managers search and
use performance information to make
important decisions on budgetary al-
location (Flink 2019), risk-taking and
innovation (Hong 2019), and adjusting
managerial strategies (Rutherford and
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Zhu 2019). As such, decisions are of-
ten made as a function of performance
gaps, namely the differences between
an organization’s actual performance
and performance aspirations (Mei-
er, Favero, and Zhu 2015). Theories of
performance information and goal-set-
ting suggest that managers typically use
two types of aspirations (or reference
points) in setting organizational goals
(Greve 2003). Meier, Favero and Zhu
(2015) theorize that two sources of in-
formation are often used to construct
managers prior expectations (i.e., as-
pirations) regarding the desired level of
performance. First, the historical per-
formance of the organization is relevant
to future decision-making, particularly
the performance of the latest period of
time (e.g., the previous year). Although
organizational circumstances change
over time, organizations are most likely
to learn from their past performance.
Past performance is particularly rele-
vant in organizational decision-making
when organizations characterized by
bureaucratized routines and inertia op-
erate in a highly stable hierarchy (Meier,
Favero, and Zhu 2015). If the organiza-
tion has explicitly set formal goals, they
are often used as historical aspirations.

Second, organizations use the
performance of peer organizations in
the same service or geographic area to
make decisions. Organizations must
compete with peers that share the same
market niche or are similar in import-
ant attributes (e.g., mission, size, struc-
ture). These comparable organizations
are industrial benchmarks and can be
used to inform organizational change.
Although an organization might differ
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from its peers in many aspects, taken
together, they can generate useful in-
formation for decision-making (Meier,
Favero, and Zhu 2015). For instance,
the organization usually uses the aver-
age performance of comparable organi-
zations as a proxy for social aspiration.

Organizational aspirations are
formed by specific performance met-
rics, which differ between private and
public organizations. For the private
sector, profit and revenue are used as
key performance indicators to set the
bottom line. In the public sector, perfor-
mance metrics are difficult to set due to
goal ambiguity and multiplicity (Rain-
ey and Jung 2015). For public organiza-
tions in specific service domains (e.g.,
schools, hospitals, police departments),
performance measurement is usual-
ly conducted based on specific policy
outcomes (e.g., exam score, death rate,
crime rate). In contrast, performance
metrics for the whole of government are
not well established. A comprehensive
performance index composed of sever-
al indicators is usually utilized. If there
is a consensus on the key performance
goals, then they are often prioritized.

Organizations use these histor-
ical and social aspirations to set orga-
nizational goals and make important
changes (Shinkle 2012). These aspira-
tions are compared with actual organi-
zational performance, which generates
either positive or negative performance
gaps. We define performance gaps as
actual performance minus organiza-
tional aspirations. As such, and a pos-
itive performance gap means an orga-
nization produces performance that is
above its historical or social aspirations.
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Conversely, if an organization’s actual
performance is below its historical or
social aspirations, then the organiza-
tion is with negative performance gaps
(Greve 1998).

Organizational Responses
to Performance Gaps

Performance gaps are informative
feedback for shaping future organiza-
tional decision-making. Organizations
learn from performance feedback,
which helps to calibrate strategies and
improve organizational performance
(Greve 2003). Just like the dashboard
to signal driving actions, performance
gaps inform managers to change orga-
nizational priorities and strategies.

Organizational change is the de-
viation from the status quo and usually
involves risk-taking, which means that
organizations are reluctant to initiate
strategic changes (Fernandez and Rain-
ey 2006). Particularly for public orga-
nizations subject to political control
and procedural constraints, organiza-
tional change is usually stifled. Public
organizations are often stereotyped as
bureaucracies resistant to changes and
innovations, and only external shocks
and organizational discontinuities can
provoke major changes.

More recently, scholars have
demonstrated that performance gaps
may send strong signals that stimulate
organizational change, even for large
public sector organizations. Although
the linkage between performance gaps
and organizational change has been ex-
tensively examined in the private sector
(Greve 1998; Baum et al. 2005; Labianca
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et al. 2009), the literature on the public
sector is emerging (Meier, Favero, and
Zhu 2015). Prior studies reveal that per-
formance gaps elicit various forms of
organizational change in the public sec-
tor, including universities (Rutherford
and Meier 2015), hospitals (Salge 2011),
local governments in different coun-
tries (Nielsen 2014; Ma 2016; Min and
Oh 2020), and the U.S. federal agencies
(Nicholson-Crotty, Nicholson-Crotty,
and Fernandez 2017). A few of these
empirical studies on performance gaps
and organizational change also find that
the relationship between performance
gaps and organizational change is non-
linear and contingent on both the types
and magnitude of aspirations (Meier,
Favero, and Zhu 2015).

First, the link between perfor-
mance gaps and organizational changes
differs by the types of performance gaps.
Organizations are more likely to initiate
substantial changes when performance
falls below aspirations, which means
that past policies and practices are not
successful in achieving performance
targets, and organizations may fail with-
out concrete changes. In other words,
when organizations are searching for
solutions to problems and failures, they
are more likely to take the stock of inno-
vation and initiate substantial organiza-
tional change. In contrast, the impera-
tive to change is not equivalently high
when performance exceeds aspirations,
because the organization can still reap
benefits from its past successful rou-
tines. However, organizational success
may also trigger organizational change,
since they give resource redundancy,
slack, and extra room to try something
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new to the organization, which are cru-
cial for its long-term survival. The idea
that organizations respond to positive
and negative performance gaps (ie.,
success and failure, respectively) differ-
ently is well-grounded in the prospect
theory that decision-makers’ responses
to negative and positive signals (e.g.,
losses and returns) are differentiated,
and negative signals outperform pos-
itive ones in stimulating risk-taking
(Kahneman and Tversky 1979).

The “negativity bias” is relevant
in examining the differentiating ef-
fects of negative and positive perfor-
mance gaps on organizational change,
and we expect negative performance
gaps (when performance falls short of
the target) to trigger more substantial
changes. Some recent empirical studies
from both the Western and the Chinese
contexts confirm this expectation. For
example, Chen (2022, 2024) studies the
performance-accountability system in
environmental protection, finding that
negative performance feedback moti-
vates public organizations’ tendency
for data manipulation to avoid blame,
while positive performance feedback is
not associated with such organization-
al cheating behavior. Similarly, Yu and
Chen (2025) explore how performance
feedback shapes managerial turnover
in Texas public school districts. They
find that only negative performance
feedback (i.e., receiving a lower per-
formance rating) increases superinten-
dents’ turnover.

Second, as both positive and
negative performance gaps could trig-
ger organizational change, the mag-
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nitude of performance gaps deter-
mines when and how organizations
are seeking changes. Recent empirical
studies on performance gaps and or-
ganizational behavior suggest that not
all variations in performance gaps will
have immediate effects on organiza-
tional behavior. Small deviations from
performance targets are not sufficient
to spur shifts in organizational prior-
ities and changes in management de-
cisions. As such, organizations and/or
their managers will stay in the “zone of
indifference”. Compared with the “zone
of indifference” in which organization-
al performance is around the threshold
of performance aspirations, a large per-
formance gap is more likely to trigger
organizational change (Meier, Favero,
and Zhu 2015).

The underlying  behavioral
mechanism for expecting an asymmet-
ric and non-linear relationship between
performance gaps and change is relative
risk aversion. Performance gaps signal
the deviation from performance goals
and produce feedback that could lead to
changes in the status quo, and decisions
that spur organizational changes are of-
ten deemed as risky and/or uncertain
choices (Deslatte et al. 2021; Nichol-
son-Crotty et al. 2016). The magnitude
of performance gaps thus determines
when public managers are willing to
endorse organizational changes. When
their organizations are just near meet-
ing the performance goals, relative risk
aversion will lead the status quo to pre-
vail. As the size of performance gaps in-
creases, the probability of organization-
al change increases exponentially.
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Because we focus on two types
of performance gaps, namely organiza-
tional performance in comparison with
historical and social aspirations, we de-
rive the following two hypotheses for
the subsequent empirical analysis. The
two hypotheses posit that the relation-
ships between performance gaps and
organizational change are non-mono-
tonic, which are different below and
above the threshold where performance
gaps are zero (Greve 1998). Specifically,
we posit an inverted-U relationship be-
tween performance gaps and organiza-
tional change. When the performance
gap measure takes negative values
(i.e., performance shortfalls compared
with the historical and social reference
point), organizational changes are like-
ly to be initiated as responses to failures
in achieving performance goals. The
positive effect diminishes as the size of
performance gaps decreases. When the
performance gap measure takes pos-
itive values (performance exceeding
historical and social reference points),
organizations are more likely to be sat-
isfied with the status quo, thus, less like-
ly to initiate changes.

Hypothesis 1: Historical perfor-
mance gap is first positively related to
organizational change when it is low
(negative); after a certain threshold,
the relationship turns negative.

Hypothesis 2: Social performance
gap is firstly positively related to or-
ganizational change when it is low
(negative); after a certain threshold,
the relationship turns negative.
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Empirical Context: Local
Governments and Economic
Development in China

hile the above hypotheses

can be tested in various con-

texts, we use the case of Chi-
nese local governments in this study for
three reasons. First, local governments
in China are responsible for imple-
menting various important policies,
and they are keen in achieving policy
targets to avoid blame and to earn cred-
its (Ma 2016). The changing dynamics
of local governments in China thus give
an ideal context forr examining the ef-
fects of performance gaps on organiza-
tional change.

Second, the existing literature
about performance gaps and orga-
nizational change is predominantly
documented in private and/or public
sectors in Western countries, but our
understanding is largely limited in oth-
er country contexts. Given the crucial
impacts of managerial context on orga-
nizational strategies and performance
(O'Toole and Meier 2015), it is intrigu-
ing to test these hypotheses in a differ-
ent country context.

Third, the emerging empirical
literature on performance gaps and
organizational decisions largely focus-
es on service organizations or public
agencies that enjoy a great deal of bu-
reaucratic discretion in decision-mak-
ing. In American universities, hospitals,
and federal agencies, decisions are often
made by career civil servants who do
not face pressures from term limits. The
Chinese local governments, however,
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provide a novel context, whereby there
is a high-stake performance appraisal
system coupled with a short bureau-
cratic tenure in office (Rothstein 2014).
Hence, it is more likely to observe short-
term organizational changes as respons-
es to different performance gaps.

High-Stake Performance
Management in Chinese
Local Governments

China is governed by a unitary system,
with only one ruling party (Chinese
Communist Party, CCP) and five tiers
of governments, including the cen-
tral government (State Council) and
four local layers (province, prefecture’,
county, and township). The party com-
mittee parallels the government at each
level, with the former having the last
word in decision-making. The People’s
Congress at each level is the legislative
institution and composed of elected
deputies, but its role in electing gov-
ernment leaders is rather symbolic. The
party committee appoints party sec-
retaries and government heads of the
jurisdictions one level below, and they
are under formal performance apprais-
al and procedural scrutiny. Despite the
term of office being five years for par-
ty and state cadres and maximum two
terms according to the state and party
constitutions, in practice, most leave
their positions after less than five years.

Cadre promotion is largely mer-
it-based and performance-oriented, al-
though political patronage, nepotism,
and factionalism are often seen in the

practice of political appointments and
promotions. The performance metrics
of local government are comprehen-
sive, covering economic, social, and
environmental aspects (Gao 2010).
Among them, economic growth (e.g.,
annual GDP growth rate) is the top
priority (Chen et al. 2017), and can be
used as the key performance goal of lo-
cal governments (Ma 2016). Local gov-
ernments compete fiercely with each
other to attract foreign direct invest-
ments, upgrade industries, and boost
economic growth, which help to earn
career opportunities for local officials
(Su et al. 2012). The short time horizon
and age restrictions over cadre promo-
tion incentivize local officials to prog-
ress quickly. Otherwise, they will be left
behind with thin career opportunities
(Kou and Tsai 2014). As such, perfor-
mance appraisal becomes high-stake
practices in Chinese local governments.
Feedback from performance gaps is of-
ten associated with immediate changes
in decisions, because local government
officials are incentivized to solve the
problem and/or to maintain their com-
petitive advantages in a short run.

Chinese local governments,
as those in many other countries, are
general-purpose governments char-
acterized by the developmental state,
managing a wide range of functions
that relate to policymaking and public
goods provision. Despite China adopts
the unitary and centralized government
system, in reality, it is often described as
“fragmented authoritarianism” (Lieber-

1 There are 15 cities (e.g., Xiamen) directly under the control of the State Council and enjoy sub-pro-

vincial authority.
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thal 2004). Chinese local governments
are highly decentralized to measure and
improve economic performance, and
they have strong autonomy and discre-
tion to leverage strategies and policy
instruments to initiate organizational
changes. Although performance indi-
cators for Chinese local governments
are abundant (Zuo 2015), performance
in economic development is the most
important indicator (Ma 2016). Given
the hierarchical structure of the per-
sonnel management institution, which
means only a few candidates can be
cherry-picked to higher levels, local
governments compete with peers at the
same level in the same jurisdiction (e.g.,
prefecture-level and above cities in the
same province) (Ang 2017).

It is economic growth relative
to sister cities that matters in perfor-
mance evaluation and cadre promotion
of mayors and party secretaries, which
suggests that local officials are very con-
cerned about social performance gap
(Chen et al. 2017). Local governments
with more competitors in a jurisdiction
are thus more strongly incentivized to
climb the ladder of career advance-
ment. A recent study shows that spatial
competition among local governments
is primarily driven by strategic inter-
actions among cities within the same
province instead of geographic proxim-
ity (Yu, Zhou, and Zhu 2016). In other
words, the number of prefecture-level
and above cities in a province can be
used as a proxy of inter-jurisdictional
competition (Lt and Landry 2014). Lo-
cal officials also pay attention to rela-
tive performance to their predecessors,
which are a more comparable bench-
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mark to gauge their competence (Li
and Zhou 2005). In that case, historical
performance gap also matters.

Budgeting for Career Incentives

Local governments are impelled to
glean fiscal revenues to energize eco-
nomic growth, particularly to attract
fiscal transfer from the central govern-
ment (Su et al. 2012). The lion’s share of
fiscal resources for local governments
is primarily acquired from land reve-
nues through selling state-owned land
and soaring real estate prices (Chen and
Kung 2016). Fiscal resources are usual-
ly expended in fixed-asset investments
to upgrade industrial and urban infra-
structures, which are eye-catching and
help to boost economic growth (Chen
and Kung 2016). Given soft constraints
and negligent discipline of public bud-
geting, local governments often arbi-
trarily manipulate fiscal expenditures to
align them with career concerns (Wang
2017). For instance, county party secre-
taries and government heads are more
inclined to increase fiscal expenditures
“at crucial points during their tenure to
improve the prospect of political ad-
vancement, i.e., in the third and fourth
years in office (Guo 2009, 630).

Since fiscal resources are stra-
tegically important for local economic
growth and cadre career advancement,
it is reasonable to examine whether and
how performance gaps affect the change
of fiscal expenditures. Specifically we fo-
cus on two aspects of budgetary change,
budgetary spending growth and the
change of public education spending
(see our Online Appendix). The growth
of budgetary expenditure helps to boost
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economic growth, but it may also cumu-
late mountainous debts and give rise to
financial risks. Local governments may
only risk growing budgetary spending
when they experience negative perfor-
mance gaps. Governments may also in-
crease budgetary expenditure once they
achieve historical aspirations or outper-
form competitors.

Public education is a long-term
investment in human capital, and the
benefits to economic growth is prom-
ising albeit not immediate. Myopic
leaders thirsty for short-term econom-
ic growth are reluctant to devote their
scarce revenue to public education,
which makes it largely underinvested
(Lin 2013). The central government of
China pledged to increase its budget on
compulsory education to account for 4
percent of national GDP in 1993, an in-
ternational standard adopted by many
countries, but it was not until nearly 20
years later (in 2012), that the target was
met.”> Still, several local governments
have been lagging behind in securing
education expenditure, despite it being
a national legislative mandate.

Compulsory education accounts
for a large proportion of government
spending, and it is particularly chal-
lenging for local governments under
budgetary austerity to meet the man-
datory target of financing education.
In our sample of prefecture-level and
above cities, for instance, the median
public education spending as a share
of budgetary expenditure is about 18
percent, suggesting nearly one-fifth of

public money is dedicated to this policy
task. Whenever local governments are
delegated with fiscal decentralization,
however, they are inclined to spend
less on public education (Wang, Zheng,
and Zhao 2012). Given the conflicting
incentives of government expenditure
on public education, we expect per-
formance gaps will be related to the
increment of education share in total
spending in the same way of budgetary
expenditure growth.

Research Design

Panel Data on Chinese
Local Governments

e apply a panel data design

by pooling data on 287 pre-

fecture-level and above Chi-
nese cities from 2010 to 2016 (except
for four municipalities at the provin-
cial level, e.g., Beijing). Drawing from
multiple archival sources (e.g., annual
reports of local governments, the Chi-
nese Statistical Yearbooks, and resumes
of municipal party secretaries and may-
ors, etc.), this novel panel dataset offers
the possibility to examine how perfor-
mance gaps at a given time shape local
governments’ change-related budgetary
decisions in subsequent periods.

Measuring Performance Gaps
Based on Economic Development

We focus on the annual GDP growth
rate as the key performance goal of lo-
cal governments, which is used to de-
velop historical and social aspirations

2 China to spend 4% of GDP on education. China Daily, October 4, 2012, http://www.chinadaily.
com.cn/business/2012-10/04/content_15796868.htm.
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and performance gaps. We use the per-
formance goal of the past year as our
proxy of historical aspiration, which
is subtracted from the actual econom-
ic growth rate of the past year to form
the historical performance gap. Because
Chinese local governments explicitly
set their goals for economic develop-
ment, and we can observe the actual

Performance Gap = Actual Performance- Performance Aspiration Level

For example, the city of Zhuhai
in Guangdong province set its goal in
economic development at a growth rate
of 9 percent in the year 2013. In that
year, Zhuhai City achieved the actual
growth rate of 10.55 percent, resulting
in a historical performance gap of 1.55
percent (10.55-9). When setting explicit
goals in economic development, some
Chinese cities have specified a range of
economic growth rate, instead of tar-
geting a specific number. For example,
Dalian, a city in the Liaoning Province,
specified a GDP growth rate of 6.5-7
percent as its goal in 2016. In such cases,
we use the mean of the lower and upper
bounds, herein the case of Dalian, 6.75
percent, as the aspiration level. Based
on our operationalization, a positive
measurement score refers to the sce-
nario whereby a city achieved its per-
formance goal set in the previous year,
while a negative measurement score re-
fers to the scenario whereby a city failed
to achieve a better GDP growth rate
compared with the previous year.

Since prefecture-level and above
cities mainly compete with other equiv-
alent cities in the same province, we
use the average economic growth rate
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economic growth rate for a year, our
empirical contexts make it possible to
accurately measure the size of perfor-
mance gaps based on historical aspi-
ration. We operationalize performance
gaps by subtracting the aspiration level
from a city’s actual performance based
on the economic growth rate.

(1)

within each province to gauge social
aspiration, which is used to calculate
social performance gap. For instance,
the mayors of Luoyang, Shangqiu, and
Xuchang in Henan province did not
set specific goals, but instead aimed to
be above the provincial average level of
GDP growth by one to two percentag-
es in 2011. Again in the case of Zhuhai
city, the average economic growth rate
of the other 20 cities in Guangdong
province is 10.73 percent, and its so-
cial performance gap is -0.18 percent
(10.55-10.73). In other words, Zhuhai
city had a below-average performance
in 2011 based on how it compared with
its peer cities within the same province.

The data on performance goals
are from the government work reports
delivered by mayors to the municipal
People’s Congress, while the data on ac-
tual economic growth rates are from the
China City Statistical Yearbooks in the
accompanying years. To compare the
differentiating effects of positive and
negative performance gaps, we also de-
velop two spline functions to code the
variables (Greve 1998). A positive per-
formance gap is coded as its actual val-
ue when it is above zero, while it equals
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to zero when it is zero or below zero. By
the same token, a negative performance
gap equals to its actual value when it is
below zero, but it is coded as zero when
it is zero or above zero.

Measuring Budgetary Change

We use the annual growth rate of bud-
getary expenditure to measure changes
in local governments’ important fiscal
decisions. Government budget is usu-
ally approved by the municipal People’s
Congress during its annual convention,
in which the annual government re-
port, including performance goals to be
achieved, is also presented by the may-
or. It is calculated by budgetary expen-
diture of one year (t) minus that of the
previous year (t-1), which is then di-
vided by budgetary expenditure of the
previous year (t-1). The data are from
the China City Statistical Yearbooks in
the accompanying years. In all the sub-
sequent empirical models, we also take
a log transformation of the annual per-
cent change in budgetary expenditure,
as such, our empirical models focus on
city-year observations with only spend-
ing increase, and we excluded a few cas-
es (less than 5 percent of the sample),
whereby cities exercised budget cuts.’
The resulting dependent variable rang-
es from -0.5097 to 6.093. The negative
values correspond with small expendi-
ture growth, while the positive values
refer to more substantial expenditure
growth.

Control Variables

We control for variables that may affect
the annual change of budgetary expen-
diture. First, government spending is
usually in line with changes in revenue
capacity, and we control for an annual
growth rate of budgetary revenue. Sec-
ond, we control for mayor tenure in of-
fice, as existing studies suggest that local
political turnover affects both econom-
ic growth and budgetary decisions (Wu
et al. 2020). In our empirical models,
we include the time in office of mayors
and its squared term, since it is found
to affect government expenditure in a
nonlinear way (Guo 2009). Both party
secretaries and mayors are municipal
leaders, but mayors are in charge of
economic growth and set government
targets. We also include inter-jurisdic-
tional competition in the model since
it may trigger stronger competition
among prefecture-level and above cities
in the same province. We follow the lit-
erature to use the total number of pre-
fecture-level and above cities in a prov-
ince to measure inter-jurisdictional
competition (Lii and Landry 2014).

Model Specification

Our dataset is a panel dataset that con-
tains large cross-sectional units (N) and
a relatively short time span (7). Our in-
tention is to explain the annual change
of budgetary expenditure, and we are
primarily interested in within-city vari-
ation instead of cross-city variation.

3 During the period of our study, the majority of Chinese cities increased budgetary expenditures
due to the common trend of rapid economic growth. By doing so, we narrowed the variance of the
dependent variable and thus underestimated its relationship with our independent variables. As a
robustness check, we included the cities that exercised budget cuts, and the results are comparable

to draw the same conclusion.
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Given this substantive consideration,
we specify panel data models includ-
ing city-level fixed effects (Zhu 2013).*
Fixed-effects models help to take into
account unobservable confounding
factors at the city level that might af-
fect both economic growth and budget
changes. For example, beyond manag-
ing goals defined based on economic
development, Chinese cities engage in
inter-jurisdiction competition among
other performance dimensions, such
as health, education, and environmen-
tal governance (Chen and Jia 2021).
Unobserved heterogeneity due to these
aspects is absorbed by city-fixed effects.
Time-invariant city characteristics such
as the administrative rank of cities (e.g.,
sub-provincial, the provincial capi-
tal, and prefecture-level) are also ab-
sorbed by city-fixed effect. To account
for cross-city heterogeneity, we include
heteroskedastic panel-corrected stan-
dard error, using cities as the panel
units. To further consider the dynamic
nature of budget data, which are often
described as a strongly autoregressive
(inertial) process (DeBoef and Granato
1997; Robinson, Flink, and King 2014),
we add a first-order serial correlation
parameter (AR1) in our panel model
specification.’

As a robustness check, we esti-
mate two additional models by drop-
ping the AR1 specification and adding
a lagged dependent variable.® The sub-

stantive results regarding both histori-
cal and social performance gaps largely
hold, and the regression coefficients are
relatively smaller than expected. Given
that our data contain large N and small
T, the model specification with city-lev-
el fixed effects and a lagged dependent
variable is not ideal. Despite these lim-
itations, our results are somewhat ro-
bust, even controlling for the lagged
dependent variable.

Because the hypothesis we devel-
oped requires nonlinear specifications,
we estimate panel regression models
by a few steps. The first set of models
includes only linear terms of the two
performance gaps to show some base-
line relationships between performance
gaps at time t and local governments’
changing budget allocation in the sub-
sequent time periods. We then add a
squared term of the two performance
gaps measures to verify if there is an
inverted U-shaped relationship be-
tween performance gaps and budgetary
change. As a robustness check, we esti-
mate an alternative set of panel models
using a spline function.

Findings
Performance Gaps and Changes

in Total Budgetary Expenditures

able 1 reports the descriptive
statistics of key variables includ-
ed in the empirical analysis. As

4 Hausman Test suggests that the difference in regression coefficients between fixed and random
effects models is systematic, and we need to include city fixed effects in the model specification.

5  The panel unit-root test rejects the null hypothesis of a panel unit root and our dependent variable
is panel stationary. We use heteroskedastic panel corrected standard errors with an AR1 term in

model estimates.

6  The model estimates are cut to save space but are upon request from the authors.
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shown in Table 1, the Chinese cities in-
cluded in this study vary substantially in
terms of performance gaps in econom-
ic development (historical and social
gaps) and changes in their budgetary
expenditures. Based on our sample, we
observe that Chinese cities experienced
substantially different levels of econom-
ic development between 2010 and 2016.
The best-performing city had enjoyed
an annual growth rate of 13 percent in
its GDP, while the lowest-performing
city experienced a decrease in GDP
by more than 40 percent. Based on the

peer-comparison (i.e., social perfor-
mance aspiration), the largest positive
performance gap is roughly 21, while
the largest negative performance gap is
roughly -26. Turning to log budgetary
expenditure changes, we observe that
the total city budgetary expenditure
changes range from -5.097 to 6.093. For
both dependent variables, negative val-
ues refer to small expenditure increas-
es, while positive values correspond to
more substantial increases in budgetary
expenditure.

Table 1. The Descriptive Statistics of Variables

Variable N Mean SD Min Max
Expenditure growth (log) 1,352 2.669 0.737  -5.097 6.093
Historical Performance
Gap (PG) 1,348 -0.860 3.499 -40.95 13
Historical PG (squared) 1,348 12977 57.465 0 1676.903
Historical PG (negative) 1,348 -1.585 2.800  -40.95 0
Historical PG (positive) 1,348 0.725 1.451 0 13
Social Performance Gap 1,410 0.000 2.666 -26.429 21.066
Social PG (squared) 1,410 7.105  34.008 0 698.497
Social PG (negative) 1,410 -0.777 1.868 -26.429 0
Social PG (positive) 1,410 0.777 1.554 0 21.066
Tenure 1,415 2.700 1.628 1 12
Tenure (squared) 1,415 9.938 12.364 1 144
Competition 1,414 13.124 4.121 1 21
Revenue growth (log) 1,315 2.744  0.833  -3471 5.167

As posited in the hypotheses, we
expect that historical and social per-
formance gaps affect organizational
change with different magnitude; and
there are nonlinear relationships be-
tween the two performance gaps and
organizational changes. We first includ-
ed square terms of performance gap

measures in the models. We then use
spline function, as an alternative model
specification, to examine the different
effects of negative and positive perfor-
mance gaps on budgetary change. Both
specifications generate similar substan-
tive conclusions.
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Table 2. Performance Gaps and Logged Budgetary Expenditure Growth: Fixed-effects
Panel Data Model Estimates

Variable Modell Model2 Model3 Model4 Model5 Model 6

Historical PG~ 0.039*** 0.053***

(0.008) (0.009)
Historical PG -0.002 -0.0001
(squared) (0.001) (0.001)
Social PG -0.018* -0.048%***

(0.010)  (0.012)

Social PG -0.008***  -0.007***
(squared) (0.002) (0.002)
Historical PG 0.052*** 0.050***
(negative) (0.012) (0.013)
Historical PG 0.028* 0.057***
(positive) (0.015) (0.015)
Social PG 0.052*%**  0.009
(negative) (0.017) (0.019)
Social PG 0.081***  -0.104***
(positive) (0.017) (0.018)
Tenure 0.057* 0.084***  0.044 0.058* 0.084***  0.045

(0.030)  (0.030) (0.030) (0.030)  (0.030) (0.031)
Tenure -0.003 -0.007 -0.001 -0.003 -0.07* -0.002
(squared) (0.004) (0.004) (0.004) (0.004) (0.004)  (0.004)

Competition  0.170**  0.169* 0.177%  0.171** 0.171*  0.178**
(0.083) (0.088)  (0.086)  (0.083) (0.088)  (0.086)

Revenue 0.406%** 0.448%*  0.387**  0.4067** 0.446*** (0.385%**
growth (log) (0.030) (0.026) (0.030) (0.030) (0.026) (0.031)
Constant -0.319 -0.461 -0.277 -0.324 -0.422 -0.241
(0.919)  (0.965) (0.950) (0.919) (0.970) (0.944)
N 1224 1271 1218 1224 1271 1218
R? 0.451 0.405 0.479 0.451 0.400 0.476
Notes:

1. The dependent variable is logged budgetary expenditure growth. Heteroskedastic panels cor-
rected standard errors are in parentheses.

2. Significance levels: * p<0.10, ** p<0.05, *** p<0.01.
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As shown in Table 2, the coefh-
cients for the square terms of the histor-
ical performance gap measure are sta-
tistically insignificant in Models 1 and
3. Thus, we do not observe a nonlinear
relationship between the historical per-
formance gap and changes in total bud-
getary expenditures. The coefficients for
the linear terms, however, are positive
and statistically significant, suggesting
a larger historical performance gap (i.e.,
decreases in GPD growth from last year)
is associated with a higher growth rate
of budgetary expenditure. Neverthe-
less, the results in Models 2 and 3 show
that both the linear and squared terms
of the social performance gap measure
are statistically significant, meaning
that there is an asymmetric inverted
U-shaped relationship between social
performance gaps and annual changes
in total budgetary decisions. We find
partial support to H1.

We further qualify the main find-
ings in Table 2-Model 3 by considering
the possibility that there might be an
endogenous relationship between per-
formance gaps and budgetary changes
in Chinese cities. We re-estimate Table
2-Model 3 using the two-step General-
ized Method of Moments (GMM) and
report this robustness check in the Ap-
pendix. Specifically, we use the Arella-
no-Bond linear dynamic panel-data
model, which is a panel data economet-
ric model suitable for panel data with
large N (i.e., a large number of spatial
units) and small T (i.e., a short time pe-
riod). Although it is not a panacea to
the endogeneity issues, especially en-
dogeneity due to omitted confounding
factors, the GMM approach allows us
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to model performance gap variables as
endogenous regressors by leveraging
lagged variables as instruments and in-
cluding a lagged dependent variable.

As Table Al shows, the GMM
specification produces coeflicient signs
consistent with those reported in Table
2-Model 3 (fixed effects panel regres-
sion). While specifying performance
gaps as endogenous regressors produc-
es greater coefficient values than those
in Table 2- Model 3, we still reach the
same substantive conclusions regard-
ing how performance gaps are linked to
budgetary changes.

Furthermore, we use a spline
function to compare the differential
effects of positive and negative perfor-
mance gaps, and the results are report-
ed in Models 4-6. Both the negative
and positive historical performance
gaps are positively related to budgetary
spending change, and the results are
substantially consistent with the linear
relationships reported in Models 1 and
3. We find that a negative social perfor-
mance gap is positively related to fiscal
expenditure growth, while a positive
social performance gap is negatively
related to budgetary spending change.
In other words, the social performance
gap is nonlinearly associated with orga-
nizational change.

Figure 1 visualizes the relation-
ship between the historical performance
gap and changes in total budgetary ex-
penditures. In Figure 1, we predict log
annual changes in budgetary expen-
ditures across the full of the historical
performance gap measure, holding all
other control variables constant. Us-
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ing the reference point when the per-
formance gap is zero, we observe that
positive and negative historical perfor-
mance gaps are associated with logged
budgetary changes in a linear way. In
other words, the effects of historical
performance gaps do not split between
positive and negative gap values. Fur-
thermore, looking at the substantive ef-
fects of historical performance gaps, we
find that Chinese cities are more likely
to undertake large increases in their to-

Predicted logged budgetary expenditure change

tal budgetary expenditures when eco-
nomic development exceeds the goal
(i.e., the previous year’s growth rate).
Conversely, we observe incremental in-
creases in total budgetary expenditures
among those that experienced econom-
ic slow-down. In other words, we find
that positive historical gaps reinforce
budgetary expenditures. The results
imply that local governments in China
are likely to initiate more substantial
expenditure growth when they out-

0 5 10

Historical performance gap

Figure 1. The Relationship Between Historical Performance Gap
and Logged Budgetary Expenditure Growth

Notes:

1. The dependent variable is measured as logged budgetary expenditure growth, whereby nega-
tive values refer to incremental budgetary increases, and positive values refer to large expenditure

growth.

2. The solid line refers to the mean predicted logged budgetary expenditure growth. The reference
value is when historical performance gap is zero. The dashed lines refer to the lower and upper

bounds of the 95% confidence intervals.

3. The estimates are based on Model 3 in Table 2, and the results are similar if we use Model 6.
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perform their economic development
goals than when they underperform
compared with the historical aspiration.
Our empirical results support the slack
proposition of organizational change.
In other words, a positive performance
gap generates abundant room for more
substantial organizational changes.

In Figure 2, we visualize the re-
lationship between social performance
gaps and logged changes in local bud-
getary expenditures. Figure 2 shows
an asymmetric inverted U-shaped re-
lationship between social performance
gaps and total budgetary changes. We
add the scatter plots in Figures Al and
A2, showing the bivariate correlations
between logged growth in total spend-
ing and the two performance gap mea-
sures. These figures show that our mod-
els do not capture a linear relationship
between spending change and perfor-
mance gaps, and instead, they support
our nonlinear hypotheses.

The asymmetric inverted U-
shaped relationship suggests that Chi-
nese local governments are most likely
to have small increases in total budget-
ary expenditures when the social per-
formance gap is near zero, which means
they would take “satisfying” strategies
when they have about average econom-
ic growth rate, compared with their sis-
ter cities within the same province. The
predicted logged budget changes are
near zero when the social performance
gap is either negative or positive, sug-
gesting they would be less likely to sub-
stantially increase total expenditures
if the economic growth rate is too low
or too high. This finding suggests that
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when considering peer competition, lo-
cal governments are quite risk-averse in
initiating big budgetary changes.

Turning to the control vari-
ables, the results are mixed. We find
that tenure in office of mayors is posi-
tively related to fiscal spending change,
while the nonlinear relationship is not
supported in most models (except for
Model 5). The results are somewhat dif-
ferent from prior studies of counties in
China (Guo 2009), which can in part be
attributed to different loci of attention
and discretion between prefecture- and
county-level officials. In line with our
expectation, inter-jurisdictional com-
petition is positively associated with the
growth of fiscal spending, suggesting
local officials are keen in growing fis-
cal expenditures in a circumstance with
fiercer peer competition. The results
confirm that the growth of budgetary
revenue is positively related to expen-
diture growth. In Table A2, we include
two models by adding the total popula-
tion as the control variable, which pro-
duces consistent findings to what we
report in the main models.

Concluding Discussions

hile public management

scholars have recently be-

gun to explore how per-
formance gaps shape managerial de-
cisions, little is known regarding the
relative importance of different types
of performance gaps. In this paper, we
develop a theoretical framework and
specific hypotheses to explain the non-
linear relationships between historical
and social performance gaps and or-
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0.5

Predicted logged budgetary expenditure change

Social performance gap

Figure 2. The Nonlinear Relationship Between Social Performance
Gap and Logged Budgetary Expenditure Change

Notes:

1. The dependent variable is measured as logged budgetary expenditure growth, whereby nega-
tive values refer to incremental budgetary increases, and positive values refer to large expenditure

growth.

2. The reference value is when the social performance gap is zero. The dashed lines refer to the
lower and upper bounds of 95% confidence intervals.

3. The estimates are based on Model 3 in Table 2, and the results are similar if we use Model 6.

ganizational change. We contend that
both social and historical performance
gaps will affect organizational change,
and the effects of these two types of per-
formance gaps are different. We use the
empirical context of Chinese local gov-
ernments and performance in econom-
ic development to empirically test the
hypotheses. We find evidence for the
differential effects of negative and pos-
itive performance gaps, which echoes
recent findings from other country
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contexts such as Nielsens (2014) study
based on Danish schools and the study
on American federal agencies by Nich-
olson-Crotty et al. (2016). Nevertheless,
our findings differ from the two afore-
mentioned empirical studies in that we
find support to both the slack argument
and the crisis hypothesis of organiza-
tional change. Chinese municipalities
that exceeded performance goals in
local economic development are more
likely to increase budgets in the sub-
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sequent year. Cities that experienced
performance shortfalls are less likely to
increase budgetary expenditures. Our
findings complement the existing liter-
ature that reports evidence for the cri-
sis hypothesis (i.e., failures in achieving
performance goals would trigger more
salient organizational changes) (Chen
2022, 2024; Yu and Chen 2025). As
most of the existing empirical studies
focus on managerial (individual) deci-
sion-making, we add to the literature by
showing the differential effects of nega-
tive and positive performance gaps on
important collective decisions, such as
budgetary decisions.

Our study also adds to the emerg-
ing empirical literature on performance
gaps and organizational change by
showing how historical and social per-
formance gaps shape organizational
change in different ways (Hong 2019;
Wei et al. 2021). We find that historical
performance gap based on economic
development is positively associated
with budgetary changes in a linear way,
but the relationship of social perfor-
mance gap and organizational change
takes an inverted U-shape. We mea-
sure historical performance gap as the
difference between actual performance
and prior goal. We observe that local
governments succeeding in hitting the
performance target are more confident
in their capabilities to sustain the mo-
mentum, which boosts organizational
change. In contrast, governments miss-
ing the target may rethink the appro-
priateness of their prior fiscal decisions,
thus exercising some budget cuts. Such
organizational changes are consistent
with existing studies that report chang-
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ing goal-setting behavior as responses
to negative performance gaps in the
context of Chinese local governments.
For example, Ma (2016) finds that Chi-
nese provinces failing to achieve eco-
nomic development goals are most like-
ly to lower the performance target for
the future. Such adjustment of perfor-
mance goals is often coupled with more
conservative fiscal decisions in the sub-
sequent year.

Meanwhile, we find that Chi-
nese local governments change their
budgetary expenditures differently as
responses to social performance gaps.
China has a top-down performance
evaluation and personnel appointment
system in which local officials’ perfor-
mance is usually compared with peers’
(Yu, Zhou, and Zhu 2016). As such, so-
cial performance gaps have salient ef-
fects on local officials’ career prospects.
Peers’ performance is a benchmark or
yardstick by which local officials’ per-
formance is evaluated. Once local gov-
ernments outperform peers with the
lion’s share of premium standing, they
are reluctant to change their successful
strategies. We find that cities exceed-
ing the average peer growth rate even
cut their budget. In contrast, for gov-
ernments lagging behind peers with a
large disparity, it is usually unrealistic
to catch up in a short period, and they
thus give up on initiating organization-
al change.

Our study adds to the literature
on performance-based budgeting with
insights into how different performance
feedback shapes local governments’
budgetary changes. It is a fruitful way
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to integrate theories of performance
gaps and decision making into the
study on local governments’ fiscal deci-
sions. In this regard, our study bridges
the two literatures.

This study is limited in several
aspects, and we call for future studies
to replicate and extend our findings.
First, Chinese cities are situated in sub-
stantially different political and man-
agerial contexts from cities in many
Western countries. While Chinese
cities are similar to general-purpose
local governments that handle multi-
ple policy-making and public service
functions, economic development is
deemed as the most important priority
across the nation. China also has a top-
down high-stake performance apprais-
al regime, whereby local government
officials’ career (promotion) prospects
are directly tied to their performance
in the economic realm. City managers
in other countries (e.g., the U.S.) might
be elected officials who are account-
able for more heterogeneous preferenc-
es and interests of local constituents.
Because of the salience of economic
development indicators and the high-
stake performance appraisal system in
Chinese, we are able to observe salient
short-term (annual) budgetary chang-
es corresponding to gaps in economic
performance. It is possible that in more
decentralized political and manageri-
al contexts, the relationships between
gaps in economic performance and
budgetary changes might differ. For
instance, budgetary changes might be-
come more incremental in a decentral-
ized system. With these considerations,
the findings reported in this study
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should not be over-generalized. While
the GDP growth rate is the most salient
performance indicator used in the Chi-
nese performance appraisal system, city
governments do not just compete in
economic development. The theoretical
framework and empirical design of our
study can be generalizable to further
explore how local governments might
respond to performance gaps based
on other performance indicators (e.g.,
education, service provision, environ-
mental indicators, etc.) by changing the
budgetary spending.

Our empirical analysis is limited
to how performance gaps affect chang-
es in local governments’ total budgetary
spending. We do not further consider
shifts in budgetary/spending priorities
and potential tradeoffs between dif-
ferent spending areas. It is conceivable
that, in stimulating economic growth,
governments could also reprioritize
their budgetary spending, such as cut-
ting spending in human service areas
(e.g., education and health care) while
increasing spending in infrastructure
investment and science and technology
innovation. A natural extension to our
study would be to examine if local gov-
ernments change their spending prior-
ities as responses to performance feed-
back, especially negative one.

Furthermore, we focused on how
local governments might adjust their
annual budgetary expenditures as re-
sponses to historical and social perfor-
mance gaps. Although fiscal decisions
constitute a critical decision aspect of
local governments, these are merely
the starting points to explore how local
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governments may react to performance
shortfalls and surpluses. Organizational
change is a multi-faceted concept that
can be measured and studied based on
different empirical indicators. A natu-
ral extension to our study could be to
examine other types of organizational
changes that do not directly relate to
budgetary changes. For example, there
could be government reorganizations,
new policies that support technology
innovation, and policy changes that
support foreign trade and foreign direct
investment. These policy shifts might
also be used as local governments’ strat-
egies to boost economic development.
Moreover, Despite economic growth is
the predominant performance target
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APPENDIXES

Table A1: Robustness Check Based on GMM Specification

Variable Fixed Effects Model GMM
(Table 2-Model 3)
Historical PG 0.0529*** 0.0751+**
(0.009) (0.196)
Historical PG -0.0001 0.005
(squared) (0.001) (0.002)
Social PG -0.048*** -0.079%**
(0.012) (0.026)
Social PG -0.007*** -0.015%**
(squared) (0.002) (0.004)
Tenure 0.044 0.009
(0.030) (0.007)
Tenure -0.001 0.001
(squared) (0.004) (0.008)
Competition 0.177** -0.301
(0.086) (0.315)
Revenue 0.387*** 0.346
growth (log) (0.030) (0.059)
Constant -0.277 5.999
(0.950) (4.242)
Lagged DV -- -0.076
(0.067)
N 1218 637
R? 0.479

Notes:
1. The dependent variable is logged budgetary expenditure growth.

2. Significance levels: * p<0.10, ** p<0.05.
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Table A2: Empirical Results Adding City Population (in Millions) as an Additional Con-
trol Variable

Variable DV: Logged Growth in Total
Spending
(Robustness Check for Table 2-
Model 3)
Historical PG~ 0.053***
(0.009)
Historical PG~ -0.0001
(squared) (0.001)
Social PG -0.048***
(0.012)
Social PG -0.007%**
(squared) (0.002)
Tenure 0.045
(0.030)
Tenure -0.001
(squared) (0.004)
Competition 0.177**
(0.086)
Revenue 0.387%**

growth (log) (0.030)
Population 0.001**

(in Millions) (0.0005)

Constant -0.277
(0.950)

N 1,218

R? 0.480

Notes:
1. Significance Levels: *** p<0.01; ** p<0.05; * p<0.10.

2. Both models are estimated, including city-fixed effects.
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ABSTRACT

Research on network governance has primarily focused on
“goal-directed” networks, leaving the governance of serendipitous
networks underexplored. Drawing on resource dependence theory
and institutional theory, this paper proposes a new framework to
explain the formation of different governance structures. It identi-
fies the balance of power and the degree of institutionalization as
key variables shaping organizational interactions, leading to dis-
tinct governance structures. Using evidence from neighborhood
governance networks in Beijing, the study demonstrates how the
interplay between power dynamics and institutionalization gives
rise to four governance structures: shared governance, inertial gov-
ernance, insurgent coalition domination, and lead organization
governance. This research advances our understanding of seren-
dipitous network governance and offers new insights into the re-
ciprocal relationship between power and institutionalization.

Keywords: serendipitous networks, power balance, institutional-
ization, neighborhood governance

Equilibrio de poder, institucionalizacidon y gobernanza
de redes fortuitas: evidencia de la gobernanza vecinal en
Beijing

RESUMEN

La investigacion sobre gobernanza de redes se ha centrado princi-
palmente en las redes orientadas a objetivos, dejando poco explo-
rada la gobernanza de las redes fortuitas. Basandose en la teoria de
la dependencia de recursos y la teoria institucional, este articulo
propone un nuevo marco para explicar la formacion de diferen-
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tes estructuras de gobernanza. Identifica el equilibrio de poder y el
grado de institucionalizacién como variables clave que configuran
las interacciones organizacionales, dando lugar a distintas estruc-
turas de gobernanza. Utilizando evidencia de las redes de gober-
nanza vecinal en Pekin, el estudio demuestra cémo la interaccién
entre la dinamica de poder y la institucionalizaciéon da lugar a
cuatro estructuras de gobernanza: gobernanza compartida, gober-
nanza inercial, dominio de la coalicién insurgente y gobernanza
de la organizacidén lider. Esta investigacion profundiza en nuestra
comprension de la gobernanza de redes fortuitas y ofrece nuevas
perspectivas sobre la relacion reciproca entre poder e instituciona-
lizacion.

Palabras clave: redes fortuitas, equilibrio de poder, institucionali-
zacidn, gobernanza vecinal
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Introduction In some networks, these organizations

|

share goals and work together volun-
nterorganizational networks often tarily, while in others, they may come
involve organizations from the pub- into play with “different role positions
lic, business, and nonprofit sectors. and carry different weights” (Agranoft
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& McGuire, 2001, p. 315). With different
authorities and resources, organizations
in networks may occupy different power
positions. Powerful organizations may
dominate networks and advance their
agenda (Purdy, 2012). Klijn and Teis-
man (1997) conceptualized the complex
interactions between all involved actors
as “games” in which actors try to maxi-
mize their interests and influence. These
games often result in different gover-
nance structures in these networks.

The internal governance struc-
ture of a network produces a signifi-
cant effect on its functioning and ef-
fectiveness by shaping the allocation
of resources and coordination of joint
effort (Provan & Kenis, 2008; Raab et
al., 2015). Governance structure, some-
times referred to as governance mode,
encompasses “the use of institutions
and structures of authority and col-
laboration to allocate resources and
to coordinate and control joint action
across the network as a whole” (Provan
& Kenis, 2008, p. 231). It determines
how decisions are made, how resourc-
es are allocated, and how conflicts are
resolved in networks. Despite its criti-
cal importance, early network research
often assumed that the structures of
governance networks are uniform (Pro-
van & Kenis, 2008). Since then, scholars
have deepened our understanding of
forms of governance structure and their
relationships with network effective-
ness. For example, Provan and Kenis
(2008) identified three forms of gover-
nance structures: shared network gov-
ernance, lead organization governance,
and network administrative organiza-
tion governance. Subsequent research
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has largely focused on how governance
structures, particularly network ad-
ministrative organizations, affect net-
work effectiveness (Saz-Carranza et al,,
2016). However, existing literature has
primarily focused on the governance
structures of “goal-directed” or “pur-
pose-oriented” networks, overlooking
the vast number of less structured, ser-
endipitous networks.

Goal-directed networks have rel-
atively clear network-level goals identi-
fied and agreed on by network members
(Nowell & Milward, 2022). However, in
practice, network members often come
together not around clear, specific goals
but around a broader shared purpose,
such as addressing homelessness in
a metropolitan area or responding to
natural disasters (Carboni et al., 2019).
Network purpose is the “collective cog-
nitive construct to close the gap between
an observed and a desired condition or
satisfy the unrealized needs” (Carboni
et al., 2019, p. 212). Recognizing this
distinction, scholars have started to use
the term “purpose-oriented networks”
to describe networks that are oriented
towards a common purpose rather than
explicit goals (Nowell & Milward, 2022).
In contrast, a large number of networks,
which are characterized as “serendipi-
tous networks,” do not have clear goals
or even a common purpose to drive the
process of interaction. In serendipitous
networks, individual actors make im-
portant choices, such as who to con-
nect with or what to transact, without
the guidance from any central network
agent. Network members “form ties or
partnerships based on their own inter-
ests” (Kilduff & Tsai, 2003, p. 90).
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The distinction between pur-
pose-oriented networks and serendip-
itous networks has important implica-
tions for the governance structures. For
example, serendipitous networks, driv-
en by random variation, selection, and
retention processes, usually do not have
external administrative organizations
or even a lead organization to govern
these networks. As a result, the gover-
nance typologies proposed by Provan
and Kenis (2008) may not adequately
capture the governance structures of
serendipitous networks. Despite their
prevalence, little research has explored
how such networks are governed. This
gap in our understanding is particularly
critical given the widespread presence
of serendipitous networks in real-world
settings.

This paper addresses this gap
by proposing a new framework to ex-
plain how power dynamics and institu-
tionalization influence the governance
structures of serendipitous networks.
Drawing on empirical data from neigh-
borhood governance networks in Bei-
jing, China, this study develops four
ideal types of governance structures:
shared governance, inertial governance,
insurgent domination, and lead organi-
zation governance. By examining the
governance of serendipitous networks,
this research contributes to a more nu-
anced understanding of network gov-
ernance beyond goal-directed and pur-
pose-oriented networks.
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Neighborhood Governance
Networks in Beijing

he empirical context of this

study is neighborhood gover-

nance networks in Beijing. Chi-
nas urban neighborhoods used to be
firmly controlled by the government in
the planned economy era. Street Offices
(SOs) were the lowest level of govern-
ment. Residents Committees (RCs)
were the most basic unit of social orga-
nization and were controlled by the SOs.
Housing was provided by state-owned
enterprises or local governments. The
public housing system could hardly
keep up with people’s increasingly high-
er standards of living and thus could
not be sustained. Housing Reform, an
important part of China’s overall eco-
nomic reform, was launched in the late
1990s, and a real estate market was cre-
ated. Commercially developed neigh-
borhoods have become the main type
of neighborhoods in most cities. New
types of neighborhood organizations,
such as Homeowners Associations,
have become important stakeholders in
neighborhood governance, significant-
ly changing the governance of urban
neighborhoods.

In China’s rapidly growing hous-
ing market, urban residents purchase
their own homes and have the legal
right to form Homeowners’ Associa-
tions (HOAs) to manage communal
properties and protect their property
rights. However, weak enforcement of
the Property Rights Law allows devel-
opers and other entities to exploit com-
munal spaces for financial gain. As a
result, while HOAs are legally intended
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to play a key role in decision-making
regarding communal properties, home-
owners often face significant obstacles
in establishing them. Even when HOAs
are successfully formed, their influence
remains severely limited due to a lack
of political and economic resources
compared to local governments and
business interests. China’s political sys-
tem offers citizens few opportunities to
vote and provides limited institutional
mechanisms for holding local officials
accountable. Although homeowners
can seek legal recourse to defend their
rights, the legal system is often inacces-
sible to ordinary citizens and vulnerable
to manipulation, as demonstrated in one
of our cases. Additionally, HOAs typi-
cally have far fewer economic resources
than developers or property manage-
ment firms. While they may generate
some revenue from property manage-
ment fees or renting communal spaces,
their financial capacity is usually insig-
nificant in comparison. Beyond these
structural challenges, limited political
engagement opportunities contribute to
a lack of democratic experience among
homeowners. Many residents exhibit a
passive “authoritarian personality,” of-
ten hesitating to question government
decisions or advocate for their collective
interests (W. Wang et al., 2017). This
further weakens the ability of HOAs to
function effectively as representatives of
homeowners’ rights.

The RCs and the SOs, who used
to be the dominant players in neighbor-
hood governance, still have the public
authority in these commercial-devel-
oped neighborhoods. The RCs, which
are supposed to be “self-management,

53

self-education and self-service mass
organizations,” are actually firmly con-
trolled by Street Offices. They are re-
sponsible for a variety of administrative
functions, such as family planning and
neighborhood safety. Like many other
levels of government in China, their
primary goal is to maintain social sta-
bility. SOs are the lowest level of gov-
ernment in urban areas. Beijing Munic-
ipal Bureau of Statistics (2023) showed
that, as of 2022, the City of Beijing had
165 SOs overseeing 3,431 RCs. Though
SOs usually cover a larger area and may
have dozens of neighborhoods, current
laws and regulations give SOs a direct
role in neighborhood governance. Ac-
cording to the regulation in Beijing,
homeowners must form their HOAs
under the direction of SOs. They must
first establish a preparatory group and
then submit a formal letter of appli-
cation to SOs. SOs then designate the
head of the preparatory group, who is
usually the director of the RC in the
neighborhood. Homeowners also have
to submit all their application materials
to SOs. Therefore, SOs and RCs have
considerable influence over the process
of establishing HOAs—they can affect
how fast and smooth the entire pro-
cess goes. Of course, the scope of their
authority goes far beyond this—when
homeowners have conflicts with devel-
opers or property management firms
over properties, SOs work as mediators
and even arbitrators according to Chi-
nese laws. Therefore, SOs and RCs are
very powerful players mainly because
of their political authority.

Business organizations, includ-
ing developers and property manage-
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ment firms (PMFs), also play a crucial
role in commercially developed neigh-
borhoods. Developers construct prop-
erties and sell homes to buyers, and in
theory, they should exit these neighbor-
hoods once all units are sold. In prac-
tice, however, their interests remain
deeply embedded. Weak enforcement
of the Property Rights Law provides
developers with numerous loopholes to
exploit. To maximize profits, develop-
ers often exaggerate apartment sizes or
leave unresolved construction quality
issues. Many also hire their own sub-
sidiary companies as property manage-
ment firms, imposing high fees that do
not match service quality. These PMFs
frequently collaborate with developers
to conceal construction defects.

Business organizations wield sig-
nificant economic power. The booming
real estate industry in China is high-
ly profitable, enabling developers—
both large industry giants and smaller
firms—to mobilize substantial financial
resources. This economic power can
easily translate into political influence.
As Lindblom (1977) noted, business
interests possess both structural and
instrumental power. Their structural
power stems from their role as a prima-
ry tax base, with local governments in
China heavily reliant on real estate de-
velopment for revenue. Consequently,
local governments often form informal
pro-growth coalitions with developers
(T. Zhang, 2002). Meanwhile, devel-
opers’ instrumental power arises from
bribery and the exchange of interests
with local government officials, further
entrenching their influence.
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The previous governance struc-
ture has been changed greatly, with
new players actively engaging in neigh-
borhood affairs. Although there have
been some laws and regulations on the
legitimate roles of these players and
their relations, these laws are either in-
complete or not well enforced. In many
cases, common understandings of roles
and interorganizational relationships
have not been reached. Government,
business, and civic organizations have
diverse institutional logics, interests,
goals, and sources of legitimacy in
neighborhood affairs, and they active-
ly participate in these affairs in order
to maximize their interests. Although
these organizations operate within
neighborhoods, they are driven by their
own interests rather than a shared goal
or purpose. They form ties primarily to
advance their own influence, resulting
in serendipitous networks. Neighbor-
hood governance in China is highly
spontaneous and loosely structured,
making it an ideal setting to study how
different governance structures emerge
within such networks.

The transformation of neighbor-
hood governance in China has drawn
significant scholarly attention, partic-
ularly regarding the role of homeown-
ers as a new and influential actor in
neighborhood governance. Research-
ers have examined various aspects of
homeowners’ participation, from their
impact on democratic engagement to
their role in shaping power dynamics
at the neighborhood level. Several stud-
ies highlight the role of homeowners’
participation in governance. Wang, Li,
and Cooper (2017) found that involve-
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ment in neighborhood affairs helps
homeowners develop democratic skills,
increase awareness of property and po-
litical rights, and cultivate a stronger
sense of community. From a coproduc-
tion perspective, Zhang and Li (2024)
demonstrated that homeowners are
more likely than nonowners to report
public service complaints to the gov-
ernment, thereby contributing to im-
proved neighborhood governance. This
tendency is likely driven by homeown-
ers greater knowledge of government
processes and their motivation to pro-
tect property values. Another stream
of research explores the effectiveness
of homeowners’ associations (HOAs)
in representing homeowners’ interests.
Studies suggest that factors such as the
level of homeowner participation in
neighborhood affairs significantly in-
fluence an HOA's ability to advocate for
residents (Guan & Liu, 2021; F. Wang,
2014). Beyond individual homeowner
participation, scholars have also exam-
ined the broader power shifts in neigh-
borhood governance. Yip and Zheng
(2024) analyzed how the emergence of
HOAs reshapes power relations at the
neighborhood level, revealing its politi-
cal implications.

While these studies offer valu-
able insights into the role of homeown-
ers, they largely adopt an actor-based
perspective, focusing on individual or
organizational agency. What remains
missing is a network perspective—one
that views governance as a dynamic sys-
tem of interdependent actors, including
government agencies, community or-
ganizations, private businesses, and cit-
izens, who collaborate, negotiate, and
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compete to shape policies and manage
local issues. Given the widespread ap-
plication of the network perspective
in urban governance research (Blanco,
2013; Da Cruz et al., 2019; Davidson et
al., 2019), this gap is particularly strik-
ing and warrants further exploration.

Research Design and
Data Collection

his paper employs the compar-

ative case method as the ma-

jor research design. Since the
major objective was to study the gov-
ernance structure in each neighbor-
hood governance network, the unit of
analysis is the network. The success of
the comparative case method depends
on obtaining cases that vary in gover-
nance structures so that meaningful
comparisons can be conducted. The
relative frequency distribution of each
governance structure is not important
(Ragin, 2009). King, Keohane, and Ver-
ba (1994) argued that random sampling
might worsen the problem of selection
bias in small-N studies. Therefore, this
research adopted snowball sampling in
order to get cases that varied in their
governance structures. Through the di-
rector of a local nonprofit organization
specializing in homeowners’ rights pro-
tection in Beijing, I was able to connect
with the first seven neighborhoods lo-
cated in different parts of Beijing. I vis-
ited each of them and then asked them
to recommend neighborhoods with
similar or different governance struc-
tures. I stopped data collection after
visiting 22 neighborhoods because I felt
that I had reached the point of data sat-
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uration (Small, 2009). Additional cases
provided little new information on gov-
ernance structures or power dynamics
at that point. Different types of cases
allowed me to compare the interorgani-
zational power relations and degree of
institutionalization and see how these
differences give rise to different modes
of governance structures.

My research methods are quali-
tative. In order to gain a comprehensive
understanding of inter-organizational
power relations and institutionalization,
I conducted interviews with homeown-
er activists, government officials from
both RCs and SOs, and property man-
agement firm executives. Each inter-
view lasted 90-120 minutes. In order to
collect network data, I asked interview-
ees to nominate the organizations that
they often collaborated with on neigh-
borhood affairs. The nomination was
then verified in subsequent interviews.
If there were inconsistencies, I asked in-
terviewees to clarify how they collabo-
rated and determined whether it count-
ed as a collaborative relationship. Since
collaboration is mutual in nature, in the
end, 22 symmetrical collaborative net-
works were constructed based on the
network data. Network data analysis
was conducted by using UCINET. I also
used participant observation to collect
data. I attended HOASs" meetings to col-
lect information on their governance,
their relationships with other players
in neighborhood governance, and oth-
er issues to answer the above research
questions.
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Theoretical Framework

ow can we understand the in-

teractions of organizations in

serendipitous networks, which
may further affect the internal gover-
nance structures of these networks?
Given the lack of a common purpose
or a clear goal, organizations are driven
by their interests (Kilduff & Tsai, 2003).
Klijn and Teisman (1997) character-
ized the situation like this as “games”
in which actors try to maximize their
interests and influence. Whether or
not organizations succeed in advanc-
ing their interests, however, is likely to
be influenced by their power relative to
other network members, and whether
collaboration is institutionalized as the
legitimate way of conducting business.

Power has long been recognized
as an important variable in explain-
ing inter-organizational interactions
(Agranoff & McGuire, 2001; Choi &
Robertson, 2014; Emerson, 1962; Gray
& Hay, 1986). Benson (1975) argues
that interactions between organiza-
tions must be explained ultimately at
the level of resource acquisition. Em-
erson (1962) developed a novel idea of
the source of power—he argued that
power resides in the other’s dependen-
cy: the power of A over B is equal to
the dependence of B on A. Pfeffer and
Salancik (1978) further developed this
exchange-based view of power into a
theory of resource dependence in order
to analyze inter-organizational power
and organizations’ management of their
environments. This theory generally ar-
gues that organizations that have criti-
cal resources that are not available from
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anywhere else will have more power
over dependent organizations, and they
thus may take advantage of their pow-
er when interacting with others. Hardy
and Phillips (1998) developed a broad-
er view of power and identified three
sources of inter-organizational pow-
er—formal authority, control of critical
resources, and discursive legitimacy.
Formal authority refers to “the recog-
nized, legitimate right to make a deci-
sion” (p. 219); for example, government
agencies usually enjoy this form of
power. The control of critical resourc-
es becomes one source of power due to
the dependence of other organizations
on these resources, which is consistent
with resource dependence theory. Re-
sources may include money, person-
nel, information, or technologies that
can be used to influence other organi-
zations. Organizations with discursive
legitimacy have power because they are
considered to have the expertise and le-
gitimacy to speak about a specific issue.
For example, Greenpeace is often con-
sidered to have discursive legitimacy in
environmental issues. These different
sources are not mutually exclusive, and
one organization may possess authori-
ty, resources, and discursive legitima-
cy simultaneously. This broader view
of power provides a more fine-grained
framework to analyze power relations
in organizational domains.

Agranoftf and McGuire (2001)
argued that power should be the center
of any general network management
theory because it has important impli-
cations for the patterns of interactions
in networks. A balanced power distri-
bution is favorable for interest repre-
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sentation, deliberation, and achieving
cooperative participation (Choi & Rob-
ertson, 2013; Hardy & Phillips, 1998).
In contrast, imbalanced power distribu-
tion may lead to a number of negative
outcomes. Powerful organizations with
more authority, resources, or discursive
legitimacy may use their power to ex-
clude certain stakeholders, silence dif-
ferent voices, and advance their own in-
terests. Organizations in weaker power
positions may take different measures
to mitigate power imbalances. Emerson
(1962) maintained that organizations
may reduce their dependence on a cer-
tain organization by exploring alterna-
tive sources of resources or by building
coalitions with others to change the
relative distribution of resources. Har-
dy and Phillips (1998) proposed four
strategies that organizations can use in
their engagement with other organiza-
tions: collaboration, compliance, con-
testation, and contention. For example,
in the UK refugee system, the Refugee
Legal Center became a separate organi-
zation because of government support
and also received funding from the
government, so it chose “compliance”
as its strategy to interact with the gov-
ernment.

The use of power to advance
interests in networks, however, is not
unchecked. Network members’ values,
norms, beliefs, and taken-for-granted
assumptions, particularly whether they
accept collaboration as the appropriate
or legitimate way of doing things, affect
the use or effectiveness of power. Institu-
tional theory recognizes that organiza-
tions are embedded in an “institutional”
context that prescribes appropriate and
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socially legitimate ways of doing things
(Barley & Tolbert, 1997; Greenwood et
al., 2014). Institutions structure our be-
haviors, lead us to interpret the world
in certain ways, and, more importantly,
shape our understanding of what the
“legitimate” ways of doing things are
(Meyer & Rowan, 1977; Phillips et al.,
2000). The institutional context exerts
profound influence over organizational
forms and structures, the diffusion of
innovation, and organizational survival
(Kennedy & Fiss, 2009; Meyer & Row-
an, 1977; Tolbert & Zucker, 1983; West-
phal et al., 1997).

Institutional theory gives us a
fresh perspective on collaborative gov-
ernance as a new institution. The insti-
tutionalization of collaborative gover-
nance is defined as the wide acceptance
of collaborations between govern-
ments, businesses, and nonprofit orga-
nizations as a legitimate way of gov-
erning complex modern societies. The
past few decades have witnessed the
gradual hollowing out of the state and
the transformation from government
to governance in response to a wide
range of societal changes (Milward &
Provan, 2000; Rhodes, 1997). Contex-
tual change provides opportunities and
incentives for organizations to question
rather than replicate scripted patterns
of behaviors (Barley & Tolbert, 1997).
People may question the ineffective or
inefficient government-centered ap-
proach of governing and start to regard
cross-sector collaboration as the stan-
dard approach to tackle the so-called
“wicked problems”—for example, we
have reached the point where “it is diffi-
cult to imagine successfully addressing
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global problems, such as the AIDS pan-
demic or terrorism, and domestic con-
cerns, such as the educational achieve-
ment gap between income classes and
races, without some sort of cross-sector
understanding, agreement, and collabo-
ration” (Bryson et al., 2006).

In any specific cases of collabo-
ration, the degree of institutionalization
may vary. The reason is that collabora-
tion happens in a context where vari-
ous aspects of it need to be negotiated,
including the definition of the problem,
the appropriate roles and scope of an
organization, and the legitimate re-
sponses to the problem (Benson, 1975;
Phillips et al., 2000; Thomson & Perry,
2006). The negotiations may lead to in-
stitutionalization because they touch on
fundamental and complex issues and
thus may give rise to new rules, norms,
and understandings (Lawrence et al.,
2002). Although through repeated in-
teractions, organizations may reach
shared understandings of these critical
aspects of collaboration and develop
common rules regarding problem and
role definitions, these practices and be-
havioral patterns are not equally insti-
tutionalized (Barley & Tolbert, 1997).
The degree of institutionalization may
depend on “how long an institution has
been in place and on how widely and
deeply it is accepted by members of a
collective” (Barley & Tolbert, 1997, p.
96). Lawrence et al. (2002) argued that
collaboration has institutional effects
because it facilitates the structuration
process described by DiMaggio and
Powell (1983): The intensity of inter
organizational interactions increases,
coalitions can form, information can be
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exchanged, and mutual awareness of
involvement can develop.

Lowly institutionalized collab-
oration may have a high possibility of
internal conflicts, especially when orga-
nizations come from different sectors.
They may act on their own knowledge
or scripts, which are deeply influenced
by the institutional logic of their sectors
in the process of institutionalization
(Alexander, 1998; Barley & Tolbert,
1997; Phillips et al., 2000). Member or-
ganizations have not yet reached a com-
mon understanding of key aspects such
as problem definitions, the appropriate
roles and scope of an organization, co-
ordination procedures, and interorga-
nizational relationships. Without suf-
ficient negotiations to reconcile these
different institutional logics, conflicts
may ensue. The lack of wide support
and legitimacy in these key aspects of
collaboration may cause a number of
problems. For example, different prob-
lem definitions imply different solu-
tions and stakeholders. Black and Rose
(2002) studied the case of the mental
health community and found that an
organization attempted to redefine the
mental health problem as a social prob-
lem rather than a “disease” as it is con-
ventionally defined. This new defini-
tion clearly implied a new solution and
needed to incorporate new stakehold-
ers, greatly changing the existing dis-
tribution of resources and power in the
domain. Even if there are clear defini-
tions of the problem and who should be
involved, consensus on the proper roles
of each participant is also critical. Clear
definitions of the role and position of
an organization in a domain directly af-
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fect its resources. Benson (1975) point-
ed out that “authority and money flow
to an agency on the basis of its sphere
of activities—services provided, clients
served, and so forth” (p. 236). Conflicts
will arise if an organization’s sphere of
activities is encroached upon by other
organizations.

A Typology of
Governance Structure

ased on my fieldwork and the

theoretical framework outlined

above, two dimensions, the bal-
ance of power and the degree of institu-
tionalization, were identified as two crit-
ical factors that may affect interactions
between organizations and governance
structures. The degree of institutional-
ization describes the degree to which
members of governance networks have
reached common understandings of
problem definition, the roles of each
member, and the direction(s) to go.
Based on DiMaggio and Powell (1983),
three indicators were used to evaluate
the degree of institutionalization of col-
laborative networks. The first indicator
is role definition, which assesses wheth-
er organizations have been founded
to take their legally defined roles in
neighborhood governance. The sec-
ond indicator is role acceptance, which
evaluates the degree to which organi-
zations respect role definitions and ac-
cept other organizations to fulfill their
respective roles. The third indicator is
the density of relationships, which mea-
sures how closely organizations share
information and work together. We
would expect that in high-institution-
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alized neighborhoods, through repeat-
ed negotiations, governance structures,
and inter-organizational relationships
are clearly defined and widely accept-
ed. The governance structures thus en-
joy high legitimacy, and the possibility
of inter-organizational conflicts is low.
The balance of power describes the de-
gree to which the distribution of power
in a network is balanced. The analysis
will consider three sources of power:
authority, resources, and discursive le-
gitimacy (Hardy & Phillips, 1998), as

well as organizations’ capabilities to use
these sources of power to their advan-
tage. We would generally expect that if
power is balanced in a neighborhood
network, organizations are more likely
to compromise with one another in or-
der to solve conflicts; in contrast, some
organizations may dominate neighbor-
hood governance if power is highly un-
balanced. The interactions between the
two dimensions thus give rise to a 2x2
typology of governance structures, as
Figure 2.1 shows.

Shared Governance

High
Inertial Governance
Balance of
Power
Low Insurgent Domination

Lead Organization Governance

Low

High

Institutionalization

Figure 1. A Typology of Internal Governance Structures

Shared Governance (High
power balance, high degree
of institutionalization)

t power is relatively balanced in an
interorganizational network, mean-
ing that the distribution of authority,
resources, and discursive legitimacy is
roughly even, then it is hard to exclude
any organizations in the governance of
these networks, and each organization

60

has the opportunity to participate. In
the meantime, if these organizations
also have a high degree of consensus
on problem definition, the roles of each
organization, and the future directions
of collaboration, the possibility of con-
flicts may be low, and each organization
will take on what they need to do. Un-
der these conditions, a shared gover-
nance structure may emerge.
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The Shang-Di neighborhood is
a good case of shared governance. This
neighborhood was developed soon after
Chinas Housing Reform and was one
of the first few commercially developed
neighborhoods in Beijing. This project
was just one of the many projects that
the developer, a large state-owned real
estate development firm, built. This
project was not a major source of reve-
nue, and the developer pulled out of the
neighborhood soon after all units were
sold. Therefore, the developer did not
use its economic resources to gain in-
fluence or power in this neighborhood.
All members of the RC were also prop-
erty owners, so they were very support-
ive of establishing the HOA. The SO did
not set too many obstacles either, so
the political authority did not become
a major barrier. Led by some visionary
homeowners who were lawyers, schol-
ars, and high-level managers in multi-
national companies, homeowners soon
established one of the first few HOAs
in Beijing. They also did several exper-
iments, including establishing a moni-
toring committee to monitor the work
of the HOA, to enhance the organiza-
tional capacity. The HOA firmly held
the position as the legitimate represen-
tative of homeowners in the governance
network. They used a bidding process
to hire a property management firm to
provide property management services.
Public, business, and civic organiza-
tions had relatively equal power in this
network, and no organization had the
power to exclude or marginalize others.

In addition, organizations effec-
tively negotiated their roles and respon-
sibilities, developing a mutual under-

standing and respect for each other’s
domains. For example, unlike some
Residents’ Committees who saw HOAs
as a competitor and trouble, the direc-
tor of their RC told me that:

‘Some people hold a negative
view of HOAs, thinking that they
messed things up. Some say they
are different from us (RC), (but)
I don’t think so. I think they are
similar to us. HOAs are estab-
lished because people need them.
I think HOA members bring us
some fresh air. For example, Mr.
Guo (HOA director) is a profes-
sional manager, and he shares
with me some good management
experience... We want (all or-
ganizations) to use each others
strengths and work together to
make things better”

Similarly, Mr. Guo, the HOA di-
rector, stated that the HOA and RC had
a good working relationship, although
they did not agree on everything:

“The HOA and RC complement
each other: sometimes the RC
takes the initiative to do some-
thing that they are not supposed
to do, (in this circumstance) 1
usually take a step back; of course,
when they fail to do what is sup-
posed to, I will take the lead.”

The property manager also had a
very clear understanding of their role:

“Legally, we are the service pro-
vider, and the HOA is the service
receiver. As the provider, we lis-
ten to their needs. As a property
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management firm, our respon-
sibility is to serve the homeown-
ers. Of course, we serve for fees.
Sometimes, when problems arise
and do not cost too much, I ask
my boss if we should use our mon-
ey and labor to solve the problems.
My main objective is to do our job
well”

As DiMaggio and Powell (1983)
pointed out, another indicator of high
institutionalization is the increase in
the extent of interaction among organi-
zations in the field. A network analysis
was conducted, and the density score
of the network was 1, suggesting that
every organization cooperated with ev-
eryone else.

As the above discussion indi-
cates, the relative balance of power in
this network made it possible for all
members to participate. A high degree
of institutionalization led all organiza-
tions to focus on what they were sup-
posed to do. As a result, a shared gover-
nance structure was formed, as Figure 2
indicates. The network had a high-den-
sity score of 1 and a low centralization
score of 0, suggesting it was a complete-
ly decentralized network. In this neigh-
borhood, organizations respected each
other and collaborated eftectively. For
example, the HOA always invited lead-
ers from the RC and the property man-
agement firm to attend their regular
meetings in order to enhance mutual
understanding.

Figure 2. The Network of Shang-Di Neighborhood

Inertial governance (High
power balance, low degree
of institutionalization)

second governance structure
is inertial governance, which

but the degree of institutionalization is
low. Under this circumstance, the dis-
tribution of power, which may come
from different sources, is relative even.
All organizations have the opportunity
to participate. However, the definitions

arises when power is balanced of problems and the roles and scopes of
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each organization are not well negoti-
ated or accepted. The lack of common
understanding means that the legitima-
cy of the governance structures is rela-
tively low. Organizations may thus have
conflicts with one another. However,
the relatively even distribution of power
makes it very difficult for any organiza-
tion to impose its preferences on other
organizations. As a result, organizations
are often unable to act solely based on
what they believe is right or necessary.
This may lead to disengagement or
minimal effort in collaboration.

Feng-Dan neighborhood was a
case in point. It was a high-end neigh-
borhood with both apartment build-
ings and single-home houses. The pow-
er distribution in the neighborhood
was relatively balanced, and no orga-
nization had the capability to exclude
others. Some homeowners who owned
single-home houses were high-level
government officials and had powerful
political connections. Therefore, home-
owners successfully established their
HOAs in 2005 with minimal resistance
from the RC or SO. The HOA became
the legal representative of homeowners
and successfully hired a property man-
agement firm through bidding. Howev-
er, as time went by, many HOA mem-
bers lost their commitments to their
HOAs, and the HOA became weaker
and weaker in terms of organizational
capacity. Although the RC and SO did
not obstruct homeowners from estab-
lishing their HOA, they later stepped in
to fill the vacuum left by its weakness,
gradually playing a more influential
role in the neighborhood. The proper-
ty management firm was hired by the

HOA, but they had the expertise and
economic resources to manage proper-
ties and even to evade the HOA's moni-
toring. The property management firm
even challenged the weaker HOA fre-
quently after being hired.

The degree of institutionalization
was low in this network, especially re-
garding the roles of each organization.
First, homeowners themselves were not
clear about the role of the HOA, which,
to some degree, weakened the organi-
zational capacity of the HOA. The HOA
failed to serve as the legal representative
of homeowners. For example, as one
HOA member said: “Our HOA could
not work because people have very dif-
ferent opinions. We could not hold any
meetings because people keep quarreling
(in these meetings).” When asked why
the property management firm dared
to challenge the HOA, given that it was
hired by the HOA, the interviewee ex-
plained, “This has nothing to do with the
fact that they were hired by us. Our HOA
is too weak. We do not have a consensus;
internally, homeowners have too many
different opinions.” Second, even if the
property management firm and the lo-
cal government understood their roles,
in many cases, they did not do what they
were supposed to do, and sometimes
they intentionally engaged in extra-role
behaviors. For example, decision-mak-
ing regarding property management
and hiring property management firms
should be the HOA’s responsibility, and
the RC and SO only had a vague legal
role in facilitating this process. The SO,
however, managed to manipulate the
bidding process and hired a proper-
ty management firm that was ranked
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third or fourth by homeowners. Unlike
the one in the Shang-Di neighborhood,
the property management firm did not
see itself merely as a service provider
and, therefore, did not feel obligated to
listen to homeowners’ needs. One HOA
member complained that the manage-
ment firm charged high management
fees but failed to fulfill their responsi-
bilities:
“We told them that homeowners
were not satisfied with their work,
but they simply did not listen to us.
In their eyes, we (HOA) are just
nothing...we are really pathetic. It
is like we should kneel ourselves to
beg them to work: please do your
job, and you can charge as much
money as you want.”

Another indicator of the low
degree of institutionalization was the
low-density score of 0.583, which
showed that only 58.3% of all possible
collaborative relationships existed in
this network. The organizations were
not collaborating closely with one an-
other, resulting in an inertial gover-
nance structure. Figure 2.3 shows the
network structure.

In this neighborhood, although
conflicts between organizations may
arise due to the low degree of institu-
tionalization, the relatively balanced
power structure reduces the possibili-
ty or severity of conflicts. As much as
some organizations wanted to impose
their problem or role definitions on
others, they did not have the power to
do so. For example, even though the
SO once manipulated the bidding pro-
cess, it could not completely marginal-
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ize the HOA on neighborhood affairs.
The relatively balanced power structure
created a deadlock in this network. Or-
ganizations gradually lost interest in
collaborating with one another. They
exerted only minimal effort to fulfill
their responsibilities or cooperate with
one another, resulting in the so-called
collaboration inertia (Huxham & Van-
gen, 2000). Benson (1975, p. 235) ar-
gued that this type of non-cooperative
network is frequently encountered be-
cause “none can muster power suffi-
cient to dictate terms to the others”

Insurgent Domination (low
balance of power, low degree
of institutionalization)

mbalanced power distribution and

low institutionalization can give rise

to a third type of governance struc-
ture: insurgent domination. Research
suggests that asymmetrical power rela-
tions within a network can lead to vari-
ous issues, such as the exclusion of cer-
tain members and the marginalization
of diverse perspectives (Agranoff & Mc-
Guire, 2001). In such networks, power-
ful organizations often dominate gov-
ernance and may even form coalitions
to consolidate their advantage (Cook,
1977). Low institutionalization exacer-
bates power struggles in these imbal-
anced networks, as organizations lack a
shared understanding of the core issues
and their respective roles. However,
this lack of structure does not disad-
vantage everyone; some organizations
exploit vague problem definitions and
role ambiguity to engage in extra-role
behaviors that serve their interests. One
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Figure 3. The Network of Feng-Dan Neighborhood

key strategy for these insurgent orga-
nizations is to form coalitions, secur-
ing their dominance and entrenching
a governance structure that is difficult
to dismantle. While powerful organi-
zations can coerce weaker ones into
accepting their terms, the major flaw of
this governance model is its fundamen-
tal lack of legitimacy.

Rong-Feng exemplifies insurgent
domination. In this case, the develop-
er was a small firm with no established
track record in real estate development.
Consequently, it depended heavily
on the revenues generated from this
neighborhood, reinforcing its drive to
maintain control. To maximize their
revenue, the developer established a
subsidiary company to take charge of
property management in Rong-Feng.
They charged high property manage-
ment fees while providing inferior ser-
vices. The developer also sold home-
owners communal properties for tens
of millions without giving homeowners
any compensation. To maintain the rev-
enues, the developer used its econom-
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ic resources and political connections
to influence local governments’ deci-
sion-making. The RC and SO had the
political authority to at least help home-
owners protect their communal prop-
erties, but they chose to work closely
with the developer. The reasons were,
first, the RC occupied 300 square me-
ters of office space that was homeown-
ers communal property; second, the
developer had powerful political con-
nections in higher-level governments.
Though homeowners were led by some
experienced activists, they were much
weaker and had almost no economic or
political resources compared with busi-
ness and government organizations.

To make things worse, the de-
gree of institutionalization was very low
in this neighborhood. The imbalanced
power dynamics undermined any basis
for negotiating roles and interorganiza-
tional relationships. The developer and
property management firm apparently
did not see themselves just as service
providers because they seriously vi-
olated homeowners’ property rights.
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Homeowners wanted to establish their
HOA in order to better represent their
interests and protect their property
rights. However, the RC and SO were
not cooperative partly because of their
fundamentally different problem defi-
nitions from homeowners. They saw
homeowners’ organizing as a threat to
social stability. For example, one official
at the SO told me:

“The HOA is a good thing, but it
is not very compatible with the
contemporary Chinese political
system. People in high-end neigh-
borhoods are better because they
can accept this. In some other
neighborhoods, it's OK if you don’t
tell these homeowners. Once you
tell them that these (communal)
properties are theirs, then they
want these properties, but they
did not know how to orderly claim
and use these properties... Social
stability is gone.”

This government official clear-
ly saw stability as a priority and wor-
ried that homeowners’ organizing may
cause instability. One interviewee at the
Rong-Feng neighborhood told me that:

“The government always held us
up whenever we took one step for-
ward. Once I went to the SO, the
deputy director said, “This home-
owner from Rong-Feng came to
create troubles again. They could
not care less about our interests.”

The fundamental difference in
problem definition became another
source of conflicts between homeown-
ers and local governments, making it
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even harder for homeowners to gain
governments’ support. Both the busi-
ness interests and local governments
benefited from violating homeowners’
property rights. Therefore, neither of
them had the incentive to clarify the
roles of each organization or seek an
agreement on problem and role defini-
tions that all parties could accept. In-
stead, they formed a coalition in order
to gain absolute power over homeown-
ers. Homeowners, who were the legit-
imate property owners, were too weak
to effectively challenge the coalition.
They were thus excluded from the gov-
ernance of their neighborhood. “Insur-
gent” organizations with little legitima-
cy dominated, resulting in this insurgent
domination governance structure. As
Figure 2.4 shows, there were clearly two
cliques of organizations in the network.
One was made up of the business inter-
est and local governments, including
the developer, property management
firm, the RC, and the SO. The other
clique comprised the HOA and its con-
sultant firm. The network density score
was only 0.47, which was much lower
than the density scores of the previous
two networks.

Lead Organization Governance
(low balance of power, high
degree of institution)

he last governance structure is
lead organization governance,
which is formed under the con-
ditions of low balance of power and
high degree of institutionalization. As
the above discussion suggests, asym-
metrical power relationships are like-
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Figure 4. The Network of Rong-Feng Neighborhood

ly to cause powerful organizations to
dominate network governance. How-
ever, a high degree of institutionaliza-
tion and shared understanding of role
and problem definitions may check the
use of power and keep powerful orga-
nizations from infringing upon others’
sphere of activities. Therefore, powerful
organizations may have significant in-
fluence in a network, but they usually
do not impose their problem and role
definitions on weaker organizations.
The governance structure has a high
degree of legitimacy.

Chao-Yang Garden had this lead
organization governance structure.
Chao-Yang Garden was developed by a
Hong Kong developer soon after Chi-
na’s housing reform in 1998. It was a
high-end neighborhood that had been
originally developed for foreigners in
Beijing. The developer pulled out of the
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neighborhood after all units were sold
and maintained little influence in the
neighborhood. The RC and SO had the
political authority to monitor the HOA,
but they could not benefit much from
engaging in neighborhood affairs. They
thus chose to be neutral. The HOA was
established in 2001 and was one of the
first few HOAs in Beijing. As the rep-
resentative of homeowners, the HOA
was led by some experienced activists
and had been working well since it was
founded. The HOA successfully hired
property management firms on its
terms through bidding processes and
designed a good mechanism to share
revenues with property management
firms. The HOA had the upper hand in
its relationship with the property man-
agement firm. With plenty of economic
resources, the HOA hired a full-time
secretary to take care of daily affairs. In
this neighborhood, the HOA was the
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most powerful organization with both
economic resources and discursive le-
gitimacy. The HOA even declined RC’s
request for some funding to support
cultural activities, citing that this was
not the HOA's responsibility.

This network was highly insti-
tutionalized, with clearly defined roles,
problem definitions, and interorgani-
zational relationships. The RC and SO
recognized that the HOA was solely re-
sponsible for property-related decisions
and chose not to intervene, instead fo-
cusing on their own responsibilities,
such as delivering social services. The
property management firm, hired by
the influential HOA, also had a clear
understanding of its role. Viewing it-
self as a service provider and the HOA
as its employer, the firm maintained
tull financial transparency and worked
closely with homeowners. As the rep-
resentative of homeowners, the HOA
held well-organized regular meetings to
make property management decisions.
Figure 2.5 illustrates this network’s high
level of collaboration, reflected in a
density score of 0.73, indicating strong
interorganizational cooperation.

Although the figure cannot show
the power relations between organiza-
tions, my fieldwork suggested the HOA
played a central role. It controlled not
only discursive legitimacy but also con-
siderable economic resources, which
made it the most powerful player in the
network. However, it did not infringe
upon others’ sphere of activities or im-
pose its problem and role definitions
on others. It generally respected other
organizations but firmly defended its
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legal roles. Compared with the above-
mentioned “insurgent domination”
governance structure, this governance
structure also has an imbalanced power
structure; however, one key difference
is that the high degree of institutional-
ization becomes an institutional force
that helps to regulate how organiza-
tions interact with each other and stop
the most powerful one from infringing
upon others’ sphere. This type of gover-
nance is accepted by organizations and
has legitimacy.

Discussion and Conclusion

rawing on resource dependence

theory and institutional theory

and based on neighborhood
governance networks in Beijing, this
paper develops a new framework to ex-
plain how different types of governance
structures are formed. The balance of
power and degree of institutionalization
are two important variables that affect
how organizations interact with one
another, resulting in four different gov-
ernance structures: shared governance,
inertial governance, insurgent coalition
domination, and lead organization gov-
ernance. Table 1 presents a summary
of the four neighborhood governance
networks representing four types of
governance structures. The balance of
power determines who can participate
in neighborhood governance, but the
degree of institutionalization checks
and balances the use of power. Shared
governance and lead organization gov-
ernance exhibit higher levels of network
density, suggesting a healthy level of col-
laboration among organizations.
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Figure 5. The Network of Chao-Yang Garden
Table 1. A summary of four governance structures
Neighborhood | Power Institutionalization | Network | Governance
Name balance density [ structure
Shang-Di Balanced High 1 Shared
Governance
Feng-Dan Balanced Low 0.583 Inertial
Governance
Rong-Feng Imbalanced |Low 0.47 Insurgent
Domination
Chao-Yang Imbalanced | High 0.73 Lead organization
Garden governance

One key contribution of this pa-
per is that it deepens our understand-
ing of the governance structures of ser-
endipitous networks. The governance
structure of serendipitous networks is a
surprisingly understudied area (Provan
& Kenis, 2008). Serendipitous networks
are more common in the real world
than goal-directed networks, yet they
are often left unstudied in the public
administration literature. Provan and
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Kenis (2008) studied the governance
structure of goal-directed networks, but
their typology may not work for seren-
dipitous networks in which the network
change is primarily driven by serendipi-
ty (Kilduff & Tsai, 2003). Organizations
usually interact with others on the basis
of their interests and take a “tit-for-tat”
strategy. The behaviors of organizations
are not planned and are affected by
various circumstances. Therefore, the
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framework developed in this paper
may deepen our understanding of how
organizations interact with one another
in serendipitous settings and fill a criti-
cal gap in the current literature. It may
provide building blocks for further the-
oretical development.

Another contribution of this pa-
per is that it furthers the research on
the relationship between power and the
institutionalization process. Previous
research has studied the relationship
between power and institutionalization
(Phillips et al., 2000). The basic argu-
ment is that the rules, interpretations
and problem definitions of powerful
members are more likely to be institu-
tionalized (Phillips et al., 2000). Some
scholars went so far as to argue that in-
stitutionalization is a political process
that reflects the interests of powerful
members (Maguire et al., 2004; Seo &
Creed, 2002). Despite its theoretical in-
sight, this argument ignores the possible
effect of institutionalization on power
dynamics. This research studies differ-
ent modes in which power may inter-
act with the institutionalization process
and highlights a reciprocal relationship:
ahigh degree of institutionalization may
also serve as a check to power use. The
shared normative beliefs about the roles
and scopes of each organization, as well
as taken-for-granted assumptions, may
force organizations to conform to these
normative beliefs and constrain or even
stop powerful organizations from in-
fringing upon the sphere of activities of
other organizations.

Drawing on institutional theory
and resource dependence theory, this
research offers valuable practical in-
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sights. According to institutional the-
ory, Alexander (1998, p. 349) argued
that “actors” knowledge of their social
context is the basis for the dual inter-
action between social structures and
action. In other words, actors rely on
social knowledge or scripts shaped by
their previous institutional logic, and
their actions, in turn, influence how
they engage with other organizations.
This knowledge plays a crucial medi-
ating role in interorganizational dy-
namics. To institutionalize collabora-
tion as a new governance approach, it
is essential to raise awareness among
all involved actors. Alexander (1998,
p. 349) emphasized the importance of
“enlightening potential participants in
an interorganizational system with an
awareness of their interdependence and
revealing to them their potential mutu-
al objectives and common goals.” In the
context of neighborhood governance in
China, RCs and SOs are often deeply in-
fluenced by government-driven institu-
tional logic, making it difficult for them
to adapt to a collaborative governance
model. Raising their awareness of how
property rights define the limits of their
authority can help shift their perspec-
tive, encouraging them to see HOAs as
partners rather than challengers. How-
ever, education and awareness-raising
are not straightforward solutions, nor
do they always succeed. As Benson
(1975) noted, agreements on collabo-
ration—such as defining problems and
roles—are only achievable when an or-
ganization does not perceive its inter-
ests as being threatened.

Another key practical implica-
tion is that the four ideal types of gov-
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ernance networks can serve as valuable
benchmarks for practitioners assessing
their own governance structures. By
comparing their neighborhood gover-
nance to these models, practitioners can
quickly identify strengths, weaknesses,
and areas for improvement, particularly
in terms of power balance and institu-
tionalization. For instance, a balanced
distribution of power is a critical factor
in fostering meaningful participation in
neighborhood governance. From this
perspective, homeowners seeking to es-
tablish HOAs and local officials aiming
to mediate neighborhood conflicts can
use these ideal types to evaluate wheth-
er power dynamics are skewed and
whether adjustments are necessary. If
power is overly concentrated in certain
organizations, they may need to en-
courage broader participation or break
entrenched alliances to foster a more
equitable governance structure. Con-
versely, if governance is too fragment-
ed or unstructured, forming strategic
alliances could help build stability and
coordination. By applying these ideal
types as diagnostic tools, practitioners
can move beyond trial-and-error ap-
proaches and instead make more in-
formed, strategic decisions to enhance
governance effectiveness and collabora-
tion in their neighborhoods.

This paper also has some limita-
tions. One is that, like all typologies, the
four types of governance structures are
ideal types, which may not be able to
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capture all the nuances in reality. In the
real world, some neighborhoods may
not fit neatly, and their boundaries are
more blurred. The typologies developed
in this paper are by no means an ex-
haustive or perfect reflection of all gov-
ernance structures in reality. The goal
is to deepen our understanding of how
governance structures are formed from
the perspective of power balance and
institutionalization. I would argue that
this framework is useful in explaining
existing governance structures and pre-
dicting what structures may arise, but
unfortunately, there will be a margin
of error, and in some cases, the margin
may be significant. Another limitation
is that the networks under study were
quite small—each network had about
4 to 7 organizations. The relationships
between organizations may increase
exponentially as more organizations are
involved in networks. Large networks
may have different patterns of interac-
tions between organizations. Therefore,
caution is needed when generalizing the
conclusions to larger networks. Third,
as a qualitative research, it is hard for
this paper to provide “airtight proof for
a causal inference” (Odell, 2001, p. 176)
due to the fact that this method cannot
control all possible causal factors. The
strength of this paper is not to establish
a causal relationship in any sense but
to explore the “mechanisms” through
which governance structures arise.
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