
A R T I C L E S

NEW VARIETIES OF STATE CAPITALISM: STRATEGIC AND
GOVERNANCE IMPLICATIONS

ALDO MUSACCHIO
International Business School—Brandeis University, Harvard Business School, and National Bureau of

Economic Research

SERGIO G. LAZZARINI
Insper Institute of Education and Research

RUTH V. AGUILERA
Northeastern University and ESADE

We analyze the new varieties of state capitalism in the 21st century and explore their
implications in terms of both strategic and governance outcomes. We begin by discuss-
ing how the current theoretical perspectives conceptualize state-owned enterprises’
strategic behavior. Then we introduce a stylized distinction between four broad,
new varieties of state capitalism—wholly owned state-owned enterprises, the state
as a majority investor, the state as a minority investor, and the state as a strategic
supporter of specific sectors—and survey each type within the different theoretical
perspectives. Last, we examine firm performance for each type of state capitalism
relative to private firms and contingent on country-level institutional contingen-
cies. This article contributes to existing debates on comparative capitalisms and the
current role of the state.

Governments around the world have transformed
the well-known model of state capitalism, under
which they owned and managed wholly owned
state-owned enterprises (SOEs) (Ahroni, 1986; Ra-
mamurti & Vernon, 1991; Trebat, 1983), into new
models in which the government works hand in
hand with domestic and foreign private investors to
develop new strategic capabilities using novel gov-
ernance arrangements. In these new varieties of
state capitalism, governments own either majority
or minority equity positions in companies or pro-
vide strategic support to private firms using subsi-
dized credit and/or other protections (Musacchio &
Lazzarini, 2014).

Although many analysts consider the comeback
of state capitalism a dysfunctional consequence of
the recent global financial crisis (Bremmer, 2010),
in reality the transformation we describe is a by-
product of the liberalization and privatization re-

forms that began after the 1980s. For instance,
given that privatizations were often partial or in-
complete, governments ended up as minority or
majority shareholders, or as strategic partners, in a
variety of firms across multiple industries. At the
same time, by design or by accident, governments
transformed the corporate governance of some of
their largest SOEs in at least three ways. First, in
many SOEs with majority state control (yet not
necessarily wholly owned), governments have im-
proved corporate governance practices by listing
firms, recruiting independent board members, and
enhancing financial reporting. In some of the large
flagship SOEs, therefore, these reforms have re-
duced agency conflicts and attracted minority pri-
vate investors (Gupta, 2005; Pargendler, Musac-
chio, & Lazzarini, 2013). Telenor, the Norwegian
telecommunications company, and Sinopec, one of
China’s national oil companies—examples of firms
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in which the state is a majority owner—are profit-
able and are at the top of the global ranking of firms
by revenues or assets.

The second transformation in state ownership is
the emergence of firms in which the government is
a minority shareholder (Inoue, Lazzarini, & Musac-
chio, 2013). In such firms, the government out-
sources management to the private sector, keeping
cash flow rights and, oftentimes, veto power over
key strategic decisions such as mergers through
so-called golden shares. For example, in January
2014, the board of private French automobile com-
pany Peugeot endorsed a deal whereby Chinese
state-owned automaker Dongfeng and the French
government would jointly acquire a minority eq-
uity stake in Peugeot.

The third transformation in state ownership
finds governments acting as strategists by adopting
industrial policies targeting particular sectors and
firms (Amsden, 2001; Mazzucato, 2011). For exam-
ple, between 2007 and 2009 the Brazilian firm JBS
became the largest meat-packing group in the world
by acquiring iconic American meat companies
Swift and Pilgrim’s Pride—moves made possible
thanks to a series of massively subsidized loans
from the Brazilian Development Bank, BNDES.

Interestingly, the dominant literature on state-
owned enterprises reveals that many of the firms
following these new varieties of state capitalism are
taking center stage in the global economy and are
often performing at least equal to, if not better than,
their private counterparts. For instance, the 25 larg-
est SOEs among the top 100 firms in the Fortune
Global 500 have an average return on assets of
3.49% and an operating margin of 14%, which is
comparable to the 3.44% and 5.7%, respectively,
we find among the largest 75 private firms in the
world.1 Table 1 illustrates the diversity of state
capitalisms in the world, both in terms of the
type of ownership and the vehicles governments
use to own and manage these enterprises.

Despite these findings, most research on privati-
zation and state capitalism has focused on studying

the inefficiencies that create such a performance
gap between SOEs relative to private firms (Dhar-
wadkar, George, & Brandes, 2000; Doh, Teegen, &
Mudambi, 2004; Megginson & Netter, 2001; Rama-
murti & Vernon, 1991; Spencer, Murtha, & Lenway,
2005; Trebat, 1983; Yiu, Bruton, & Lu, 2005), what
we refer to as “liability of stateness.” Only in a few
exceptions has there been an attempt to uncover
what determines this performance gap, either by
looking at different ownership configurations (Cu-
ervo & Villalonga, 2000; Ramamurti, 2000) or by
outlining institutional conditions that may lead to
smaller performance gaps (Bartel & Harrison, 2005;
Mahmood & Rufin, 2005; Vickers & Yarrow, 1988).
As such, the dominant view is that SOEs underper-
form their private counterparts under almost any
circumstance.

Against this backdrop, we still lack a conceptual
comprehensive framework to improve our under-
standing of the fundamental traits of these new
forms of state capitalism, as well as their firm-level
governance and performance implications. Thus,
in this paper we seek to examine under which
conditions these new models of state capitalism
will mitigate some of the “liabilities of stateness”
and lead to improved governance practices and
superior performance at the firm level. To do so, we
uncover how different institutional voids can alter
the performance gap between SOEs and pri-
vate firms.

Our proposed framework and typology empha-
size both the degree and strategic type of state in-
volvement. We rely on the interdisciplinary range
of theoretical perspectives to identify and describe
the functional traits of four varieties of state partic-
ipation: traditional wholly owned SOEs, SOEs
with majority state capital, SOEs with minority
state capital, and a variety of state capitalism in
which the state provides strategic support
through policies stimulating new firm capabili-
ties and upgrading.

Our contribution, however, is not to merely pro-
pose a new typology but mostly to identify the
institutional conditions that will affect the perfor-
mance of each type of state capitalism. We discuss
how these combinations shape the existing strate-
gic capabilities/liabilities and corporate gover-
nance patterns in our proposed varieties of state
capitalism. For instance, we highlight how the in-
stitutional environment will determine the degree
to which each typology will succeed in reducing
traditional agency and political challenges associ-
ated with SOEs, and how much it will constrain or

1 Calculations made using the 2012 Fortune Global
500 rankings (http://fortune.com/global500/2012) and
end-of-2012 financials from Capital IQ, available at
http://www.spcapitaliq.com. Government ownership
represents ultimate ownership (i.e., we track ownership
in the controlling firms in our sample). Ownership data
come from Bureau Van Dijk’s Orbis database, available at
https://orbis.bvdinfo.com/version-2015116/home.serv?
product�orbisneo.
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enable governments to intervene in firm-level man-
agement. In other words, we contribute a more
nuanced framework to analyze the various forms of
state capitalism beyond the usual polarized view of
state versus private ownership.

THEORETICAL PERSPECTIVES ON STATE
CAPITALISM

In our effort to develop a comprehensive frame-
work to examine the new varieties of state capital-
ism, we discuss the logic and predicted perfor-
mance outcomes underlying the four most salient
theoretical perspectives accounting for SOEs’ stra-
tegic behavior. Three of those perspectives (mana-
gerial agency, social view, and political view) are
related to inherent principal–agent conflicts in a
context of state control and imply a negative effect
of state involvement on firm-level economic perfor-
mance. The fourth, the institution-based view, sees
the country’s institutional environment as a contin-
gency factor that should alter the extent and nature
of state involvement in business. We discuss each
perspective in turn, and then integrate their contri-
butions within our framework to examine the new
varieties of state capitalism.

Managerial Agency

Agency theorists have long discussed the prob-
lem of delegating decisions to agents whose objec-
tives may be misaligned with those of the princi-
pals. In the context of SOEs, several authors have
proposed that SOE managers are poorly selected
and lack high-powered incentives to pursue effi-
ciency and profitability, at least relative to private
firms (Boardman & Vining, 1989; Dharwadkar et al.,
2000; La Porta & López-de-Silanes, 1999; Vickers &
Yarrow, 1988). Although there is wide variation in
the profile of public managers (Schneider, 1991), it
is not uncommon to find members of the ruling
political coalition in the top management ranks of
SOEs. In addition, compensation schemes in the
public sector tend not to be linked to economic
performance but instead follow bureaucratic crite-
ria such as hierarchy and seniority (Dixit, 2002).
Firth, Fung and Rui (2006), for instance, found a
low pay-for-performance elasticity in the incentive
contracts for Chinese SOE managers.

Complicating matters, many activities in the pub-
lic sector involve multiple principals dispersed
across various domains reflecting distinct interests
(Dixit, 2002; Moe, 1984). It is generally unclear to

SOE managers who the relevant principal is. Is it
society as a whole, the ruling government, or mi-
nority investors who own shares in publicly traded
SOEs? Moreover, as in the case of SOE executives,
governments are typically tempted to appoint bu-
reaucrats and cronies to serve as board members.
This is a problem because, unlike profit-maximiz-
ing shareholders of private firms, those appointed
board members will have little incentive to scruti-
nize SOE managers and veto inefficient decisions.
Thus, the managerial agency perspective leads to
the prediction that an increase in state control will
result, on average, in poorly run and inefficient
firms—a prediction that has generally been sup-
ported by empirical work (for a review, see Meg-
ginson & Netter, 2001).

Social View

The social view suggests that the government
will direct SOEs to pursue social objectives that
often clash with firm profitability. For instance,
governments may force SOEs to cater to less-prof-
itable customer segments, keep prices low, mini-
mize unemployment, or invest in geographically
remote areas (Bai & Xu, 2005; Shirley & Nellis,
1991). If SOEs have other relevant stakeholders and
even private shareholders (in the case of listed
SOEs, for instance), this entails a form of agency
problem because managers will likely face a “dou-
ble bottom line” involving complex social goals
beyond profitability (Bai & Xu, 2005).

Some scholars claim that social goals will be
accompanied by mandated low-powered incen-
tives in SOEs. For instance, Williamson (1999) ar-
gued that an emphasis on profit maximization,
such as excessive resource deployment for cost sav-
ings, can hurt the pursuit of probity (rectitude) in
public services. In a similar vein, Hart, Shleifer,
and Vishny (1997) stressed that state ownership
will be desirable when there are quality-based di-
mensions that are more difficult to measure and
enforce in pay-for-performance contracts (e.g., ef-
fective student learning in schools). Some projects
may also deliver effective results only in the long
term, and hence require more patient investors and
managers committed to development objectives
(Kaldor, 1980; McDermott, 2003). In this sense, al-
though lower-powered incentives in SOEs are ex-
pected to negatively affect profitability, they are
intended to facilitate the attainment of social goals,
which in turn may be part of a broader set of per-
formance dimensions critical to SOEs. In sum, in
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the social view, SOEs may be inefficient because
they undertake projects with a negative private net
present value but a positive social net pres-
ent value.

Political View

Also predicting a negative effect of state owner-
ship on firm-level performance, the political view
posits that the politicians running SOEs (and their
coalitions) will use these firms for direct political
gain (Chong & López-de-Silanes, 2005; Cui & Jiang,
2012; La Porta & López-de-Silanes, 1999; Shleifer,
1998). This perspective is related to the managerial
agency perspective in the sense that SOE managers
may themselves be appointed politicians or politi-
cal allies. China is an example where managers and
directors in state-owned firms tend to be closely
tied to the government and to the Communist Party
(Lin & Milhaupt, 2011). However, SOEs may also be
used to benefit politically connected firms through
preferential contracts or cheap capital in response
to government pressure. For instance, in a study of
emerging markets, Dinç (2005) found that during
election years, state-owned banks generally lend
more than private banks.

This phenomenon is aggravated by the so-called
soft budget constraint of SOEs (Kornai, 1979; Lin &
Tan, 1999). Abundant and lenient capital from the
state will increase the likelihood of misallocation
and inefficient bailouts. Namely, SOEs will more
likely approve bad investments and use public
funds to rescue failed projects. This phenomenon
was illustrated in research by Bailey, Huang, and
Yang (2011) and Khwaja and Mian (2005), who
found that loans from state-owned banks tend to
target poorly performing firms in China and Paki-
stan, respectively. The political view thus predicts
that state ownership and state strategic support for
private firms will likely be associated with poor
firm-level performance because SOEs and state-
supported firms will receive capital and protection
for reasons other than the inherent financial poten-
tial of their own projects (Ades & Di Tella, 1997). In
other words, the political view links the ineffi-
ciency of SOEs to the fact that they may undertake
projects that have a negative private value and even
negative or low social value, but that generate po-
litical rents to the politicians running SOEs or to
their cronies. Additionally, because of the ten-
dency of governments to support or bail out ineffi-
cient firms, the moral hazard introduced by these

incentives should lead us to find SOEs underper-
forming private firms.

Institution-Based View

In contrast with the previous views, which are
theories of the liability of stateness, institution-
based arguments suggest that the effect of state
ownership on firm performance will depend on
country-level features affecting transaction costs
and incentives for productive efficiency (North,
1990). Countries have varying levels of institu-
tional development; often, there will be failures or
“voids” in product, labor, and financial markets
(Khanna & Palepu, 2000; Peng, Sun, Pinkham, &
Chen, 2009). For instance, firms in countries in
early stages of industrial development or with un-
derdeveloped financial markets face more severe
financial constraints, and state capital could poten-
tially fill in those voids (Cameron, 1961; Gerschen-
kron, 1962). Moreover, state capital can also help
fill in voids in product markets by coordinating the
local deployment of complementary resources and
by supporting activities with high social externali-
ties (Aghion, 2011; Mazzucato, 2000; Rodrik, 2007).
Comparative social scholars point out that the early
industrial development of many countries was of-
ten associated with massive state involvement
through SOEs or state-owned development agen-
cies (Amsden, 2001; Evans, 1995; Witt & Red-
ding, 2013).

Thus, there exist institutional contingencies that
will affect how wide the performance gap between
SOEs and private firms is. In this view, severe
institutional voids depress the performance of pri-
vate firms, and states can become entrepreneurs
with the capacity to overcome or fill in such voids.
The more severe the institutional voids, the more
SOEs will be able to perform closer to private firms;
in the extreme, the performance gap could be fa-
vorable to SOEs (or closer to zero). For instance,
Doh and colleagues (2004) found that private own-
ership in partially privatized telecom companies
increases with the extent of local economic devel-
opment and market liberalization. Vaaler and
Schrage (2009) argued that minority state owner-
ship becomes less important as a signaling device
(i.e., private owners have governmental support)
when there is political stability in the country.
Moreover, using a sample of Brazilian firms, Inoue
and colleagues (2013) showed that investments in
minority equity positions by the government
through the Brazilian development bank (BNDES)

2015 119Musacchio, Lazzarini, and Aguilera



are correlated with significant improvements in fi-
nancial performance and increases in capital
expenditures.

The institution-based view is consistent with re-
search on industrial policy and resource- and inno-
vation-based development in strategic management
that explores how public policy affects the devel-
opment of new capabilities and potentially acts as a
new source of performance heterogeneity (Klein,
Mahoney, McGahan, & Pitelis, 2013; Mahmood &
Rufin, 2005). In this sense, this literature directly
informs the benefits of having the state as a strate-
gic partner, providing entrepreneurs with capital
and complementary resources such as improved
infrastructure, a trained workforce, and cutting-
edge research centers (Agarwal, Audretsch, &
Sarkar, 2010; Kogut, 1991). The nature and quality
of local state policies or industrial policies will
thus define whether firms will have true competi-
tive advantage, based on a host of distinctive local
resources and capabilities, or whether policies are
instead simply devised to artificially shield ineffi-
cient firms from external competition (Lazzarini,
2013; Porter, 2008).

In sum, the positive effect of having state owner-
ship to fill institutional voids and implement gov-
ernment capabilities is stronger the larger those
voids are and tends to disappear as financial mar-
kets grow and the rule of law improves. In other
words, institutions will likely act as a contingency,
changing the benefits (and risks) of having the state
as a relevant stakeholder in capitalist societies. In
the final section of this article, we propose how
salient these institutional contingent factors (both
voids and government capabilities) are to explain
the performance gap between private and public
enterprises.

NEW VARIETIES OF STATE CAPITALISM:
A TYPOLOGY

In this section, we discuss the congruence be-
tween the new varieties of state capitalism and the
existing theories of state ownership described
above. We contribute to the understanding of the
forms of state capitalism by identifying four gen-
eral, stylized types. These are not mutually exclu-
sive: Even if in some countries one typology is
more salient than the others, a given country might
also host a combination of them. In Table 2, we
summarize our comparative analysis across the
models of state capitalism, drawing on the three

theoretical perspectives that emphasize the liabil-
ity of stateness.

Wholly Owned SOEs

This is the most traditional type of government
ownership. In this type, governments own and
manage SOEs as extensions of the public bureau-
cracy. The rise of wholly owned SOEs gained mo-
mentum in the 19th century when governments
stepped in to manage myriad public goods such as
mail, water, electricity, and railways (Millward,
2005; Toninelli, 2000). Such SOEs are directly
funded and influenced by governments, with lim-
ited transparency and autonomy. As such, they are
often viewed as a stereotypical form of state own-
ership with dysfunctional governance traits.

Whether these forms of state ownership make
sense depends on the perspective one takes of their
role. On one hand, according to the institution-
based view SOEs may be necessary when private
entrepreneurship is scant and there is need to spur
coordinated investments with high social external-
ities, such as those related to infrastructure, educa-
tion, and technological research. Yet given the ab-
sence of external, for-profit investors and the lower
transparency of wholly owned SOEs, other theoret-
ical perspectives suggest that they will be highly
subject to severe costs undermining performance.
Such negative effects occur through various chan-
nels: poor selection of managers, low-powered
incentives, and weak monitoring (managerial
agency); conflicting goals clashing with profitabil-
ity (social view); and use of wholly owned SOEs for
political gain and bailout (political view). The re-
forms of wholly owned SOEs, outlined above, and
the emergence of new varieties of state capitalism
were, in great part, an attempt to respond to those
dysfunctional features or liabilities of stateness
while at the same time preserving the benefits of
having the state as a relevant stakeholder.

The State as a Majority Investor

In this type of state capitalism, the state remains
a controlling shareholder but introduces mecha-
nisms to attract private investors. For instance,
many SOEs are now publicly listed on stock ex-
changes and have large institutional investors and
improved governance practices such as boards with
independent external members, professional man-
agers with technical expertise, enhanced pay-for-
performance executive salaries, and improved
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transparency. For example, about half of the largest
national oil companies in the world are publicly
listed in their home countries, on the New York
Stock Exchange, or both, and they follow gover-
nance practices that resemble those of private com-
panies (Musacchio & Lazzarini, 2014).

There are many examples of companies in which
the government is a majority shareholder and there
is significant variation in their performance, com-
pared with other SOEs or with private firms. Such
examples include relatively successful national
champions such as oil giants Gazprom and Rosneft
from Russia, Petrobras from Brazil, and Sinopec
and CNOCC from China. In banking there are the
big four Chinese banks (ICBC, Bank of China, Ag-
ricultural Bank of China, and China Construction
Bank), which over time have had mixed results; the
more stable Russian banks Sberbank and VTB; the
inefficient State Bank of India and Bank Baroda in
India; and the relatively best performer Banco do
Brasil, from Brazil. In telecommunications there
are firms with majority state capital such as Singa-
pore Telecom, Qatar Telecom, Axiata (Malaysia),
and Telnor (Norway); in utilities there are giants
such as Électricité de France and Abu Dhabi Na-
tional Energy Company (United Arab Emirates).

The type where the state is a majority investor
but introduces mechanisms to attract private inves-
tors addresses, at least in principle, many of the
agency, social, and political problems associated
with wholly owned SOEs. For example, the pres-
ence of external, for-profit investors and improved
governance practices should curb the government’s
temptation to use SOEs to pursue social objectives
at the expense of profitability as well as govern-
mental pet projects executed by SOEs for political
gain. This is consistent with empirical evidence
showing that partially privatizing SOEs helps im-
prove performance. Gupta (2005), for instance,
found that listing and selling minority stakes to
private investors increased the performance of
SOEs in India compared to non-listed firms wholly
owned by the state (for a review see Megginson,
2005, pp. 106–107).

However, contingent on the governance and in-
stitutional environment in which SOEs are embed-
ded, agency problems and governmental interfer-
ence may remain as major liabilities of stateness.
Pargendler and colleagues (2013) compared three
national oil companies with varying governance
traits: Mexico’s Pemex (a wholly owned SOE) and
Brazil’s Petrobras and Norway’s Statoil (both listed
SOEs where the state is a majority investor). Al-

though Petrobras and Statoil have outperformed
Pemex in many dimensions, Petrobras has been
relatively more subject to political interference
than Statoil. In 2012, for instance, the Brazilian
government forced Petrobras to keep the price of
gasoline low to control inflation, even though this
pricing policy severely damaged the company’s
cash flow.

Another advantage of the state as majority inves-
tor is that government can partner with the private
sector to undertake projects that the private sector
would typically not pursue alone. When institu-
tional voids are pervasive, especially in capital and
product markets, having the government as a part-
ner to provide capital and coordinate the supply of
crucial inputs can help to develop projects that the
private sector could not fund. Think, for instance,
of the development of the steel industry in Brazil,
where the government partnered with private in-
vestors to create the National Steel Company and
the mining firm Vale. The government coordi-
nated the supply of the main inputs (iron ore) and
the production of intermediary goods (steel), and
created an integrated domestic steel market
(Dean, 1969).

In sum, the majority shareholder model might
mitigate some of the liabilities of stateness by help-
ing governments and private investors to overcome
institutional voids, but will work more successfully
when there is a legal framework protecting the
rights of minority shareholders in such investments
and when there are government capabilities to reg-
ulate such enterprises.

State as a Minority Investor

This type is a more nuanced, hybrid form of
ownership in which privately run firms are sup-
ported by minority state capital in the form of debt
or equity. In this ownership type, management con-
trol is in private hands and, therefore, the problems
identified by the managerial agency, social, and
political perspectives are expected to be relatively
less salient. At the same time, minority state capital
can help support riskier, longer-term private proj-
ects that would otherwise remain unfunded. In
other words, the minority model can activate latent
capabilities at the firm level when there are insti-
tutional voids in capital markets (Inoue et al., 2013;
Rodrik, 1995).

Governments hold and manage their minority
equity investment through several channels, in-
cluding direct stakes in partially privatized firms
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and indirect stakes through state-owned vehicles
such as sovereign wealth funds and pension funds.
For instance, governments in Europe kept minority
equity positions in Deutsche Telecom, France Tele-
com, Telia Sonera (Sweden), ENI (Italy’s national
oil company), GDF (France’s energy giant), Finmec-
canica (Italy’s defense contractor), and Renault.
This grants them the ability to keep tabs on the
management of such firms, most commonly
through their golden shares or using other indirect
forms of political pressure.

In other parts of the world, minority equity posi-
tions are managed by holding companies or asset
management firms controlled by the government.
In India, for example, the Life Insurance Corpora-
tion manages diverse governmental shareholdings,
with around $50 billion invested as of September
2011. In Malaysia, the asset manager Kazana Na-
sional Berhad manages state holdings in more than
70 firms. It is not unusual to have the national
development bank acting as an asset manager. This
is the case in Brazil, where BNDESPAR, the asset
management arm of the development bank BNDES,
holds hundreds of minority investments in domes-
tic firms, and in Korea, where the development
bank KDB holds equity in a handful of firms. In the
Middle East, state-owned holding companies such
as Mubadala in Abu Dhabi and Dubai World in
Dubai hold both majority and minority equity po-
sitions in a large portfolio of firms.

Despite all the advantages of this type of state
capitalism, under certain conditions there might be
room for residual interference by the government
even in cases where the state is a minority investor.
Consistent with the political view, Musacchio and
Lazzarini (2014) argued that residual interference
will likely happen when firms with minority state
equity have rents that can be exploited by the rul-
ing government (e.g., rents from natural resources
or public concessions) and when there is collusion
between minority actors. An example is Brazil’s
Vale, a privatized mining firm. In 2009 Vale suf-
fered from governmental meddling facilitated by a
collusion of state-related actors (BNDES and pen-
sion funds of SOEs) that, together, held more than
60% of the firm’s voting shares.

Firms that have governments as minority share-
holders tend to have tighter budget constraints than
when the government is the sole owner or a major-
ity shareholder. Still, the possibility of credit mis-
allocation and moral hazard because of implicit
bailouts cannot be ignored. This should be partic-
ularly true in the case of firms that are singled out

as national champions (Ades & Di Tella, 1997;
Falck, Gollier, & Woessmann, 2011). Those cham-
pions will likely be seen as “too big to fail” and
therefore receive extended support from govern-
ments. Political connections may also dictate
which firms will receive preferential access (Claes-
sens, Feijen, & Laeven, 2008), and it is possible that
certain firms will seek subsidized capital even in
cases where they are not financially constrained
(Lazzarini, Musacchio, Bandeira-de-Mello, & Mar-
con, 2015). In sum, having the government as a
minority shareholder is a qualitatively different
type of state ownership than when it acts as major-
ity investor. Because the management is under-
taken by the private sector, following private-sector
practices, the agency and social views should be
mitigated, and according to how developed institu-
tions are, residual political intervention could also
be tamed.

State Strategic Involvement

In this model of state intervention, the state acts
as a country-level catalyzer of private entrepreneur-
ship. Although strategic involvement can be in the
form of minority capital—typically through devel-
opment and state-owned banks—the major thrust
of this model is the creation of industrial policies to
foster new firm capabilities. The South Korean
model of development is perhaps the most cele-
brated example of state-led industrialization (Am-
sden, 1989; Rodrik, 1995). It involves private
groups (i.e., the chaebols) supported by a mix of
“horizontal” policies benefiting multiple sectors
(e.g., investments in basic education and science)
complemented by “vertical” (targeted) policies to
stimulate diversification into new activities (e.g.,
subsidies and temporary protection to infant indus-
tries). Similarly, in Chile, new industries such as
fish farming were promoted through the joint effort
of business associations and state-related actors
such as Corfo, Chile’s state-owned development
institution, and Fundación Chile, a semi-public
foundation (Agosin, Larraín, & Grau, 2010).

Consistent with the institution-based view,
Aghion (2011) offered a framework in which poli-
cies reduce the costs to undertake innovation proj-
ects and revamp latent capabilities. The state can
fill in voids directly (e.g., tax breaks for new R&D
activity) or indirectly through the provision of
country- and industry-level resources such as top
universities and specialized research centers
(Lazzarini, 2013). Given the emphasis on private
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entrepreneurship, managerial agency conflicts will
therefore be much less consequential than in the
models where the state is a majority investor. In
addition, although firms are encouraged by the
state to pursue riskier projects with high social
externalities, entrepreneurs will essentially seek to
make a profit given the incentive structure by the
state policies in place (Cimoli, Dosi, Nelson, &
Stiglitz, 2009; Pack & Saggi, 2006).

Nevertheless, this type of state capitalism also
entails risks associated with the liability of state-
ness. In an environment where the state is strategi-
cally involved in business activity, rent-seeking
incumbents will have incentives to request unjus-
tified support and extended protection (Grossman
& Helpman, 1994; Krueger, 1990). Therefore, a key
issue is not only which firms or industries will be
targeted, but also how governments will monitor
and discontinue failed experiments. Rodrik (2004),
for instance, suggested that policies should have
“sunset clauses” creating a credible commitment to
cease support programs if the targeted projects are
found to be unsuccessful.

In light of our proposed typology and the previ-
ously discussed theoretical perspectives, we seek
to move forward the debate on state capitalism
within strategic management and comparative cor-
porate governance. We can no longer look at the
category of “state” as a monolithic ownership type
and assume that all SOEs will always suffer from
the liabilities of stateness (and consequently under-
perform private firms). Instead, as we discuss in the
next section, we need to identify the institutional
conditions that allow different forms of state-
owned enterprises to reach performance levels
comparable to those of private firms.

COUNTRY-LEVEL CONDITIONS AND THE,
NEW VARIETIES OF STATE CAPITALISM

In this section, we examine how each of the four
firm types would perform given different institu-
tional contingencies. In Table 3 we summarize the
conditions under which each form of state owner-
ship may lead SOEs to have a narrower or better
performance gap relative to private firms. That is,
we examine the contingencies that make each va-
riety of state ownership more likely to reduce its
liability of stateness and achieve better perfor-
mance (in our case less performance gap relative to
private firms).

Based on our review of the literature, we propose
three country-level conditions that should influ-
ence the effectiveness of each model of state capi-
talism: voids in production factor markets, voids in
local capital markets, and key government capabil-
ities, each independently affecting the extent and
nature of governmental intervention. As a caveat,
in our analysis we take political decisions as given;
that is, it is not our objective to explain why a given
country opts for a given type of state intervention
while other countries create mechanisms to stimu-
late private entrepreneurship with restrained temp-
tation to follow political objectives.

Voids in Production Factor Markets

In early development stages, countries typically
lack basic infrastructure and valuable country-level
resources such as a trained workforce and comple-
mentary production inputs. For instance, develop-
ing steel mills requires efficient transportation in-
frastructure, ports, and sources of energy as well as
raw materials and production machinery. Although
some inputs can be successfully imported, the

TABLE 3
Contingencies That Will Reduce the Performance Gap Between Each of the New Varieties of State Capitalism and the

Performance of Private Firms

Private firms vs. Wholly owned SOEs
State as majority

investor State as a minority investor State strategic involvement

Country-level conditions
Voids in production

factor markets
Pervasive voids; basic infrastructure

and productive resources missing
High to moderate voids Moderate voids Moderate to low voids

Voids in capital markets High (failure in capital markets is
pervasive)

High to moderate
voids, with
protections for
private minority
shareholders

Moderate voids and protections
for government as minority
shareholder

Moderate to high voids

Key government
capabilities

Technical bureaucracy running
SOEs (restrained patronage)

Checks and balances
against governmental
interference in SOEs

Checks and balances against
residual interference

Technical bureaucracy in
charge of industrial policy
(restrained cronyism)
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country may simply lack local capabilities to struc-
ture complex production chains (Hirschman,
1958). In those conditions, some authors have sug-
gested that a “big push” by the government is war-
ranted (Murphy, Shleifer, & Vishny, 1989; Rosen-
stein-Rodan, 1943). Having the government as a
majority investor may generate the push needed to
get such coordinated projects started. Following
this logic, many authors note that the rapid devel-
opment of many “late industrializers” in Latin
America and South Asia was associated with the
presence of majority-owned SOEs establishing
complementary investments that supplied raw ma-
terials and intermediary goods to the local indus-
tries (Amsden, 1989; Di John, 2009; Jones & Sakong,
1980; Trebat, 1983).

When voids in production factor markets are pro-
gressively mitigated, new entrepreneurs will be-
come more willing to take the risks to revamp ex-
isting activities and engage in new businesses. Yet
at moderate levels of industrial development, pri-
vate firms may be reluctant to “discover” new la-
tent capabilities (Hausmann & Rodrik, 2003). For
instance, firms may foresee an opportunity in in-
formation technology services, but they will find
out whether the opportunity truly exists only if
they invest in that activity and learn. And if they
are successful, they will likely generate positive
externalities to other firms in the form of knowl-
edge spillovers and new market opportunities. In
other words, social benefits may easily surpass the
individual, private gains from entrepreneurship.
This logic suggests that the models where the state
is a minority investor and where the state is a
strategic partner can help spur entrepreneurial ef-
fort to promote new capabilities in moderate stages
of development where the basic production factors
are present but further local upgrading is required
(McDermott, Corredoira, & Kruse, 2009). Even
when there are few local production voids, the state
can act as a strategic partner to promote new in-
vestment in activities that generate high positive
externalities, such as environment-friendly tech-
nology (Mazzucato, 2011).

Voids in Local Capital Markets

We argue that the development of local capital
markets will affect the benefits of state involvement
in business. When capital markets are shallow, not
only will private entrepreneurs have limited access
to capital, but investors will have few mechanisms
to obtain company-level information to monitor en-

trepreneurs (Dyck & Zingales, 2004; Nenova, 2006).
When capital markets are extremely shallow, as
when the local environment faces extreme voids in
factors of production, it will be difficult to attract
private capital to large projects. Hence, wholly
owned SOEs may be required at least in early stages
of development.

When capital markets are moderately developed,
existing private firms may be incentivized with
minority state capital or other forms of state sup-
port, especially when they have opportunities to
revamp latent capabilities, but they are also finan-
cially constrained. For instance, the development
of railway infrastructure in Europe and Latin Amer-
ica in the 19th century relied heavily on partial
government ownership and subsidies to private in-
vestors. That is, governments had to limit the
downside risk of large projects to encourage private
investors to enter into them.

Obviously, the model in which the state is a
minority investor or a strategic partner providing
loans to private firms requires governance practices
that protect minority investors, including the gov-
ernment, against the expropriation of private inves-
tors. For instance, Giannetti and Laeven (2009) and
Inoue and colleagues (2013) found that the positive
effect of minority equity investments by the gov-
ernment on financial performance of private
firms—via pension funds and development banks,
respectively—is reduced when target firms belong
to business groups. This is because firms in busi-
ness groups are less financially constrained or be-
cause state capital can be “tunneled” within pyra-
mids to support failing internal units (Bae, Kang &
Kim, 2002; Bertrand, Mehta, & Mullainathan,
2002). When capital markets become highly devel-
oped, however, the benefits of any form of state
capital will diminish and private ownership will be
more likely observed (Bortolotti, Fantini, & Sinis-
calco, 2004).

The model where the state is a majority investor
is particularly intriguing because it can help solve
capital market failures and incentivize private in-
vestors to partner with the government when voids
in capital markets are high to moderate. Yet this
form of state ownership will require, perhaps par-
adoxically, more sophisticated capital markets and
corporate governance institutions to protect the pri-
vate minority investors who are partnering with the
government. Without a certain level of transpar-
ency, protection for minority shareholders, and
rule of law (e.g., so that minority shareholders can
sue the government and win), investors will be
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reluctant to invest in opaque SOEs that are not
shielded against governmental interference and
expropriation.

When there are high to moderate voids in capital
markets, government majority ownership is more
suitable for starting certain large projects. But as
capital markets develop, private capital should be
easier to deploy, and the performance gap between
SOEs and private firms should widen again. That
is, as capital markets develop, the liability of state-
ness outweighs the benefits of having state capital
financing an enterprise (see Table 3).

Why then are SOEs with government majority
ownership so prevalent even in countries with rel-
atively developed financial markets? A possible
explanation is that in some sectors deemed as “stra-
tegic” (e.g., natural resource industries), govern-
ments may become reluctant to privatize, or they
may face strong public opposition to privatization.
Thus, some SOEs may coexist with private firms
and even benefit from the capitalization and infor-
mation benefits of well-developed capital markets.

Key Government Capabilities

We define government capabilities as the differ-
ential ability that some governments have to devise
policies that promote new resource accumulation,
accompanied by credible mechanisms to monitor
the outcomes of policies that curb dysfunctional
political interference (Honadle, 1981; Lazzarini,
2013). That is, we argue that sophistication of the
government bureaucracy, especially the bureau-
crats and managers in charge of designing and ex-
ecuting the strategic plans of SOEs, will also influ-
ence the size of the performance gap between SOEs
and private firms. For instance, in the case of
wholly owned SOEs, as in other public bureaucra-
cies, a critical condition is the presence of profes-
sional, handpicked managers (Trebat, 1983; Wil-
son, 1989). The success of state-led development
strategies in South Asia is often credited to the
presence of technical bureaucrats and SOE employ-
ees recruited through highly competitive entrance
tests (Amsden, 1989; Wade, 1990; Witt & Red-
ding, 2013).

Such technical bureaucracy is expected not only
to develop distinct competencies over time but also
to insulate SOEs from the pressure of patronage.
Similar logic applies to the model involving state
strategic involvement. Industrial policies must be
selected and monitored by a technical bureaucracy
in charge of policy making: insulated state agencies

that keep a dialogue with the private sector while at
the same time avoiding dysfunctional interference
(Amsden, 1989; Evans, 1995). Otherwise, state pol-
icies will be a vehicle of cronyism, with subsidies
and protection for firms in return for their support
of particular politicians and parties (Haber, 2002;
Krueger, 1990).

In the models where the state is a majority or
minority investor, governments should create an
institutional setting that includes checks and bal-
ances against outright government interference in
SOEs (and against residual interference when the
state has a minority stake). That is, governments
with a more capable bureaucracy and with a better
institutional setting are better equipped to reduce
the liabilities of stateness and the performance gap
vis-à-vis private companies.

In listed SOEs with majority state control and
minority private investment, interference by politi-
cians needs to be restrained both inside the corpo-
ration through improved governance practices and
outside the corporation through independent regu-
lation and legal enforcement. For instance, interfer-
ence in Norway’s Statoil has been curtailed not
only through effective governance but also through
the presence of a strong, independent regulatory
agency, the Norwegian Petroleum Directorate
(NPD), which is packed with technical bureaucrats
(Thurber & Istad, 2010). In their study of European
utilities, Bortolotti, Cambini, and Rondi (2013) con-
firmed that the market value of SOEs is positively
affected by effective regulation. Strong antitrust
regulation guaranteeing a level playing field for
both SOEs and private firms competing in the same
industry can also help. For instance, research finds
that intra-industry competition has a positive effect
on SOE performance (e.g., Bartel & Harrison, 2005).

In the model where the state is a minority inves-
tor, there should also be checks and balances
against residual governmental interference—as
there exists the risk that governments will use in-
direct channels to influence firms. As noted before,
residual interference can occur when there is col-
lusion of state-related actors with minority stakes
or even when private owners strategically align
with the government. Also, through regulatory
power or particular governance features such as
golden shares, governments should be able to per-
suade managers of private firms to follow discre-
tionary social or political objectives. Again, inde-
pendent regulatory bodies and effective governance
practices to avoid collusion will be key to creating
checks and balances against residual interference.
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To be sure, effective regulation should also posi-
tively affect the model of pure private ownership;
privatization without effective regulation can lead
to excessive monopoly rents and even low quality
in important service dimensions (Wallsten, 2001).

CONCLUDING REMARKS

State capitalism in the 21st century challenges
the conventional, polarized view of state versus
private ownership. Many SOEs with majority state
control are now publicly listed, with professional
management and improved governance practices
attracting a host of private investors interested in
rents from natural resources or projects linked with
the state. Many private firms have also funded their
investments with debt or minority equity from
state-related investors. Not less important, states
have also strategically devised policies to create
country- and industry-level resources facilitating
private entrepreneurship. All of these forms are
present around the world, both in rich and poor
countries, and in most cases they coexist. Yet thus
far, scholars have devoted scant attention to how
these new forms of state involvement can affect
governance and firm-level performance.

We do not argue, however, that these new models
have always improved performance. Agency prob-
lems and discretionary political interference, iden-
tified by the early literature on state ownership,
remain important threats to the performance of
SOEs and private firms affected by state policies.
They bring in a liability of stateness. Yet simply
advocating privatization as a “solution” can be im-
material because many governments (and their con-
stituencies) remain reluctant to privatize firms in
nationally strategic sectors. Instead, we contend
that a more useful exercise is to uncover factors that
can explain heterogeneity in the performance of
firms affected by distinct models of state involve-
ment. In this article, we integrate multiple theoret-
ical perspectives and offer a novel institution-based
contingency framework that not only identifies the
major traits of the new models of state capitalism
but also proposes a host of country-level conditions
that should help overcome the liability of stateness
and in doing so narrow the performance gap be-
tween new state capitalism firms and private firms.

Moving forward, a more nuanced examination of
the various models of state capitalism can also have
important practical implications. For instance,
what are the competitive implications of the new
forms of state capitalism? Can private firms suc-

cessfully compete with state-backed national
champions and state-owned multinational corpora-
tions? Private firms will face formidable challenges
to expand when massive governmental support
leads champions to overinvest in their sectors. In
this environment, private firms need not assess
only the extent of governmental interference but
also the channels of state support (such as devel-
opment banks or other sources of state capital).

Our framework also helps inform private inves-
tors in SOEs. When the state is a majority investor,
private funds should understand that political
pressure and the pursuit of a double bottom line
will always be part of the equation. Yet this
does not mean that investors should shy away from
SOEs. These firms often participate in large public
projects and control valuable local resources. In-
stead, investors should monitor trends in institu-
tional conditions that could lead to more or less
intervention. Our framework clearly suggests that
there is much heterogeneity in performance at the
country and firm level, thus creating conditions for
profitable investment in underpriced SOEs embed-
ded in environments where government interfer-
ence is trending downward.

Several questions remain unanswered and invite
further research. For instance, what is the effect of
these new models on other outcomes not discussed
here, such as innovation or projects with high so-
cial impact? Do SOEs always do what government
wants, or do they pursue their own strategies? We
also argued that the vehicles of state involvement
come in various forms and shapes. Beyond state
agencies, governments have variously used public
pension funds, life insurance companies, sovereign
wealth funds, state-owned holding companies, and
so forth. How do those channels work and differ
from each other? We hope that our framework will
help future research to elucidate these and other
questions raised by the recent reinvention of state
capitalism.
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