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ABSTRACT

Althoughlegitimacyhasbeenidentifiedasavitalissueforfirms,existingliteraturesoflegitimacy
forfirmsmainlyfocusononestageintheirlifecycle.Tothisend,thisarticleappliesthetheoryof
cooperatelifecycletoexplorewhattheproperlegitimacythatfirmsshouldobtaintoincreasetheir
performanceattheirdevelopmentstages.Theauthorsdeveloparesearchmodelandrunanempirical
teston496ITfirms.Theresultsshowthatcognitivelegitimacy,normativelegitimacy,andregulative
legitimacyplaydifferentrolesacrossthelifecycleoffirms.Theauthorsalsofindthatproperstrategy
atthethreestagesinfirms’lifecyclecanhelpthemacquireandenhancetheappropriatelegitimacy.
Furthermore, theproper legitimacywillhelp firms improve theirperformance.The findingsare
provedinacasestudyon58.com,aleadingclassifiedsinformationproviderinChina.Thisarticle
makescontributionstomanagementliteraturebyextendingthetheoryoflegitimacyforfirmsand
providingguidelinesforfirmstoobtaintheproperlegitimacyateachstageoftheirlifecycle.
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INTRodUCTIoN

Firms,particularlynewventures,facegreatchallengesfromuncertaintysurrounding,availabilityof
resources,technologicalfeasibility,marketneeds,institutionallegitimacy,andadoptionofinnovations
(Aldrich&Fiol,1994;Carroll&Hannan,2004).Informationtechnologyfirms,particularlythose
focusingonE-business,arefacingmorechallengesintheeraofInternetofThings(IoT)(Li,2013;
Li&Zhou,2013;Li,Xu,&Zhao,2015,2018;Oliverio,2018;Viriyasitavat&Martin,2017;Wang,
Chaudhry,&Li,2016;Xu&Duan,2018;Xu,He,&Li,2014;Xu,2011,2016;Xu,Liang,&Gao,
2008;Xu,Xu,&Li,2018).Existingliteratureshaveattributethesechallengestomanyfactors,such
asadaptingtonewproducts,technologiesorservices,accesstoneededresources,capitalormarkets,
immatureinstitutionalenvironmentsandthelackoflegitimacy(Aldrich&Fiol,1994;Stinchcombe,
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1965).Specifically,StinchcombeandMarch(1965)pointouttheliabilityofnewnessthatfirmshave
toovercomeattheirinitialstage.Asfirmsgrow,theyfacenewchallenges,includingtheanomalies,
miscues,imitationfailures,andinnovations.Externalshocksthreatenthelegitimacyoffirms,even
the most secure ones especially if such misfortunes either arrive in rapid succession or are left
unaddressedforasignificantperiodoftime(Suchman,1995).

Amongmanyresources,legitimacyistheonethatafirmmusttoacquireforsurvival(Zimmerman,
2002).AccordingtoScott(1995),legitimacyis“aconditionreflectingculturalalignment,normative
support,orconsonancewithrelevantrulesorlaws”(p.45).Itisasocialjudgmentofacceptance,
appropriateness,and/ordesirability(DiMaggio&Powell,1991).Scott(1995)categorizeslegitimacy
intocognitivelegitimacy,normativelegitimacyandregulativelegitimacy.Legitimacyisvitalfor
firmstosurviveanddevelop.Properstrategycanhelpfirmsacquireandenhancetheirlegitimacy.
Furthermore,theproperlegitimacywillhelpfirmsimprovetheirperformance.

AccordingtoVandeVenandPoole(1995),firmsevolvethroughapredeterminedsequence
ofstages,namedthelifecyclemodel.Thestagesinalifecycleareviewedasrepresentingalinear
progression,whileeachstageexhibitsdifferentintegralcomplementaritiesamongvariablessuchas
strategy,structure,anddecision-makingmethods(Miller&Friesen,1984).Thetransformationfrom
onestagetoanotheroffirmfrequentlyresultsfromupheaval,suchasacrisisofleadershipduringthe
start-upperiod(VandeVen&Poole,1995).Althoughmostfirmsseekseveraltypesoflegitimacy
simultaneously,differentlegitimationstrategiesareneededateachstage(Suchman,1995).Therefore,
firmsshouldimplementproperlegalizationstrategyandobtaintheproperlegitimacyateachstage.

Legitimacyhasbeenidentifiedasacriticalissuefornewventuresandmaturefirms(Aldrich&
Fiol,1994;Hunt&Aldrich,1996),butpreviousstudiesoflegitimacyforfirmsmainlyfocusonone
stageintheirlifecycle.Accordingly,thispaperappliesthetheoryofcooperatelifecycletoexplore
whattheproperlegitimacythatfirmsshouldobtaintoincreasetheirperformanceattheirdevelopment
stages.Wedeveloparesearchmodelandrunanempiricalteston496ITfirms.Theresultsshow
thatcognitivelegitimacy,normativelegitimacy,andregulativelegitimacyplaydifferentrolesacross
thelifecycleoffirms.Wealsofindthatproperstrategyatthethreestagesinfirms’lifecyclecan
helpthemacquireandenhancetheappropriatelegitimacy.Furthermore,theproperlegitimacywill
helpfirmsimprovetheirperformance.Thefindingsareprovedbyacasestudyon58.com,aleading
classifiedsinformationproviderinChina.Thispapermakescontributionstomanagementliterature
byextendingthetheoryoflegitimacyforfirmsandprovidingguidelinesforfirmstoobtaintheproper
legitimacyateachstageoftheirlifecycle.

LITeRATURe ReVIeW

Legitimacy
Legitimacyhasbeenstudiedinmanagementliteratureforseveraldecades.Manyscholarsdefine
legitimacy from diverse perspective. For example, Suchman (1995) defines legitimacy as “a
generalizedperceptionorassumptionthattheactionsofanentityaredesirable,proper,orappropriate
withinsomesociallyconstructedsystemofnorms,values,beliefs,anddefinitions”(p.574).Later,
ZimmermanandZeitz(2002)definelegitimacyas“arelationshipbetweenthepracticesandutterances
ofanorganizationandthosethatarecontainedwithin,approvedof,andenforcedbythesocialsystem
inwhichtheorganizationexists”(p.416).

Astheacceptanceoftheorganizationbyitsenvironment,legitimacyisvitalforbusinessesto
surviveandtosuccess(Dowling&Pfeffer,1975;Hannan&Freeman,1984;Meyer&Rowan,1977).
Inordertosurvive,businessesneedtodealwithuncertaintysurrounding,availabilityofresources,
technologicalfeasibility,marketneeds,andadoptionofinnovations(Aldrich&Fiol,1994;Carroll&
Hannan,2000).Previousstudiesonorganizationallegitimacyhavebuiltsolidtheoreticalfoundation
forexaminingthesechallenges(D’Aunno,Sutton,&Price,1991;Dowling&Pfeffer,1975;Meyer
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&Scott,1983;Scott,1987;Scott,1995).AsScott(1995)pointsout,legitimacyisnotjustanother
kindofresourcebut“aconditionreflectingculturalalignment,normativesupport,orconsonance
withrelevantrulesorlaws”(p45).

Scholarshavenotagreedwiththecategorizationoflegitimacy.Forinstance,Suchman(1995)
groupslegitimacyintopragmaticlegitimacy,morallegitimacy,andcognitivelegitimacy.Incontrast,
Scott(1995)categorizeslegitimacyintocognitivelegitimacy,normativelegitimacy,andregulative
legitimacy. Cognitive legitimacy is “widely held beliefs and taken-for-granted assumptions that
provideaframeworkforeverydayroutines,aswellasthemorespecialized,explicitandcodified
knowledgeandbeliefsystemspromulgatedbyvariousprofessionalandscientificbodies”(Scott,
1994,p81).Cognitivelegitimacycomesfromadoptingacommonframeofreferenceordefinition
ofthesituation.Cognitivelegitimacyrequirestoadoptanorthodoxstructureoridentityinorderto
relatetoaspecificsituation.Normativelegitimacyisderivedfromthenormsandvaluesofsociety
orfromalevelofthesocietalenvironmentrelevanttothenewventure(Scott,1995).Anormative
conceptionstressesadeepermoralbaseforassessinglegitimacy.Itcountenancesactionsdeparting
from mere legal requirements (Scott, 1995). Regulative legitimacy is derived from regulations,
rules,standards,andexpectationscreatedbygovernments,credentialingassociations,professional
bodies,andevenpowerfulorganizations(Scott,1995).Itascertainswhetheranorganizationislegally
established and whether the organization is acting in accord with relevant laws and regulations
Legitimateorganizationsarethoseestablishedbyandoperatinginaccordancewithrelevantlegal
orquasi-legalrequirements.Normativecontrolsaremuchmorelikelytobeinternalizedthanare
regulativecontrols,andtheincentivesforconformityarehencelikelytoincludeintrinsicaswellas
extrinsicrewards.Suchman(1995)pointsoutthatcognitivelegitimacymayinvolveeitheraffirmative
backingforanorganizationormereacceptanceoftheorganizationasnecessaryorinevitablebased
onsometaken-for-grantedculturalaccount.Thus,itisimportanttonotethatthethreeconceptions
mayleadtovaryingconclusionsregardingthelegitimacyofanorganization.

Although most organizations seek several types of legitimacy simultaneously, different
legitimationstrategiesoperatewithdifferentlogics.Suchman(1995)notesthatfeworganizations
pursueallthreeformsoflegitimacywithequalzeal.Whatlegitimacymeanstobusinessorganizations
isthatitprovidesabasisfordecisionmakingthatisimportantforanybusinessorganizationthroughout
itslifecycle.Thefirstquestionthatanewbusinessfacesmaybewhichlegitimacyistheprimary
one.Giventheimportanceoflegitimacyselectionforbusiness,however,existingliteraturesabout
legitimacyneglectthisissue,particularlywhichlegitimacybusinessesshouldchooseatdifferentstages
oftheirlifecycle.Neitheristhequestionhowbusinessesimprovetheirlegitimacyindifferentstages
answeredbyexistingliteratures.Guidedbynetworktheory,ZimmermanandZeitz(2002)findthat
legitimacycanbeenhancedbystrategicactions,suchasbuildingnetworkwiththelargebusinessthat
aretakenbythenewventure.Inaddition,theyfindthatsuchactionisnotonlyparticularlyimportant
fornewventures,butalsoformaturebusinessestointegrateresources,tomaintainahighlevelof
legitimacy,andtoachievesustainabledevelopment.Theirfindingsareprovedbyotherresearch.For
example,Dacin,Oliver,andRoy(2007)confirmthatstrategicalliancesserveanimportantlegitimating
functionforfirmsandthattheessenceofallianceenterprisesistoraiselegitimacythroughestablishing
relationshipwithalliancemembers.

Inaddition,studiesontherolesthatlegitimacyplaysatdifferentdevelopmentstagesinbusiness
life cycle are not available, either. Existing literatures study legitimacy from the perspective of
institution or resource.But theyneglect the significant role social networking structure plays at
differentstagesoflegitimation.Accordingly,WryandDeephouse(2006)callformoreempirical
studiesonlegitimacy.Therefore,thispaperdevelopsaconceptualframeworkforexploringtherole
oflegitimacyplayingatdifferentphasesofanentrepreneurialprocess.Specifically,thispaperargues
thatdifferentlegitimacyisrequiredatthestagesinabusinesslifecycle.
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Corporate Life Cycles and Legitimacy
Firmsareevolvingentitiesandtheirpathofevolutionisdeterminedbyinternalfactorsandexternal
factors(Dickinson,2011).Firmlifecyclesaredistinctphasesthatresultfromchangesinthesefactors.
Modelsoflifecyclestagesarenotnewintheliteratureoforganizations(Chandler,1962).Scholars
havedevelopeddiverseapproachesforidentifyingthestagesinfirms’lifecycle.Forexample,Miller
andFriesen(1984)proposefivephasesforacorporatelifecycle,includingthebirthphase,thegrowth
phase,thematurephase,therevivalphase,andthedeclinephase.Later,BairdandMeshoulam(1988)
proposesa four-stagemodel,whichconsistsof start-up,emerginggrowth,maturity,and revival.
Regardlessthenameofstagesinacorporatelifecycle,eachstagerepresentscertaincharacteristics
andresourcesthatreflectanorganization’scongruencewithitsbusinessobjectives,includingthe
abilityofmakingadjustmenttotheconditionsintheenvironmentandofestablishingcompetitive
positionvis-à-viscompetitors(Porter,1980).Furthermore,dominantproblems,suchasthoserelated
tolegitimacyandnetworkingissues,arefoundtobecorrelatedwithlifecyclestages(Kazanjian,
1988).Thestagesoflifecyclemodelsareviewedasrepresentingalinearprogression,inwhicheach
stageexhibitsdifferentintegralcomplementaritiesamongvariables,suchasstrategy,structure,and
decision-makingmethods(Miller&Friesen,1984).Legitimacyissuesmightbedifferentatvarious
stagesinabusinesslifecycle.Manylegitimacyproblemsassociatedwithnewventuresappeartostem
fromalackofcustomers’knowledgeandunderstandingofthenewventures.Althoughparticular
concerntoentrepreneurshasbeengiventocognitivelegitimacy(Shepherd&Zacharakis,2003),
somescholars study legitimacyproblems in largeenterprises.For instance,KostovaandZaheer
(1999)examineorganizationallegitimacyinthecontextofmultinationalenterprises(MNE).They
analyzelegitimacyofaMNEasawholeandinparts.Theyexploretheanswersforissuessuchas
internallegitimacyversusexternallegitimacy,aswellaspositiveandnegativelegitimacyspillovers.
Althoughlegitimacyfornewventureshasbeenstudied(Aldrich&Fiol,1994),andlegitimacyhas
beenidentifiedasacriticalissuethatmaturebusinessorganizationsface(Hunt&Aldrich,1996),
studieson the role that legitimacyplaysat the stages inacorporate lifecyclearenotavailable.
Particularly,therolesthateachkindoflegitimacyplaysatthestagesinacorporatelifecycleneeds
tobeexplored.AccordingtoZimmermanandZeitz(2002),legitimacyplaysakeyroleintheprocess
ofunderstandingthecreation,survival,andgrowthofnewventures.Characteristics,resources,and
goalsaredifferentatthestagesofacorporatelifecycle.However,thestrategiesproposedbySuchman
(1995)forovercomingchallengesoflegitimacythresholddonotconsidercorporatelifecycle.Some
relationshipmightexistbetweenlegitimationstrategiesandcorporatelifecycle.Firmsattheirinitial
stagefacethechallengeofhowtoovercometheliabilityofnewness(Freeman,Carroll,&Hannan,
1983;Stinchcombe&March,1965)andgaininglegitimacy(Suchman,1995).Firmsattheirgrowth
stagefacethechallengeofhowtomaintaintheirlegitimacy,whereasfirmsattheirmaturestage
facethechallengeofhowtomaintainandrepairtheirlegitimacy(Suchman,1995).Thereisnoneed
forfirmstoconsiderlegitimacyattheirdeclinestage,becausetheyfacemanyotherseriousissues,
suchasshrinkingmarket,fallingprofits,managementconfusion,staffturnover,andevencloseto
death.EnlightenedbyAldrichandSakano(1998),thispaperdefinescorporatedevelopmentstage
asthetimebeginningatanenterpriseiscreatedandendingwhentheenterprisebecomemature.
Specifically,acorporatelifecycleconsistsofthenewlyestablishedstage,theearlygrowthstage,
andthematurestage.

Firm Performance
Firmperformanceisamultidimensionalconstruct.Therearemanywaystomeasureperformance,
financiallyandstrategically,inpriorresearch(Peng&Luo,2000).Forsmallfirms,performanceis
evaluatedwithsalegrowth,returnonsales(ROS),netprofit,andgrossprofit(Lumpkin&Dess,2001).
Growthmeasuresandfinancialsuccessmeasureshavebeenwidelyusedonsmallfirms(Runyan,
Droge,&Swinney,2008).Particularly,Niehm(2002)andFrazier(2000)developaspecialscaleto
measureperformanceofsmallfirms,namelycomparedtolastyear,comparedtomajorcompetitors,



Journal of Global Information Management
Volume 27 • Issue 4 • October-December 2019

165

andcomparedtoothersimilarfirmsintheindustry.Fornon-smallbusinesses,returnoninvestment
(ROI),Returnonasset(ROA),ReturnonEquity(ROE),Returnonsales(ROS),andmarketshare
have been widely adopted to measure firm performance. Although there has been some debate
aboutusingROAinsteadofROSorROE,theresultsgeneratedbytheseapproachesarethesame
(Markides,1995).Somescholarsarguethatmarketsharecanbebetterregardedasasizevariable
thanaperformancevariable.Oster(1999)pointsthatmarketshareandprofitarehighlycorrelated.

THeoRy deVeLoPMeNT

Research Model
Giventhecategoriesoflegitimacyfacedbyenterprisesandthestagesinabusinesslifecyclediscussed
intheprevioussections,thispaperproposesaresearchmodeldescribingtherelationshipbetween
enterprises’legitimacyandthestagesintheirlifecycleasshowninFigure1.Enterprises’performance
ischosentomeasuretheeffectoftherelationship.

Legitimacy at Newly established Stage
Thenewlyestablishedstageistheperiodwhenanewfirmisattemptingtobecomeaviableentity.
Firmsatthisstageareyounganddominatedbytheirowners.Theyalsohavesimpleandinformal
structures.However,newventuresfailatanalarminglyhighrate.AccordingtoTimmons(1999),
twenty-fourpercentofnewventuresfailwithintheirfirsttwoyears.Thisphenomenonisexplained
byStinchcombeandMarch(1965)withtheterm“theliabilityofnewness”.Thecauseoftheliability
ofnewnessisidentifiedasthelegitimacythreshold(Singh,Tucker,&House,1986;Aldrich&Fiol,
1994).Thelegitimacythresholdisgeneratedbythelackofthebusinessconfidenceandeffective
marketinformationamongnewventures’stakeholders,includingsuppliers,distributors,customers,
employees,andsociety(Singh,Tucker,&House,1986).Firmswithlowbusinessconfidenceandlow
effectivemarketinformationamongtheirstakeholdershavelowpublicawarenessandlowdegrees
ofrecognition(Aldrich&Fiol,1994).Asaresult,theylackcognitivelegitimacy.Rao,Chandy,and
Prabhu(2008)arguethatnewventurescangainlegitimacybycreatingassociationswithestablished
entities.

Fornewventures,survivalistheirprimarygoal.Theymustletcustomersknowtheirproducts
orservices.Becauselegitimacyassociatedwithnewventuresappearstemfromalackofknowledge
andunderstanding(Aldrich&Fiol,1994;Hannan&Carroll,1992), it iseasier fornewventures

Figure 1. Research model
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togetlegitimacyiftheyknowtheirstakeholdersbetter.Inordertoattainlegitimacyattheirnewly
establishedstage,firmsneedtolettheirstakeholdersknowallaspectsaboutthem.Therefore,cognitive
legitimacyisessentialforfirmstosurviveattheirnewlyestablishedstage.Acognitiveviewstresses
thelegitimacythatcomesfromadoptingacommonframeofreferenceordefinitionofthesituation
Whenstakeholdersknowmoreaboutafirm,thefirmhashighercognitivelegitimacy(Scott,1995).
Asaresult,stakeholderstrustthefirmandtheymightprovidemoreresourcesandsupportforthe
firm.Thefirmcanimproveitsoperationandconsumerscanenjoybetterproductsorservicesprovided
bythefirm.Thisleadstothefollowinghypothesis:

Hypothesis 1 (H1):Attheirnewlyestablishedstage,firmshavebetterperformancebyobtaining
cognitivelegitimacythanbyobtainingotherlegitimacies.

Legitimacy at early Growth Stage
Firmsentertheirearlygrowthstageaftertheyestablishedtheirdistinctivecompetences.Atthisstage,
firmsenjoyedtheirinitialproduct-marketsuccess.Firmsbecomelargerscale,aimingforachieving
advantagesviarapidsalesgrowthandaccesstoamassingresources(Miller&Friesen,1984).The
mainchallengeforfirmsishowtoacquireresourcesandhowtodealwithuncertainties.Theirstrategic
goalistogrowfast(Hite&Hesterly,2001).Theyneedtotakeproperstrategiestostabilizeproduction
andproduct(and/orservice)reliability,tomatchdemandincreases,andtomaintaincashflow(Dodge
&Robbins,1992).Therefore,firmsatthisstageneedabundantresourcestoimprovethepaceof
development.However,becausetheyarestillnew,itisdifficultforthemtoobtainnecessaryresources.

Aregulativeviewascertainswhetherafirmislegallyestablishedandwhetheritisactinginaccord
withlawsandregulations.Legitimatefirmsarethosethatareestablishandoperatedinaccordance
withlegalorquasi-legalrequirements.Intransitionaleconomies,governmentsholdastrongcontrol
onscarceresources.Themarketrequiredbyfast-growfirmisusuallycontrolledbygovernments.
Particularly,majorbanksand financial institutionsare state-owned in transitional economies. In
ordertoachievefastgrowth,firmsmustfollowregulationsfromgovernments,banks,andfinancial
institutions.Therefore,firms’regulativestrategyplaysakeyroleattheirearlygrowthstage.Inother
words, firmsmust follow the regulations toensure theiraccess to resources.Furthermore, firms
needtoobtainbusinesslicensesandprobablyfavorablepoliciesandregulationsfromgovernments.
Theyalsoneedtobeconsistentinfollowingregulations.Inthisway,theygetregulativelegitimacy,
whichin turnpromotes theirdevelopment.Firmsbuildrelationshipswithgovernments toobtain
regulativelegitimacyandfurtherachievetheaccesstoresources,increasetheirmarketshares,and
protecttheiroperation(Nee,1992;Khanna&Palepu,1997;Peng,1997;Walder,1995).Thisleads
tothefollowinghypothesis:

Hypothesis 2 (H2):Attheirearlygrowthstage,firmshavebetterperformancebyobtainingregulative
legitimacythanbyobtainingotherlegitimacies.

Legitimacy at Mature Stage
Withastablemarketshareinthemarket,firms’strengthhasbeengreatlyimprovedatmaturestage.
Inaddition,firmshavegainedstrongassetsandmoreadvancedtechnology.Theircorporateculture
andorganizationalstructurebecomestable.Therefore,otherthaneconomicbenefits,firmsbeginto
focusontheirsocialbenefits.Theirstrategicobjectivechangesintopursuingstabilityandsustainable
development.

Existingliteratureshaveproventhatcompetitionamongfirmshasevolvedfromthecompetition
of equipment, funds, and other tangible assets to the competition of intangible assets, such as
knowledge,technology,personnel,management,innovation,andcorporateculture.Firmsatmature
stagealreadyhaveplentyoftangibleassets.Theirgoalswitchestointangibleassets.Amongintangible
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assets,corporatemanagementisextremelyimportantbecauseitcanhelpfirmsrealizetheirpublic
values,socialresponsibilities,gaingoodreputation,improveproductquality,increasebrandvalue,
andimprovequalityofpersonnel.Thus,corporatemanagementisanimportantintangibleassetfor
firmstomaintainstabledevelopmentresources.Moreover,membersoffirmscanultimatelyleadto
theiracquisitionoflegitimacy(Elsbach&Sutton,1992).Furthermore,aclearbusinessphilosophyis
necessaryforfirmstobuildcorporateidentity.Businessphilosophyrepresentsthecorporateculture
andvaluesofafirm.Whenthevaluesofafirmandsocialvaluesareconsensus,itiseasierforthe
firmtoestablishagoodpublic image(Kotter&Heskett,1997).Stressingmoralobligations, the
normativeorientationmaycountenanceactionsdepartingfrom“mere”legalrequirements.Oncea
firmcreatesagoodcorporateimageamongthepublic,itsimagecanhardlybechangedbychanges
in environment, leadership, and staff. This becomes an inexhaustible power for the healthy and
sustainabledevelopmentofafirm.

Firmsatmaturestageshoulddevotetoestablishgoodcorporateimageandenhancetheconsistency
oftheirvalues,socialnorms,andpublicvalues.Inaddition,thesevaluesshouldbetransmittedto
thepublicandimprovethefirm’slegitimacyofnorms.Inthisway,canfirmshaveasustainable
competitiveedge.Thisleadstothefollowinghypothesis:

Hypothesis 3 (H3):Attheirmaturestage,firmshavebetterperformancebyobtainingnormative
legitimacythanbyobtainingotherlegitimacies.

MeTHod

Sample and Procedures
Inordertotestthehypotheses,weconductasurveyfromJanuary1,2014toMarch10,2014on920
ITfirmsin27provincesacrossChina.Respondentsofthesurveyincludemethodtimemanagement
(MTM)members,firmmanagers,andgeneralmanagers.Amongthe920ITfirms,wedropthose
withoutfirmbackgroundinformation,submittingincompletesurveys,andprovidingthesameanswers
forallquestionsinthesurvey.Attheend,wehave496ITfirms.

TheaverageageoftheITfirmsinthesampleis16.29years(SD=19.10years).Intermsofthe
size,10%ofthefirmshavefewerthan10employees.21%ofthefirmshave10-50employees.26%
ofthefirmshave50-200employees.14%ofthefirmshave200-500employees.26%ofthefirms
havemorethan500employees.Regardingindustry,34%ofthefirmsareinmanufacturingindustry.
33%ofthefirmsareinserviceindustry.Intermsofownership,17.5%ofthefirmsarestate-owned.
58%ofthefirmsareprivatelyowned.Therestareforeignjointventurefirms.

Measures
Forallsurveyitems,unlessspecified,afive-pointLikertscaleisapplied(1=stronglydisagree;5
=stronglyagree).

Firm Growth Stages
Inthispaper,wecategorizegrowthstageintonewlyestablishedstage,earlygrowthstage,andmature
stage.AccordingtoZhaoandAram(1995),wedefinedfirmslessthan2yearsoldasstart-upones,
firmsbetween3and8yearsoldasearlygrowthones,andfirmsolderthan8yearsasmatureones.

Legitimacy
Westudy3typesoflegitimacy,namelycognitivelegitimacy,normativelegitimacy,andregulative
legitimacy,inthispaper.MeasurementsforlogomachydevelopedbyAldrichandVonGlinow(1992),
Scott(1995),andSuchman(1995)havebeenwidelyadoptedinexistingliteratures.Theoriginal
measurementscalesarewritteninEnglish.Weselect14itemsintheirscaletomeasurelegitimacyof
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firms.First,wetranslateall14itemsintoChinesebyfollowingthecommonlyusedtranslation-back
translationprocedure(Brislin,1980).Thenwedoapretesttoconfirmtheaccuracyofthetranslation.

Performance
Performanceofnewventuresareusuallymeasuredwithtwoapproaches.Forlistedfirms,theirgrowth
rateofmarketshare,growthrateofemployee,andnetprofitgrowthratecanbefoundintheirreports
(Yu,2013).InChina,becauselistprocedureiscumbersome,itusuallytakesmanyyearsforafirmto
successfullybetradedbypublic.Itishardtofindnewventuresinthelistedpublictradedfirms.Thus,
itisdifficulttoassesstheirperformance(Watson,2007).Becausesalesandprofitofnewventures
aresensitivedata,theyarehardtobegotviasurvey.Giventhesedifficulties,weadoptthescalein
Watson(2007)toassesstheperformanceofnewventures.

Control Variables
Basedonpreviousstudies,wechoosefirmsize(representedbythenumbersofemployees),industry
(manufacturing,service,andother),andownership(SOE,POE,andjointventure)ascontrolvariables
inthisstudy.

ReSULTS

Table1showsdescriptivestatisticsforallvariablesintheresearchmodel.Itliststhemeans,variances
andcorrelationcoefficientsforallvariables.

AsshowninTable1,marketguanxiandgovernmentguanxiarepositivelyrelatedtothethree
kindsoflegitimacies.Cognitivelegitimacyandfirmperformance(r=0.59,p<0.01),regulative
legitimacyandfirmperformance(r=0.59,p<0.01),andnormativelegitimacyandfirmperformance(r
=0.63,p<0.01)areallpositivelycorrelated.Atthesametime,firmsize(r=0.24,p<0.01)and
firmperformancehavesignificantcorrelations.Inaddition,industry(r=-0.05,n.s.)andownership
(r=-0.07,n.s.)havenosignificantcorrelationwithfirmperformance.

Common Method Issues
Giventhatallthevariablescomefromthesamesource,concernofthepotentialcommonmethod
varianceexists.Inordertominimizecommonsourcebias,weapplyseveraltechniques.First,we

Table 1. Descriptive statistics and correlations

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

1 Firmstageb 2.51 0.61

2 Firmsizec 3.24 1.33 0.40**

3 Industryd 1.94 0.81 -0.06 -0.12*

4 Ownershipe 2.11 0.80 -0.12* -0.08 -0.01

5 Marketguanxi 3.61 0.73 0.02 0.12* -0.07 -0.07

6 Governmentguanxi 3.11 0.80 0.00 0.20** -0.06 -0.06 0.36**

7 Cognitivelegitimacy 3.65 0.74 0.10* 0.20** -0.06 -0.07 0.42** 0.28**

8 Regulativelegitimacy 3.77 0.70 0.10* 0.25** 0.00 -0.07 0.35** 0.31** 0.58**

9 Normativelegitimacy 3.53 0.73 0.05 0.18 0.01 -0.01 0.31** 0.28** 0.52** 0.58**

10 Performance 3.35 0.58 0.07 0.24** -0.05 -0.07 0.33** 0.25** 0.59** 0.59** 0.63**

a. N ranges from 472 to 496, *p< .05, **p< .01; b Categorical variable, 1 = Manufacturing firms, 2 = service firms, 3 = others; c Number of employees: 1 = 
1-10, 2 = 11-50, 3 = 50-200, 4 = 200-500, 5 = above 500; d Industry: dummy variable, 1 = manufacturing industry, 2 = service industry, 3 = others; e Owner-
ship: 1 = SOEs, 2 = POEs, 3 = joint ventures
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promisethatallsurveysareconfidential.Inordertoreduceresponders’concerns,forexample,we
provide participants evaluation apprehension and social desirability at the beginning of survey.
Second,weperformpsychologicalseparationbyputtingthesevariablesindifferentpartsandusing
differentinstructions.Thisprocedureiscommonlyusedforminimizingrespondents’perceptionof
directconnectionamongthesevariables(Podsakoff,MacKenzie,Lee,&Podsakoff,2003).Finally,
wecalculatethevarianceexplainedbythemethodfactorandobtainavalueof21.18%,whichisbelow
thecut-offvalueof25%.Thus,commonmethodvarianceisnotanissueinthisstudy.

Whentestinghypotheses,weexaminewhichtypeoflegitimacygeneratesabetterperformance
atdifferentstagesfirst.H1,H2,andH3predictthatcognitivelegitimacy,regulativelegitimacy,and
normativelegitimacygenerateabetterperformanceatfirms’startupstage,earlygrowthstage,and
maturestage,respectively.WeusethreemodelslistedinTable2totestH1,H2,andH3.

In model 1, we can see that for start-up firms, cognitive legitimacy generates the highest
performance(b=0.45,p<0.01).Performancegeneratedbynormativelegitimacyisinthemiddle
(b=0.24,p<0.1).Regulativelegitimacygeneratesthelowestperformance(b=0.04,p<0.01).
Furthermore,model1issignificant(R2=0.64,F=6.22,p<0.01).Thus,H1isstronglysupported.

InModel2,wecanseethatforfirmsatearlygrowthstage,regulativelegitimacygeneratesthe
highestperformance(b=0.32,p<0.001).Performancegeneratedbycognitivelegitimacyisinthe
middle(b=0.15,p<0.01).Normativelegitimacygeneratesthelowestperformance(b=0.11,p
<0.05).Inaddition,model2issignificant(R2=0.57,F=34.22,p<0.01).Thus,H2isstrongly
supported.

Table 2. Results of regression between legitimacy and performance

Variables Model 1 Model 2 Model 3

Constant 0.86 1.17*** 1.11***

(0.56) (0.22) (0.19)

Firmsize 0.04 0.05* 0.02

(0.06) (0.02) (0.02)

Industry 0.09 -0.03 -0.04

(0.12) (0.04) (0.03)

Ownership -0.11 -0.03 -0.02

(0.09) (0.04) (0.03)

Cognitivelegitimacy 0.45** 0.15** 0.19***

(0.14) (0.05) (0.04)

Regulationlegitimacy 0.04 0.32*** -0.01

(0.19) (0.05) (0.05)

Normativelegitimacy 0.24† 0.11* 0.46***

(0.13) (0.05) (0.04)

R2 0.64 0.57 0.55

AdjustedR2 0.54 0.55 0.54

F 6.22** 34.22*** 52.12***

N 28.00 163.00 259.00

Notes: † p< 0.1, *p< 0.05, **p< 0.01, ***p< 0.001
Standard error estimates are reported in parentheses.
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InModel3,wecanseethatforfirmsatmaturestage,normativelegitimacy(b=0.46,p<0.001)
andcognitivelegitimacy(b=0.19,p<0.001)generatethesamelevelofperformance.Regulative
legitimacygeneratesalowerlevelofperformance(b=-0.01,n.s.).Moreover,model3issignificant
(R2=0.55,F=52.12,p<0.01).Thus,H3ispartlysupported.

These results indicate that in order to improve performance, firms should obtain different
legitimaciesatthethreestagesintheirlifecycle.Particularly,atthenewlyestablishedstagetheyshould
focusonobtainingcognitivelegitimacy.Attheearlygrowthstage,theyshouldfocusonobtaining
regulativelegitimacy.Atthematurestage,theyshouldfocusonobtainingcognitivelegitimacyand
normativelegitimacy.

A CASe STUdy oN 58.CoM

FoundedonDecember12,2005,58.comisfor-profitversionofCraigslistinChina.Thecompany
58.comoperatesthelargestclassifiedsadvertisementwebsiteservinglocalmerchantsandconsumers
inChina.Thewebsitewww.58.comandmobileapplicationsenablelocalmerchantsandconsumersto
connectwithothers,shareinformation,andconductbusiness.Atpresent,58.com’sonlinemarketplace
containsavastamountofcredibleandup-to-datelocalinformationinapproximately380citiesin
China,acrossdiversecontentcategories,includinghousing,jobs,usedgoods,autos,pets,tickets,
yellowpages,andotherlocalservices(58.com,2018a).

AsoneoftheearliestonlineinformationplatformsinChina,58.comexperienceddifficulties
fromtheverybeginning.Atthenewlyestablishedstagebackin2005,fewpeopleknewhowtoget
informationfromtheInternetinChina.Peopletendtotrustinformationprovidedbytraditionalmedia.
ManypeoplethoughtthatmostinformationontheInternetwasfake.Thus,theyrefusetogetclassified
informationbyvisitingwww.58.comto.Inordertogainpeople’strust,58.cominvitedcelebritiesto
endorsetheirserviceinTVcommercials.Furthermore,itactivelygotinvolvedinpubliceventsand
wastitledtheTop50FirmsAttractingInvestmentMostinOctober2006.ItsCEOwontheaward
ofInternetInnovationIndividualin2006inChina.Inthisway,58.comwasacceptedbythepublic
gradually.Itobtainedcognitivelegitimacyandbegantogrowfast(58.com,2018a).

Attheearlygrowthstage,58.comworkedcloselywiththelocalgovernment.In2010,58.comwon
theawardTop30InnovationFirmsinBeijing.In2014,58.compurchased450,000m2officespace
fromalocalcompanyBeijingElectricCityInvestmentLtd.Inthisway,58.combuildsgoodrapport
withlocalgovernmentandgainsregulativelegitimacy.Once58.comobtainsregulativelegitimacy,
itachieveseasyaccesstoresourcesandexpandsquickly.OnOctober31,2013,58.comwentpublic
ontheNewYorkStockExchange.Thenumberofitsemployeesgrowsfromover5,000in2013to
about10,000in2014(58.com,2018b).

Atthematurestage,58.comexploresopportunitiestocorporatewithmainplayersintheIT
industry.Itfocusesonbuildingcorporatesocialresponsibilityandaimstobecomealeadingfirm
ininformationtechnologyindustry.InJune2014,58.comgottheinvestmentof736millionU.S.
dollarsfromTencent,oneofthemajorITcompaniesinChina.ByMarch2016,58.comhadconnected
10,000,000localmerchantsand400,000,000consumersin400citiesacrossChina(Zhang,2016).In
2018,58.combegantoexploreoverseamarket.Bytakingthesemeasures,58.comaimsforobtaining
andincreasingnormativelegitimacyandcognitivelegitimacy.

Regardingtheperformanceacrossthestagesin58.com’slifecycle,theassetsof58.comrosefrom
56millionU.S.dollarsin2012to4billionU.S.dollarsin2016.Theprofitrosefrom87millionU.S.
dollarsin2012to1.1422billionU.S.dollarsin2016(Futunn,2018).Theimprovementof58.com’s
performanceproves that 58.comhas adopted effective strategies at their development stages for
obtainingtheproperlegitimacy.
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CoNCLUSIoN

Themaincontributionofthispaperisthatweapplythetheoryofcooperatelifecycletoexplorewhat
theproperlegitimacythatfirmsshouldobtaintoincreasetheirperformanceattheirdevelopment
stages.Previousstudiesoflegitimacyforfirmsmainlyfocusononestageintheirlifecycle,such
asnewventuresorlargematurefirms.Thisstudyexpandsthescopeoflegitimacyresearchtothe
wholelifecycleoffirms.Particularly,wefindthatcognitivelegitimacy,normativelegitimacy,and
regulativelegitimacyplaydifferentrolesacrossthelifecycleoffirms.Legitimacyisvitalforfirms
tosurviveanddevelop.Properstrategyatthethreestagesinfirms’lifecyclecanhelpthemacquire
andenhancetheappropriatelegitimacy.Furthermore,theproperlegitimacywillhelpfirmsimprove
theirperformance.Thefindingshavebeenprovedbyacasestudyon58.com.Thispapernotonly
extendsthetheoryoflegitimacyforfirms,butalsoprovidesthedirectionformanagerstoacquire
theproperlegitimacythatfitsthedevelopmentstageoftheirfirmsandishelpfulforachievingfast
andsustainabledevelopment.

LIMITATIoN ANd FUTURe ReSeARCH

Althoughthefindingsinthisstudyextendsthetheoryoflegitimacyforfirmsandprovidesmanagers
practicalguidelines,ithasthefollowinglimitations.

First,thepaperstudiestherelationshipbetweenlegitimacyandfirms’performanceatthethree
stagesintheirlifecycle.Besidesdevelopmentstage,manyotherfactorsimpactfirms’performance,
suchasthenatureofbusiness.Thispaperdoesnottakethesefactorsintoaccount.Futureresearch
shouldverifythefindingsinthispaperbyconsiderthesefactorsaswellasothervariables,including
firms’ownership,size,andtheirindustries.Particularly,futureresearchshouldexploretherolethat
guanxiplaysintheprocessfirmsobtaininglegitimacy.

Second,thereisonlyonedependentvariableinthisresearch.Thisreducestheaccuracyofdata
andlowersthereliabilityofthisstudy.Futureresearchshouldapplythecommonmethodbysetting
moredependentvariablestoverifythefindingsinthispaper.

Third,datainthisstudyiscollectedviaparticipants’answers.Thedifferencebetweenparticipants’
subjectiveperceptionandactualsituationmightcauseerrorinthisstudy.Futurestudyshoulddevelop
newapproachesandcollectobjectivedatatoverifythefindingsinthispaper.
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