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Key Finding 
Firms who grow on the basis of  public money need to be aware of strategic trade-offs. 

 
Business Application 
Public money can improve firm performance and prospects, but recipient firms need to retain 
a sufficiently focused scope, market-orientation and reliance on internally developed 
resources. 
 
We live in an era of unprecedented public resource allocations to corporations and economies. 
Following the financial crisis, the influx of public money to rescue entire sectors and large organisations 
amounted to hundreds of billions of dollars. Economists have typically looked upon state subsidies with 
scepticism, arguing that public money distorts market mechanisms and reduces overall welfare by 
perpetuating inefficiencies and crowding out private investment that could enhance innovation. 
Advocates, however, say that public support enhances firm performance by reducing uncertainty and 
helping firms adjust to 
changes in the market such as demand, customer preferences or technological evolution. 
 
In a bid to understand whether public sponsorship hurts or hinders the performance of the firms that 
receive it, we investigated the phenomenon by looking at the French film industry. Examining the entire 
population of firms acting as executive producers of French films made between 1998 and 2008, and 
the profitability (ROI) of their films at the box office, we found that the performance of firms quickly 
increases when sponsorship is received, before reaching a tipping point and receding.  
 
The explanation behind such inverse U-curve relationships, we argue, lies in the impact that public 
sponsorship provides on sponsored firms’ internal resource accumulation and allocation mechanisms. 
Public money creates helpful resource buffers but too much of it can affect the discipline with which 
the recipient firm allocates funds for certain projects, weakening its focus and success. This effect was 
even more pronounced among “generalist” firms whose focus spanned several market segments, as 
opposed to specialist firms focusing on one movie genre. Both effects (upside and downside) were 
also stronger for firms that rely more on externally than internally developed unique and critical 
resources, such as star actors (versus firm-specific creative teams, plots and characters). Finally, both 
effects were attenuated for market-oriented firms that understand and respond to customers’ needs 
and latent preferences. 
 
 
Read more: Jourdan, J., and Kivleniece, I. (2017). Too much of a good thing? The dual effect of public 
sponsorship on organizational performance. Academy of Management Journal, 60(1), 55–77. 
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