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Introduction
Amid intense competition and stringent regulatory oversight, 
vertical integration has become a prominent strategic choice in 
China’s food and beverage (F&B) sector, where firms seek to 
secure supply chain stability, ensure food safety, and maintain 
quality control. Despite its widespread adoption, empirical 
evidence on the performance consequences of vertical integration 
remains inconclusive. While some studies associate vertical 
integration with cost reduction, coordination efficiency others 
emphasise bureaucratic rigidity, reduced flexibility, and potential 
inefficiencies. These conflicting findings suggest that the effects 
of vertical integration are theoretically unresolved rather than 
uniformly positive or negative [1-14].

A key limitation of existing research lies in its focus on outcomes 
rather than mechanisms. Prior studies predominantly examine 
operational or accounting-based performance indicators, offering 
limited insight into how vertical integration translates into capital 
market outcomes such as stock yield. In particular, little attention 
has been paid to firms’ investment behaviour as a potential 
transmission channel linking organisational structure to market 
valuation. This omission is notable, as investment decisions reflect 
both capital allocation efficiency and managerial expectations 
about future growth, factors that are closely scrutinised by 
investors [15-17].

China’s institutional context further complicates this relationship 
[18]. Regulatory fragmentation across regions, uneven enforcement 
of food safety standards, and varying local governance practices 
shape firms’ strategic incentives and constrain market transactions 
[19,20]. In such an environment, vertical integration may primarily 
influence firms’ investment intensity rather than directly improving 
short-term profitability or stock returns [21]. These institutional 
features help explain why prior empirical findings remain 
mixed and underscore the need for mechanism-centred analysis 
in context-specific settings, particularly within China’s highly 
regulated and perishable-goods-oriented F&B industry [22,23].

Against this backdrop, this study examines whether and how 
vertical integration affects stock yield among publicly listed 
Chinese F&B firms. Specifically, it investigates whether vertical 
integration influences firms’ investment behaviour and whether this 
investment factor mediates the relationship between integration 
and stock yield. By focusing on listed firms over a long-time 
horizon, the analysis connects strategic management perspectives 
with asset-pricing insights, offering a more nuanced understanding 
of how organisational choices are translated into investor-relevant 
outcomes.

Research Questions
This study addresses the following interrelated research questions. 
First, does vertical integration affect corporate performance as 
reflected in firms’ investment behaviour? Second, how does 
investment behaviour influence stock yield in China’s listed food 
and beverage firms? Third, does vertical integration exert a direct 
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effect on stock yield? Finally, does investment behaviour mediate 
the relationship between vertical integration and stock yield?

At its core, the study asks whether vertical integration matters for 
stock market performance and, if so, through which mechanism 
this effect operates.

Research Contribution and Significance
This research contributes to the literature in three main respects. 
Theoretically, it refines Transaction Cost Economics and the 
Resource-Based View by demonstrating that vertical integration 
does not automatically generate shareholder value. Instead, its 
financial relevance depends on how integration shapes firms’ 
investment behaviour under specific institutional conditions. By 
identifying investment intensity as a mediating mechanism, the 
study clarifies why integration may improve strategic capacity 
without necessarily yielding immediate stock market rewards.

Second, the study connects strategic management research with 
asset-pricing perspectives by operationalising an investment-based 
performance channel. While prior work has examined investment 
factors largely in developed markets or multi-industry settings, this 
research shows how investment behaviour functions differently in 
an emerging market characterised by regulatory complexity and 
growth-oriented investor expectations [24,25].

Methodologically, the study employs a 15-year panel dataset of 50 
publicly listed Chinese F&B firms (2008-2022), using fixed-effects 
panel regressions and mediation analysis to trace both direct and 
indirect effects. This approach strengthens empirical understanding 
of integration strategies in dynamic emerging-market contexts.

From a managerial perspective, the findings suggest that vertical 
integration can increase investment commitment but does not 
guarantee higher stock yield unless accompanied by disciplined 
and efficient capital allocation [27,28]. Managers should therefore 
balance integration depth with investment flexibility, potentially 
adopting hybrid governance structures that internalise critical 
activities while retaining adaptability through selective outsourcing 
[29].

Literature Review
Background
Amid supply chain volatility, geopolitical risks and regulatory 
shifts, vertical integration, entailing control over multiple value 
chain stages, has regained strategic relevance [29]. Grounded in 
transaction cost economics, the strategy enhances operational 
oversight, secures critical inputs and reduces transaction costs, 
while aligning stakeholder incentives and facilitating specialised 
asset investment [30,31].

Within China’s food and beverage sector, such integration is 
particularly critical given product perishability, stringent regulations 
and traceability demands, factors making quality control and 
logistics coordination prerequisites for market access [32]. While 
it may boost margins and innovation, overextension risks rigidity 
and inefficiency, demanding careful calibration. Notably, recent 
trends highlight hybrid governance models (selective integration 
blended with outsourcing) balancing control and flexibility, with 
ESG pressures framing integration as a sustainable supply chain 
tool [33]. However, while vertical integration has been extensively 
discussed as an operational strategy, far less is known about how 
it shapes firms’ investment behaviour and how this investment 
channel translates into stock market outcomes [34].

Theories
This research draws on several theoretical lenses to clarify how 
vertical integration strategies shape firms’ investment behaviour 
and stock yield. Among these are Transaction Cost Economics and 
Resource-Based View. Each of these theories will be examined 
in the following sections.

Transaction Cost Economics
From a TCE (Transaction Cost Economics) perspective, vertical 
integration primarily matters not because it directly increases 
profitability, but because it reduces investment uncertainty and 
facilitates capital commitment to relationship-specific assets [35-
37]. Especially, such internalization addresses critical market 
imperfections, particularly asset specificity risks that often deter 
relationship-specific investments, as well as reducing information 
asymmetry and contractual uncertainty issues acutely felt in 
sectors like food and beverage. By streamlining coordination via 
unified ownership, internal governance lowers adaptation costs and 
facilitates optimal capital deployment, mitigating market-based 
disincentives to invest. This reasoning underpins the theoretical 
basis for H1 (vertical integration correlates positively with 
investment factors) and H4 (this investment channel mediates 
the integration-stock yield relationship) [39-41].

Resource-Based View
Drawing on Penrose’s (1959) Resource-Based View, vertical 
integration enables firms to recombine previously fragmented 
resources into an integrated asset base, thereby enhancing 
investment capacity rather than directly generating market 
returns. Especially, by reconfiguring fragmented value chain 
assets, consistent with Teece’s (2014) insights, firms develop 
integrated resource bases that generate “excess resources” [42,43]. 
These resources, in turn, foster operational synergies, reduce 
transaction costs, and improve information flows to support 
strategic redeployment.

Particularly in China’s fragmented food and beverage sector, such 
integration converts dispersed inputs into coherent portfolios for 
instance, dairy firms controlling farms and logistics secure supply 
and data, freeing resources for innovation and market expansion 
[44-48]. This consolidated platform strengthens investment 
capability by enabling stable, information-rich operations, critical 
amid regulatory complexity and shifting consumer demands 
[49,50].

In this sense, vertical integration amplifies long-term growth 
potential via resource recombination, which directly supports 
H1 (positive integration-investment link) and the mediating role 
proposed in H4 (investment-driven stock yield effects).

Literature Review on Variables
Stock Yield
Within the realm of corporate finance, stock yield, defined as 
the total return from capital gains and dividends, reflects firm 
performance through market valuation [51,52]. Notably, vertical 
integration is likely to affect stock yield not directly, but by altering 
firms’ exposure to investment-related risk factors, particularly via 
the investment factor in asset-pricing models such as the Fama-
French five-factor framework [53].

This integration tends to heighten sensitivity to the investment 
factor due to capital-intensive asset commitments, which to some 
extent reduces future investment flexibility while boosting asset 
tangibility [30-56]. Concurrently, it recalibrates risk profiles: 
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mitigating supply chain uncertainties (potentially lowering market 
beta) yet amplifying operational leverage and exposure to financial 
distress [57-64].

Especially in dynamic emerging markets like China, empirical 
scrutiny remains limited, few studies examine how integration 
modulates investment factor sensitivity or trace the full pathway 
from integration through corporate performance to realised stock 
yield. This gap underscores the need for focused analysis to quantify 
vertical integration’s financial market effects in institutional contexts 
marked by regulatory volatility and evolving investor expectations.

Relationship between Investment Factor and Stock Yield
In developed markets, the investment factor, a core component 
of asset pricing, generally exhibits an inverse relationship with 
stock returns, with high capital expenditure predicting lower future 
returns [65-67]. Notably, China’s institutional context may invert 
this link policy-driven expansions in state-owned enterprises, 
for instance, signal growth credibility amid economic transition, 
potentially tying higher investment intensity to positive stock 
yields [68-71]. Particularly in China’s food and beverage sector, 
where vertical integration mitigates supply chain vulnerabilities 
and regulatory pressures, existing research overlooks how 
integration mediates the investment factor-stock yield pathway 
[72-73]. This gap is notable, as dynamic emerging markets like 
China lack empirical work tracing the full chain from integration 
through corporate performance to stock returns [74]. This study 
addresses this by quantifying vertical integration’s effects on 
the investment factor and subsequent yields in Chinese food/
beverage firms, advancing relevant theories in institutionally 
volatile emerging contexts. This institutional divergence suggests 
that investment behaviour may serve as a positive signal of growth 
rather than overinvestment in China’s capital markets.

Relationship between Vertical Integration and Investment Factor
Rooted in transaction cost economics, vertical integration 
mitigates market uncertainties in China’s regulated food sector 
by internalizing supply chains, safeguarding relationship-specific 
investments and enhancing control. Notably, it tends to incur 
trade-offs such as bureaucratic inertia, capital rigidity and reduced 
market adaptability, with its impact on corporate performance and 
stock yield remaining ambiguous, demanding nuanced analysis 
of value translation in emerging markets [75-77].

Across academic debates on vertical integration’s implications for 
investment efficiency, two perspectives stand out: transaction cost 
economics frames integration as a means to mitigate transaction 
costs and asset-specific risks, while the resource-based view centres 
on resource bundling to optimize strategic capital allocation. 
Notably, empirical findings are highly context-contingent, positive 
in emerging economies like China’s A-share market non-linear 
when moderate integration fails to generate significant synergies, 
and industry-specific, favouring capital-intensive sectors such as 
automotive yet posing risks in fragmented retail where coordination 
challenges loom. Particularly, prior research overlooks how 
integration specifically affects the investment factor (a metric of 
capital expenditure efficiency) and whether this factor mediates 
the integration-stock yield link. This study addresses this gap by 
testing how vertical integration shapes stock returns through the 
investment factor’s mediation, clarifying the strategic pathway to 
financial performance in emerging markets [78-80].

Conceptual Framework
Building on the above theoretical and empirical review, we specify 
four hypotheses:

H1: Vertical Integration positively influences the Investment 
Factor.
H2: Investment Factor positively influences Stock Yield.
H3: Vertical Integration positively influences Stock Yield.
H4: Investment Factor mediates the relationship between Vertical 
Integration and Stock Yield.

Figure 2.1: Vertical integration strategy adoption Model
Source: Authors’ own creation

Summary
From this review, vertical integration’s strategic rationale, 
transaction cost reduction, supply chain control, is confirmed, yet 
performance outcomes remain inconsistent, yielding operational 
benefits but risking rigidity and overcapitalisation contingent on 
context. Notably, a critical gap emerges: no established mechanism 
links integration to stock yields via investment behaviour (a core 
asset-pricing determinant), particularly in regulated sectors like 
China’s F&B industry. To address this, we propose and test an 
integrated mediation model using longitudinal Chinese F&B data, 
with the following chapter detailing the methodology.

Research Methodology
Research Design
Through quantitative panel data analysis, this study explores 
linkages between vertical integration, corporate performance 
and stock yield, focusing on 50 listed Chinese food and beverage 
firms over 2008-2022 (750 firm-year observations). Notably, we 
incorporate firm and year fixed effects to mitigate unobserved 
time-invariant heterogeneity and common temporal shocks, while 
clustering robust standard errors at the firm level to account for 
heteroscedasticity and serial correlation. 

Data
To meet the research goals, the main data sources used for this 
study are the publicly available financial reports and databases 
of companies in China’s food and beverage sector. 

Data Sources and Sample Selection
Using annual secondary data spanning 2008-2022, this study 
draws primarily on financial information from listed Chinese 
food and beverage firms. Notably, this firm-level core dataset is 
supplemented with macroeconomic and industry data from Wind, 
Guotai Junan Securities, and the National Bureau of Statistics’ 
Input-Output (I-O) Tables. After refining the sample by excluding 
ST/PT, delisted, reclassified firms and observations with missing 
key variables, the final balanced panel comprises 50 firms (750 
firm-year observations). Core corporate performance metrics draw 
directly on firms’ income statements, balance sheets and cash flow 
statements (sourced from Wind/Guotai Junan), while constructing 
the vertical integration index requires integrating these financial 
data with sectoral linkage data from the I-O Tables, matching firms’ 
reported business segments and industry classifications to I-O 
sector categories for accurate upstream-downstream integration 
intensity measurement.
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Time Period 
Over a 15-year longitudinal span (2008-2022), this study deploys 
panel data tailored to the protracted nature of vertical integration 
strategies and China’s food and beverage sector dynamics. Notably, 
vertical integration entails heavy strategic commitments, whose 
operational and financial ramifications usually unfold over a decade 
or more, making the 15-year window critical for exploring strategy 
evolution and firm performance links. Particularly, this period 
captures pivotal regulatory shifts (2009 Food Safety Law and 
amendments) and COVID-19 disruptions, allowing assessments 
of integration efficacy amid institutional and economic volatility. 
Importantly, the extended timeframe bolsters sample robustness 
amid high sector turnover, securing 50 consistently listed firms 
with unbroken data for reliable longitudinal analysis. This design 
underpins rigorous investigations of performance and stock yield 
variations, strengthens findings on integration’s long-term value, 
and aligns with established methodological frameworks for 
industry dynamic studies.

Industry Focus
Amid China’s national economic landscape, the food and beverage 
sector, large, regulation-heavy, and dynamically evolving, holds 
considerable strategic significance. Notably, its structurally 
intricate supply chains, stringent quality-safety regulations, and 
inherent perishability challenges make it a particularly compelling 
setting to examine vertical integration. Against this backdrop, 
firms often adopt such integration to enhance operational control, 
mitigate supply risks, and ensure compliance, bolstering overall 
resilience. To reflect sectoral diversity, this study samples listed 
firms across key subsectors (dairy, non-alcoholic/alcoholic 
beverages), enabling analysis of varied business models [81-83]. 

Variable Definition and Measurement
Stock Yield
Stock yield (SY) is defined as the annual total return to shareholders, 
including capital gains and dividends (Fama & French, 1996):

Where SYit is the stock yield of firm i at year t. Pit is the year-end 
share price of firm i in year t, Pi,t−1 is the previous year-end price, 
and Dit is the cash dividend per share during year t.

Vertical Integration
Vertical integration (VI) is measured using an input-output based 
index following Fan et al. (2017). For each firm, we first compute 
the vertical relatedness Vij between industry i and industry j from 
the national input-output tables. The firm-level vertical integration 
index is then:

Where, Vij represents the variable of the integration relationship 
between two industries, which can be obtained from the Chinese 
input-output table of the National Bureau of Statistics. Vmax 
is the level of vertical integration, with a data range of 0 to 1. 
For example, a company operating in only one industry will be 
assigned a value of 0. and max (Vij, Vji) captures the strongest 
vertical link between any two industries. The index ranges from 
0 (single-segment firm) to 1 (highly integrated across vertically 

related segments). wi is the share of the firm’s sales in industry i. 
n is the number of industries in which the firm operates, the sum 
of the weights divided by n-1 is used to calculate the mechanical 
increase in a company’s sector number. δi,j is an indicator.

Investment Factor
The Investment Factor in this study will be defined as the growth 
rate of total asset. This measure follows the asset-growth concept 
used in the investment factor of Fama and French (2015), capturing 
the firm’s investment intensity in a given year.

All the variables are defined as following table:

Table 3. 1: Operationalized Definition and Source of Data
Variable Symbol Operational 

Definition
Source

Stock Yield SY Annual stock 
return including 
dividends

Wind & Guotai Junan
Fama and French 
(1996)

Vertical 
Integration

VI IO-based vertical 
integration index 
(0–1)

Wind Database, Guotai 
Junan & National 
Bureau of Statistics
Fan et al. (2017)

Investment 
Factor

IF Total asset growth Wind & Guotai Junan
Fama and French 
(2015)

Source(s): Authors’ own creation

Model (Estimation Equation)
To test the hypothesised mediation of the investment factor, we 
estimate the following panel regressions:
(1) IFit = α₀ + α₁ VIit + α2 λi δt+ μit

(2) SYit = β₀ + β₁ IFit + β₂ λi δt + εit

(3) SYit = γ₀ + γ₁ VIit + γ₂ IFit + γ₃ λi δt + νit

Where: α₀, β0, γ₀= the constant term, α₁, α2, β1, β2, γ₁, γ₂, γ₃= the 
parameters for the explanatory variables, IFit = Investment Factor 
of Company i in year t, SYit = Stock Yield of Company i in year t, 
VIit = Vertical Integration of Company i in year t, λi = firm fixed 
effects, δt = year fixed effects,, μit, ϵit, νit = error clustered by firm. 
All models include firm and year fixed effects.
In this study, the mediating effect is tested according to the 
methods of Baron.

Data Quality
To enhance data reliability, we standardise the extraction of 
financial variables based on the unified reporting standards for 
Chinese listed firms and cross-check key items across annual 
reports, Wind and Guotai Junan databases. We screen for outliers, 
address missing values using standard panel-data techniques 
(listwise deletion). While secondary financial data may suffer 
from reporting inconsistencies and survivorship bias, triangulation 
across sources and sensitivity analyses help mitigate these 
concerns.

Summary
Within this chapter, we outline the quantitative panel-data research 
design (data sources, variables, models) for exploring hypothesised 
links, with the next chapter presenting empirical findings.



Citation: Xuxi Xu (2026) Vertical Integration as a Driver of Investment Efficiency: Evidence from China’s Food and Beverage Sector. Journal of Business Research and 
Reports. SRC/JBRR-145. DOI: doi.org/10.47363/JBRR/2026(3)120

J Business Res and Rep, 2026            Volume 3(2): 5-11

Analyses and Findings
This section reports descriptive statistics, baseline fixed-effects 
estimates, and mediation tests examining the relationship between 
vertical integration (VI), investment factor (IF), and stock yield (SY).

Descriptive Statistics and Correlations
The average vertical integration level of every company has been 
calculated due to the complexity involved in considering prior 
years. Vertical integration indices are computed annually for every 
firm over 2008-2022 using input-output tables, for illustration, 
Figure 4.1 plots the distribution:

Figure 4. 1: The average Sample Companies’ Vertical Integration 
Level
Source: Authors’ own creation 

Figure 4.1 presents the distribution of average VI level for 
illustration; VI is constructed for each firm-year in the panel.

Table 4.1: Statistical Characteristics of Variables
Variable Observations Mean Standard 

Deviation
Minimum Maximum

VI 750 0.748 0.070 0.350 0.930

IF 750 2.637 1.161 0.800 5.700

SY 750 0.032 0.012 0.002 0.063

Note(s): VI denotes vertical integration, IF denotes investment 
factor, SY denotes stock yield. * The Unit of CS is RMB 100 
million
Source(s): Authors’ own creation

Table 4.1 reports summary statistics. VI has a mean of 0.748 and 
varies from 0.350 to 0.930, indicating substantial heterogeneity in 
integration intensity. IF exhibits the largest dispersion, consistent 
with cross-firm differences in growth strategies. SY averages 
0.032 with wide variation, suggesting heterogeneous market 
performance across firm-years.

The investment factor (IF) exhibits the largest dispersion (SD = 
1.161), indicating substantial heterogeneity in investment intensity 
across firms. This heterogeneity is consistent with differing growth 
strategies and risk appetites within the sector.

Table 4. 2: Pearson and Spearman correlation matrix on the 
relationships between VI and SY

lnSY lnVI lnIF
lnSY 1.0000
lnVI 0.0432 1.0000
lnIF 0.1230** 0.1466*** 1.0000
VIF 1.04 1.44

Note(s): VI denotes vertical integration, IF denotes investment 
factor, SY denotes stock yield. ***, **, and * denote the level of 
significance at 1%, 5%, and 10%, respectively.
Source(s): Authors’ own creation

The table above indicates that no severe multicollinearity issues 
are present in the model.

Baseline Regression Results
The focus now turns to descriptive statistics. Table 4.3 reports 
descriptive statistics for the key variables.

Table 4.3: Test results of H1, H2 and H3

H1(VI→IF) H2(IF→SY) H3(VI→SY 
Direct)

Coefficients 0 .032 *** 0.114** 0.150
P-value 0.000 0.016 0.426

Number of 
observations

750

Note(s): VI denotes vertical integration, IF denotes investment 
factor, SY denotes stock yield. ***, ** and * denote correlations 
are significant at the 1%, 5% and 10% level, respectively.
Source(s): Authors’ own creation

H1: Vertical Integration has a positive influence on Investment 
Factor
The coefficient on VI in the IF regression is positive and 
highly significant (β = 0.032, p < 0.01), indicating that more 
vertically integrated firms exhibit higher investment intensity. 
Economically, a 10% increase in vertical integration is associated 
with approximately 3.2% higher asset growth, consistent with 
the view that integration requires and induces greater capital 
commitment.

H2: Investment Factor has a positive influence on Stock Yield
The coefficient on IF in the SY regression is positive and significant 
β = 0.114, p < 0.05), indicating that more investing firms exhibit 
higher stock yield. Economically, a 10% increase in investment is 
associated with approximately 11.4% higher stock yield increase, 
consistent with the view that investment brings more benefits on 
stock market. 
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H3:Vertical Integration has a positive influence on Stock Yield
From the regression results, the coefficient for vertical integration 
in relation to stock yield is positive yet statistically non-significant 
(β = 0.015, p > 0.10). Particularly, this result fails to support the 
hypothesis that vertical integration exerts a direct positive effect 
on stock yield.

Mediation Analysis
Table 4.4: Mediating effect of investment factor in the 
relationship between VI and SY (IF)
Estimates Significance testing of indirect effect 

(unstandardised)
Sobel 0.079** 0.038
Monte Carlo 0.080** 0.038
Mediating testing 
method

Baron and Kenny

lnIF:lnVI (X→M) 0.032*** 0.000
lnSY:lnIF (M→Y) 0.115** 0.016
Result Partial Mediation
Mediating testing 
method

Zhao, Lynch & Chen

lnSY:lnVI (X→Y) 0.150 0.426
Monte Carlo test 0.080** 0.038
Result Iindirect-only mediation 

(full mediation)
RIT = (indirect 
effect/total effect)

(0.079 / 0.229) = 0.345

RID = (indirect 
effect/direct effect)

(0.079 / 0.150) = 0.527

Note(s): VI denotes vertical integration, IF denotes investment 
factor, SY denotes stock yield. ***, ** and * denote correlations 
are significant at the 1%, 5% and 10% level, respectively.
Source(s): Authors’ own creation

H4: Investment Factor mediates the relationship between 
Vertical Integration and Stock Yield
The mediation test indicates a statistically significant indirect 
effect of VI on SY through IF (indirect effect = 0.08, p = 0.038). 
Consistent with an “indirect-only” pattern, the direct effect of 
VI on SY becomes statistically insignificant once IF is included, 
suggesting that the market impact of integration operates primarily 
through firms’ investment behaviour.

Robustness and Diagnostics
For panel data analysis robustness, we first rule out cross-sectional 
dependence, establish stationarity and cointegration. Especially, 
cross-sectional dependence justifies clustered standard errors; VIF 
rules out multicollinearity, with details in the Appendix.

Summary
The results support H1 and H2, while H3 is not supported once 
IF is controlled for. Consistent with H4, the mediation analysis 
suggests that vertical integration affects stock yield primarily 
through firms’ investment behaviour.
The test results of the hypotheses and answers to research questions 
and objects are presented below:

Table 4. 13: Test results of hypotheses
No Hypothesis Coefficient Sig. Value Results

1 Vertical Integration 
positively influences the 
Investment Factor.

0.032 0.000 Supported

2 Investment Factor 
positively influences 
Stock Yield.

0.114 0.016 Supported

3 Vertical Integration 
positively influences 
Stock Yield.

0.150 0.426 Not 
Supported

4 Investment Factor 
mediates the relationship 
between Vertical 
Integration and Stock 
Yield.

0.032; 0.115 0.000; 0.016 Supported

Source(s): Authors’ Own creation

Overall, the results indicate that vertical integration significantly 
increases firms’ investment intensity (H1), and that higher 
investment is associated with higher stock yield in China’s listed 
food and beveragse firms (H2). Vertical integration has no direct 
effect on stock yield once investment is accounted for (H3), but 
exerts an indirect effect via the investment factor (H4), consistent 
with our mediation hypothesis.

Discussions and Recommendations
This chapter discusses four hypotheses based on empirical results.

Discussion
Core Findings and Scholarly Contributions
At the core of this study’s findings lies the observation that the 
relationship between vertical integration and stock yield among 
listed Chinese food and beverage (F&B) firms is not direct, but 
rather fully mediated by corporate investment behaviour. Notably, 
vertical integration does enhance firms’ strategic investment 
capacity, supporting H1, and this investment is subsequently 
priced positively by the market, as H2 confirms. Vertical integration 
itself, however, fails to secure an independent premium in stock 
returns, with H3 thus not supported. The significant mediation 
effect (H4 supported) reveals that the primary financial market 
impact of vertical integration is channelled through its role as an 
enabler of credible, long-term capital allocation. This mediation 
framework forms the study’s core theoretical contribution: it shifts 
scholarly focus away from debating the static performance effects 
of vertical integration, towards unpacking the dynamic investment 
pathways through which vertical integration may, or may not, create 
shareholder value in institutionally distinct contexts such as China.

Mechanisms Underpinning Vertical Integration’s Positive 
Impact on Investment
The confirmation of H1 finds its clearest explanation in the 
intersection of transaction cost economics and the resource-based 
view. From a transaction cost economics perspective, vertical 
integration internalises transaction partners in a sector frequently 
plagued by supplier unreliability, common in a sector handling 
perishable goods, and regulatory volatility, alongside high asset 
specificity (for instance, investments in traceability systems or cold 
chain infrastructure) [84,85]. By mitigating these external hazards, 
vertical integration reduces the perceived risk of committing to 
long-term, relationship-specific investments; such investments, 
under arm’s-length contracting, would often be prohibitively risky 
given the potential for supply disruptions or regulatory shifts.
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Complementing this transaction cost economics-driven logic, 
the resource-based view clarifies a second, complementary 
mechanism: vertical integration consolidates control over strategic, 
scarce resources, including organic certification or exclusive 
distribution networks. Securing such resources generates both 
the imperative and the opportunity to invest in complementary 
capabilities, ensuring full exploitation of their value. This creates 
a self-reinforcing cycle: integration protects key resources, which 
in turn justifies further investment to enhance those resources, 
deepening competitive advantage. Particularly in China’s F&B 
sector, where contract enforcement can be weak and market 
fragmentation pronounced the transaction cost economics motive 
of uncertainty reduction and the resource-based view motive of 
resource control converge with particular acuteness, jointly driving 
the strong observed link between vertical integration and elevated 
investment levels [86-88].

Institutional Context Explaining the Positive Pricing of 
Investment in China
The validation of H2, the positive relationship between investment 
and stock yield, offers a notable contrast to findings in developed 
Western markets, where the investment factor often carries a 
negative premium, linked to concerns over overinvestment. 
In China’s growth-centric capital markets, this relationship is 
reversed: strategic investment is interpreted by investors as a 
credible signal of a firm’s commitment to capturing future growth 
in a still-consolidating F&B sector. This signal is amplified by 
sector-specific pressures: stringent food safety regulations (such 
as the 2023 Edible Agricultural Products Regulation) and shifting 
consumer demands for safer, higher-quality products mandate 
continuous investment in research and development and supply 
chain upgrades for firms to survive and expand [89-92].

Consequently, capital allocation in this context is scrutinised 
less as a potential symptom of agency problems, a common 
framing in mature markets, and more as a direct gauge of a firm’s 
adaptive capacity and long-term viability (Zhang, 2025). Investors, 
embedded within China’s broader growth narrative, are primed 
to reward observable investment that signals ambition to capture 
market share and resilience amid regulatory and consumer shifts, 
pricing in anticipated future cash flows from these expansion 
efforts [93,94]. This reflects a market stage where the promise of 
growth through capital deployment often outweighs concerns over 
immediate profitability, thereby explaining the positive pricing of 
the investment factor.

Why Vertical Integration Lacks Direct Effects and Mediation 
Dominates
The combined results for H3 (no direct effect) and H4 (significant 
indirect mediation) converge to form a coherent, critical insight: 
vertical integration is a structural strategy whose financial market 
value is contingent on its execution, not merely its adoption [95]. 
The absence of a direct effect (H3) is theoretically consistent. 
While vertical integration can reduce external transaction costs, 
it simultaneously introduces countervailing pressures: internal 
coordination costs, increased managerial complexity, and asset 
rigidity [29]. For investors, the net effect of these countervailing 
forces on overall firm efficiency and risk profiles remains 
ambiguous. 

Moreover, in China’s F&B sector, a primary driver of vertical 
integration often lies in risk mitigation and regulatory compliance, 
objectives that enhance operational resilience but do not directly 
translate into the revenue growth or margin expansion that 
investors immediately reward. Vertical integration’s influence 

on stock yield is thus not automatic; rather, it is filtered through 
and dependent upon its intermediate outcomes. This is where the 
supported H4 provides the crucial link: vertical integration creates 
the conditions, stable supply chains, controlled critical resources, 
reduced operational uncertainty, that facilitate higher-quality, 
more strategic investment (as H1 confirms). It is this subsequent 
investment behaviour, the reallocation of capital into efficiency 
upgrades, technological advancement, and market expansion, 
that the market directly values (H2). Mediation thus dominates 
because the market prices the tangible output of the integrated 
structure, disciplined, growth-oriented investment, rather than 
the integrated structure itself [29]. This delineation clarifies that 
vertical integration’s contribution to shareholder value is indirect 
and conditional, effectively serving as a strategic enabler whose 
ultimate worth is determined by the quality of the investment 
pathway it unlocks. 

Conclusion
Summary of Research 
Using 2008-2022 panel data from 50 Chinese food and beverage 
firms, this study investigates vertical integration’s impacts on 
corporate performance and stock yield. Drawing on transaction 
cost economics and resource-based view frameworks with panel 
regression and mediation analysis, it tests direct and investment-
mediated effects. Notably, results show integration significantly 
boosts investment intensity, which in turn drives stock yield; the 
indirect channel prevails, with no significant direct effect once 
investment is controlled.

Theoretical Contributions
In terms of theoretical and empirical contributions, this research 
advances transaction cost economics by linking vertical integration 
in China’s F&B sector to investment efficiency, an underexamined 
emerging market outcome. Especially, it extends the resource-
based view by testing a mediation mechanism (from vertical 
integration to investment efficiency to stock yield) that reconciles 
mixed evidence. Particularly, it targets the literature gap by 
validating this pathway to stock yield, clarifying integration’s 
financial impacts in China’s unique F&B context.

Practical Contributions
For stakeholders in the food and beverage sector, these findings 
carry practical implications. Firms should view vertical integration 
not as a guaranteed path to equity appreciation, but as a means 
to secure supply chain stability and, notably, enhance capital 
allocation visibility and efficiency. While integration mitigates 
operational risks like input price volatility, its market valuation 
hinges on disciplined, productive, and well-communicated capital 
investments [30-100]. Managers should instead emphasize 
integration-driven transparent capital deployment regulators, 
meanwhile, need to extend governance frameworks to assess 
underlying investment quality, aiding reliable long-term strategic 
pricing.

Limitations and Future Research
In its focus on vertical integration among Chinese food and 
beverage firms, this study exhibits key limitations that can 
guide future research. Particularly, reliance on a single ratio 
as a proxy overlooks strategic nuances, such as upstream raw 
material sourcing depth or downstream distribution control, a gap 
particularly critical in food and beverage sectors where supply chain 
resilience directly shapes product quality and safety standards. 
Equally, findings are context-specific to China’s regulated and 
fragmented market, a constraint that limits generalizability to 
economies with liberalized regulatory frameworks or consolidated 
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industry structures. Importantly, residual endogeneity remains, 
including potential reverse causality (where firm performance 
drives integration decisions rather than the other way around), a 
factor that demands caution when inferring causal relationships.

Future research could usefully address these gaps by first 
adopting multi-dimensional metrics, for instance, segment-level 
classifications or contractual intensity indices, to capture the 
heterogeneity of integration strategies. It should also analyse longer-
term effects, such as two to three-year stock returns, to distinguish 
short-term cost burdens from enduring strategic benefits. Applying 
quasi-experimental designs leveraging regulatory shocks, like 
the 2023 initial public offering reforms, would further strengthen 
causal identification. Finally, disaggregating samples by ownership 
(SOE versus private enterprises), sub-sectors (processed foods as 
opposed to beverages), and regional institutional development 
could yield targeted strategic insights [110].

Figure Appendix

Figure 1: The Industry Chain of food and beverage industry
Source: Authors’ own creation

Figure 2: Methodology to Ensure Data Reliability and Validity
Source: Authors’ own creation

Prior to estimation, standard panel diagnostics (Pesaran’s 2004 CD 
test, CIPS/PESCADF unit root, Westerlund’s 2007 cointegration) 
were conducted

CSD Test Results

Table 2: Cross sectional dependence (CSD) test results
Variable CD test p-value

lnSY 22.41*** 0.000
lnVI 27.23*** 0.000
lnIF 88.15*** 0.000

Note(s): VI denotes vertical integration, IF denotes investment 
factor, SY denotes stock yield. ***, **, and * denote the level of 
significance at 1%, 5%, and 10%, respectively.
Source(s): Authors’ own creation

Unit root test
Table 3: Panel unit root test results
Cross-sectionally augmented IPS (CIPS) Pesaran (2007)
Variables Level First-difference

Constant Trend and 
constant

Constant Trend and 
constant

lnVI -2.078* -2.445 -3.903*** -4.021***
lnIF -2.021* -2.623* -3.511*** -3.467***
lnSY -1.771 -2.205 -3.961*** -3.869***
Pesaran cross-sectional augmented dickey fuller (PESCADF)
lnVI -1.471 -1.699 -2.796*** -3.167***
lnIF -1.733 -1.888 -3.800*** -3.650***
lnSY -0.831 -1.153 -2.535*** -2.611*

Note(s): VI denotes vertical integration, IF denotes investment 
factor, SY denotes stock yield. ***, **, and * denote the level of 
significance at 1%, 5%, and 10%, respectively.
Source(s): Authors’ own creation

Table 4: Pearson and Spearman correlation matrix on the 
relationships between VI and SY

lnSY lnVI lnIF
lnSY 1.0000
lnVI 0.0432 1.0000
lnIF 0.1230** 0.1466*** 1.0000
VIF 1.04 1.44

Note(s): VI denotes vertical integration, IF denotes investment 
factor, SY denotes stock yield. ***, **, and * denote the level of 
significance at 1%, 5%, and 10%, respectively.
Source(s): Authors’ own creation

Westerlund Panel Cointegration Results
Table 5: Westerlund panel cointegration results

Gt -4.291***
Ga -3.746
Pt -23.967***
Pa -3.709

Notes: ***, ** and * denote significance level at 1%, 5%, and 
10%, respectively. Coefficients for Westerlund test indicates the 
Z-value.
Source(s): Authors’ own creation

Table 6: Slope heterogeneity results
Dependent 
variable: lnSY

Model 1 Model 2 Model 3 Model 4

Delta tilde -2.221** -1.954* -2.151** 2.538**
(0.026) (0.051) (0.031) (0.011)

Delta tilde 
adjusted

-2.770*** -2.438** -2.682*** 3.165***
(0.006) (0.015) (0.007) (0.002)

Note: ***, **, and * denote the level of significance at 1%, 5%, 
and 10%, respectively. ( ) indicates p-value.
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