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Abstract 

Under the trend of globalization, a rapidly rising number of companies seek opportunities to 

connect with global capital market and list on international stock exchanges. In pursuit of the 

‘Bring in’ strategy proposed by President Jiang in 1997, the connection of Chinese companies 

with global capital market has become more and more closer. Up to 2017, there are more than 

1000 Chinese companies listing on 15 main stock exchanges in six foreign countries. IPO is a 

financing strategy decision requiring a company to be engaged in long-term transition from a 

private- to public-hold company. However, there has been limited literature attending to issues 

how overseas IPO location choices impact the performance of Chinese companies afterwards. 

Using CSMAR® Overseas Listed Company Database, this paper tries to fill in this gap by 

answering the following questions: Whether culture difference and institution distance between 

China and host countries have impact on company performance after overseas IPO? If the 

impact exists, in what ways do culture difference and institution distance influence company 

performance? Based on the significant regression results, we argued that culture difference and 

institution distance between China and host countries are two factors related to the post-IPO 

operating performance measured by return on assets and return on equity. This paper closes 

with implication on how companies and Chinese government deal with these impacts. 
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1. Introduction 

Under the trend of globalization, a rapidly rising number of companies seek opportunities to 

connect with global capital market. Because of the growing visibility and size of global stock 

market, research into its nature has aroused much attention. With the deepening of financial 

market globalization in terms of gross capital flow, degree of co-movement of return ratio and 

stock of foreign assets and liabilities, the future impact of global stock market activities will 

increase (Claessens S. & Schmukler S.L., 2007). Economic geographers have provided stock 

market activities with new analytical perspectives from economic, political, social and culture 

contexts, unpacking the spatiality of international finance (Barnes T.J. & Sheppard E., 2000).  

 

In terms of stock market activity, it is the most common for company to list in its domestic 

stock exchange. However, a recent trend is that more companies may choose to bypass or 

supplement their domestic listing by public issuing on a foreign stock market. Wójcik D. & 

Burger C. (2010) define this process of overseas listing as ‘the listing and trading of corporate 

shares on stock markets outside of the home country of the issuer.’ As capital markets and 

economies become increasingly integrated, the number of companies seeking to raise capital 

on overseas exchanges has risen rapidly (Ernst, 2012).  

 

With non-SOE Chinese companies experiencing limited access to cheap domestic capital, 

seeking overseas capital becomes a viable alternative with possibilities for industrial upgrading, 

economic development and innovation. Moreover, the firms can enhance corporate governance, 

cultivate their reputation, raise prestige and utilize external knowledge, thus potentially 

strengthening their product competitiveness in the marketplace (Pan, F. & Brooker D., 2013). 

Thus, in pursuit of the ‘Bring in’ strategy proposed by President Jiang in 1997, the connection 

of Chinese firms to global capital market become more and more closer. Up to 2017, there are 

more than 1000 Chinese companies listing on 15 main stock markets in six foreign countries 

(Germany, Hong Kong, Japan, Singapore, UK and USA).  

 

Despite the rapid growth of Chinese firms listing overseas, there has been limited literature 
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attending to issues how overseas IPO location choices impact the performance of Chinese 

companies afterwards. Some previous research emphasized the determinants of location choice 

based on Chinese companies’ preferences (Pan, F. & Brooker D., 2013), but those determinants 

lack the consideration of the overseas IPO results following-up and monitoring. Although some 

studies considered the difference between host country and China in companies’ performance 

after launching overseas activities, they mainly focused on activity of merge and acquisition 

(Pan C., Xiang D.J., Shen M., 2016). What’s more, China is usually neglected in the 

international studies on how national differences effect company post-IPO performance. Thus, 

this paper tries to fill in this gap by answering the following two questions: 

1. Whether culture difference and institution distance between China and host countries have 

impact on company performance after overseas IPO? 

2. If the impact exists, in what ways do culture difference and institution distance influence 

company performance? 

Based on the significant regression results, we argued that culture difference and institution 

distance between China and host countries are two factors related to the companies’ afterwards 

operating performance measured by return on assets and return on equity. They can influence 

performance both directly and through corporate governance. 

 

The study is based on the following structure. Chapter 2 provides an overview of overseas 

listing and review on the ways of culture difference and institution distance influencing 

company performance after overseas IPO. Chapter 3 states the hypotheses drawn from theory 

development. Chapter 4 depicts the source and description of data, measurement of variables 

and the establishment of regression models. Chapter 5 is the analytical part of the paper, 

examining hypotheses via the models with discussion of the findings stated in the last. The final 

section provides implication for companies and Chinese government and limitation of the study, 

followed by the conclusion. 
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2. Literature review 

2.1 overview of overseas listings 

2.1.1 Global trends in overseas listing activity 

While Chinese firms’ overseas listing occurs relatively recently, the phenomenon of overseas 

and cross-listing has a long history dating back to the 17th and 18th centuries (Braithwaite, J., 

& Drahos, P., 2000). Overseas listing follows economic cycle and is reflective of macro-

economic trends. Evidence shows that, during periods of economic prosperity, it is more likely 

for the process of overseas and cross-listing because it is easier to raise funds from potential 

investors (Pagano M. et al., 2001; Edison H.J. & Warnock F.E., 2008). In the past fifteen years, 

two important trends lead to the spread in the geography of overseas listing. Since 2000 there 

has been a rapid growth in the number of host countries. Besides already well-established 

markets like New York, London and Hong Kong, smaller and emerging markets like Argentina, 

Finland, Israel, Mexico, Poland, Portugal, Taiwan, and the United Arab Emirates also follow 

the trend (Sarkissian S. & Schill M., 2011). The other trend is the expansion in the number of 

companies from emerging economies seeking to list overseas. Due to the growing number of 

firms from BRIC (Brazil, Russia, India and China) which try to raise funds overseas, more 

scholars turned to study the emerging economies (Wójcik D. & Burger D., 2010; Zhang C. & 

King T., 2010; Karolyi G., 2004; Karmel R., 2006). As more countries liberalize their markets, 

the needs of governments and companies to locate new sources of capital will continue to be 

met. 

 

2.1.2 Motivation of overseas listings 

Simply put, the motivation of listing overseas can be stock prices increase and the cost of capital 

reduction. A great number of studies have tested the validity of this assertions about the benefits 

of overseas and cross-listing (Switzter L., 1986; Torabzadeh K. et al., 1992; Karolyi G., 1998; 

Foerster S. & Karolyi G., 2000). However, motivations of overseas listing cannot be explained 

simply as a search for additional capital sources in another part of the world. As Coffee J. (2002) 

argued, investor protection has become a strong motivation whereby the stringent legal 

standards have attracted, rather than repel, issuers. By committing to enhanced levels of 
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disclosure in major exchanges, companies could become more reliable and credible for 

potential investors, and this will further increase firm earnings in the long run. In addition, to 

raise the international visibility of the company can be another motivation of listing overseas. 

Baker H. et al. (2002) asserted that the greatest visibility can be obtained by listing on the New 

York Stock Exchange or the London Stock Exchange. Along with enhanced reputation with 

suppliers, employees, and customers, raising visibility may strengthen the competitive position 

in the industry. It is often the case for corporations from emerging countries seeking to list 

overseas to be more motivated by other potential benefits such as corporate governance rules, 

expansion by mergers and acquisitions, and greater product market visibility and reputation 

than raising extra funds (Halling M. et al., 2007). 

 

2.2 Culture 

2.2.1 Overview of business-related national culture approach 

Culture has been defined in numbers of different ways. For capability of measurement, 

Hofstede G. (1980) defined culture as the collective programing of the mind which 

distinguishes members of one human group from another. The differences and similarities 

between different cultures have long historical roots and these differences result in different 

work-related values (Hofstede G., 1980). Four dimensions of culture were later proposed to 

explain differences in ways of structuring organizations, motivations of people within 

organizations and issues by organizations faced within society. The dimensions are power 

distance (PDI), uncertainty avoidance (UAI), individualism versus collectivism (IDV) and 

masculinity versus femininity (MAS). Power distance index explains the dependence of 

employees on hierarchical superiors, while individualism index explains the dependence on 

organization. Uncertainty avoidance illustrates the anxiety of uncertainty caused by doing away 

from rules. Masculinity indicates the differences in sexual perspective towards socialization. 

Within these four dimensions, the organizations serve two functions — distribution of power 

and control of uncertainty through policies and forms. How organizations are functioning these 

two dimensions is embedded in the national culture (Hofstede G., 1983). These culture 

differences can be used as guidance of studying international and cross-cultural business issues 
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(Hofstede G., 1983).  

 

With the unexpected rapid economic growth of East Asia from 1965 to 1985, culture underlying 

good Asian management behavior aroused western scholars’ attention. Compared to Western 

individualist culture, most Asian collectivist cultures, represented by China, were found very 

face-conscious. In order to maintain harmony and avoid face-loss, truth can be partly hidden 

(Hofstede G., 1984). This indicates that regarding to information disclosure, administration 

level of Chinese corporations may not be as open and direct as other Western one. Through 

study of IBM in 53 different cultures, it was revealed that the former four dimensions were 

unable to explain this rapid growth and new factors were suggested to be considered. The 

teaching of Confucianism developed in China was seen underlying the culture difference of 

East Asia and thus the fifth dimension “Confucian Dynamism” was included (Hofstede G. & 

Bond M., 1988). The name was later changed to “long- versus short-term orientation” (LTO). 

It describes to what extent virtuous living is a goal (Hofstede G., 2001).  

 

Since management is man-made, management has social side and national culture is deeply 

embedded in the nature of management skills of local companies. Weimer J. (1995) indicated 

the set of financial goals is not culture-free. Hofstede G. (1993) suggests that national culture 

can be easily passed on to corporate culture through management. Since the culture embedded 

in meaning and process of management develops through long history and may mean many 

things, theories of management of one country cannot be simply applied to another culture.  

 

Besides Hofstede’s five-dimension framework, there are other dimension models of culture. 

One is Hampden-Turner’s seven value orientations. After 10-year research of managers around 

40 counties, Trompenaars & Hampden-Turner (1998) proposed a seven-dimension framework, 

including universalism versus particularism, individualism versus communitarianism, specific 

versus diffuse, neutral versus emotional, achievement versus ascription, sequential time versus 

synchronous time and internal direction versus outer direction. Another one is Schwartz’s 

cultural value dimensions. After validating with data from 49 countries, Schwartz S. (1999) 
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built a seven-type value framework, consisting of Conservatism versus Intellectual and 

affective autonomy, hierarchy versus egalitarianism and Mastery versus Harmony. These two 

models both show significant correlation with Hofstede’s five-dimensional models (Hofstede 

G., 2001; Schwartz S. & Ros M., 1995; Smith B. et al, 2002).  

 

Although Hofstede’s culture framework has been widely used, it also received much criticism. 

Some argued that the framework led to unjustified generalization of national culture and 

ignored sub-cultures (McSweeney B., 2002), while some criticized that the five dimensions 

failed to cover the complexity of culture (Harvey F., 1997). Overall, the main problem with his 

framework is that he holds on a static vision which doesn’t meet the dynamic characteristic of 

culture. However, due to this static vision, this framework is still useful in comparison of actual 

behavior (Eckhardt G., 2002). It is also suggested that although the framework may not be 

conclusive, there are some dimensions that can be used to explain the relationship between 

culture and corporate governance (Chan A. & Cheung H., 2008). 

 

Against the static vision of culture indicated by the upper three frameworks, Hong Y. et al (2000) 

proposed a dynamic constructivist approach to culture. This research shed lights on bicultural 

individuals and argued that the conception in former frameworks of culture which indicated 

individual behavior was affected by own national culture leave little room for a second 

internalized culture within an individual’s psychology. Fang T. (2012) proposed a Yin Yang 

perspective of culture, from which culture possesses inherently paradoxical value orientations 

and culture changes over time. This perspective is in support of the concept of cultural dynamic 

constructivist approach (Hong Y. et al., 2000) and its central idea that ‘all individuals are 

capable of representing multiple cultures in their minds and switching between representations 

of cultures’ (Hong Y. et al., 2007). 

 

2.2.2 The impact of culture on corporate governance 

Culture are also useful in explanation of different national system of corporate governance.  

La Portal et al (1998) provided a law approach to study corporate governance. While Licht A. 
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et al (2005) stated that culture ideology can influence the choice of corporate law. Semenov R. 

(2000) showed the culture scores explain the differences in national system of corporate 

governance better than other economic factors. Chan A. & Cheung H. (2008) presented that 

although length of capital market history has positive correlation with wellness of national 

corporate governance development, culture has better explanation power. Sison A. (2000) 

found evidence of national cultural impact on Spanish regulations of corporate governance, 

particularly of the Boards. Through the study of Olivencia report which served as guidance of 

Spanish corporate governance issues, it is found different understandings of loyalty, due 

diligence and transparency than other European countries. 

 

As part of corporate governance, main ownership type of the companies varies among countries. 

To link with Hofstede’s culture framework, a country with higher individualism index and 

lower power distance index tends to have domestic corporations with more dispersed ownership. 

Cooperatives occur more in country with lower masculinity index (Hofstede G., 2004). 

Accordingly, the goals of leadership, which is related to corporate governance, varies. In 

countries with higher power distance index, business leaders are perceived to focus more on 

power, honor and family interests, but to be less concerned with staying within the law. In such 

countries, leaders take more advantage of informal institutions. In countries scoring higher on 

the long-term orientation index, the balance between the short-term and long-term profits was 

in favor of the latter; in long-term oriented cultures this year’s profits were rated less important 

(Hofstede G., 2004). 

 

Besides, information disclosure behavior can also be interpreted by culture. Zarzeski M. (1996) 

researched into the impact of culture underlying accounting disclosure behavior. Behaviors of 

local companies and international corporations are researched separately. For both local and 

international companies, ones whose culture of origin shows lower level of secrecy, which is 

correlated with more individualism, more masculinity and less uncertainty avoidance, 

demonstrate higher level of information disclosure. However, a common higher level of 

transparency is found among international companies than local ones due to global market 
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resource forces. The more dependent the international company is on global market, the less 

impact original culture will have and the higher accounting disclosure it will present. 

Velayutham S. et al (2004) studied accountability from another perspective. It is examined how 

two opposite emotion states of shame and guilt influence accountability, which is the main 

objective of financial reporting. A guilt-prone person is more willing to be ready to explain and 

expose unexpected behavior, while a shame-prone person is more likely to hide and prevent. 

Thus, it is argued that accountability which is related to transparency and information disclosure 

is a practice that related to these two-emotion state. They indicated emotional experience which 

contains self, like shame and guilt, is likely to be culturally sensitive. Based on former research 

linking with Hofstede’s four-dimension culture model, they stated that typical shame 

experiences are common in culture of large power distance, high uncertainty avoidance and 

collectivism, while typical guilt experience are common in the opposite type of culture. In all, 

it is concluded that guilt-prone countries prefer accounting framework with professionalism 

and transparency, while shame-prone ones (common in Asia) prefer framework with statutory 

control and secrecy. 

 

From the perspective of investor’s protection, Licht A. et al (2005) advances a new framework 

for investigating in what ways the law on the books reflects cultural values. With the insights 

that the change of laws doesn’t guarantee improvement in corporate governance, the research 

threw doubt on the alleged general supremacy of statutes in common law countries claimed by 

La Portal et al (1997). The research revealed the correlations between culture scores and indices 

of shareholder voting rights and of creditor rights. It is suggested that a national culture with 

high individualism index and low uncertainty avoidance index prefers using litigation to deal 

with economic conflicts. This correlation holds regardless of other economic characteristics of 

countries. Moreover, these associations are not due to a reverse causal impact of legal rules on 

culture. The findings have implications for understanding diversity and convergence in 

corporate governance systems. 

 

Licht A. et al (2004) studied the relationships between national culture and three basic social 
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norms of governance—the rule of law, non-corruption level, and democratic accountability. It 

is revealed that culture dimension related to authority and hierarchy only offers partial 

explanation power over governance, while autonomy versus embeddedness affect governance 

more significantly. 

 

Thus, conclusion that culture have impact over local corporate governance can be drawn from 

the above literature. However, these literatures didn’t consider the questions, given the 

differences, whether company will comply with other corporate governance systems after 

overseas listing and what roles national culture play in this compliance situation. Rejchrt P. & 

Higgs M. (2015) offered answer to this question. Relating to Hofstede’s framework, they 

examined the level of compliance of non-domestic companies listing on London Stock 

Exchange with CODE. They revealed partial compliance results on leadership and Board 

effectiveness. It was found that only 21% of non-domestic companies have widely dispersed 

ownership structure which shows non-compliance spirit. Also, it addressed that company whose 

original national culture is high on both PDI and UAI tends to have low compliance with 

leadership and Board regulation.  

 

Due to the limitation of samples in this research, Chinese companies listed in LSE were 

excluded. Also, this paper only focus on leadership and Board perspective, not showing 

evidence of information disclosure aspect and how other culture dimension may have influence. 

The behavior of compliance of Chinese companies after overseas listing and how culture has 

influence need further study. 

 

2.2.3 Chinese culture and implication of organizational change 

Chinese culture is jointly influenced by Confucianism and Taoism (Leung K., 2010). 

 

Hofstede (1988) suggested that the reason underlying the differences between Chinese culture 

and others are partly rooted in the teaching of Confucius. Confucius saw the teaching as lessons 

derived from history. The principles of his philosophy contain the followings: 1. the social 
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stability is built on inequality between people, including unequal relationship between ruler 

versus subject (power distance) and husband versus wife (masculinity versus femininity). 2. 

Family is prototype of all social organizations (individualism versus collectivism). To maintain 

the harmonious relationship of the family, members are supposed to control themselves 3. The 

way of treating others should be like the way one treat oneself. 4. The virtue of one’s life task 

should consist of hard working, being moderate, self-cultivation and self-perfection (Hofstede 

G., 1988). To link with Hofstede’s five-dimensional framework, Chinese culture presents high 

power distance, low uncertainty avoidance, high collectivism, modest masculinity and high 

long-term orientation (Hofstede G., 2001). In Confucius thinking, individual is believed to have 

the capability of self-control. Thus, monitoring system in companies may seem to be offensive 

to trustworthiness to employees. Due to this emphasis on individual morality, the role of legal 

regulation is diminished (Hofstede G., 2001).  

 

While Confucianism focus more on self-realization, Philosophy of Taoism is more related to 

change (Peng K. et al, 2005). In contrast with traditional Western linear view of organizational 

development which was proposed by Kurt Lewin, Chinese culture and philosophy provide quite 

different assumptions as cyclical change (Marshak R., 1993). The philosophy underlying this 

difference comes from I Ching (易经) system which represents the cosmology of the Great 

Ultimate, T’ai Chi (太极), consisting of polarity of yin (阴) and yang (阳). Compared to 

dualism and dialectic wherein two polarities exist independently of each other, I Ching 

emphasizes the co-existence and interdependence of the two polarities. Furthermore, the two 

polarities are continuously in the endless process of transforming to the other (Marshak R., 

1993). Thus, Chinese view of change is cyclical, processional, journey oriented, based on 

maintaining equilibrium and usual. This cyclical-processional assumption is more effective 

when the company is required to change from the current satisfactory situation to a different 

one, but in order to maintain balance, the company needs to wait until the appropriate moment 

of change comes (Marshak R., 1993). Other researches also have noted this interdependence 

view. In terms of dealing with paradox, Eastern view is more of integration and interrelationship 

of the disparate pieces, while Western view is more of breaking the whole thing into parts (Chen 
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M-J., 2002 & 2003 & 2008; Newman H., 1995).  

 

Later research dug further into the logic behind Western and Yin-yang thinking. Li P. (2012) 

stated that the yin-yang philosophy holds an “either/and” logic, unlike “either/or” logic of 

Aristotle towards contradiction, “both/or” dialectical logic of Hegel and even “both/and” 

dialectical logic of Chen M-J (2008). The “either/or” framework fully separates the opposites 

when dealing with the contradiction. The “both/or” framework suspends the opposites after 

temporary tolerance with their co-existence. Comparatively, “both/and” logic refuses the 

existence of contradictions. These three frameworks share a common bias that the opposites are 

either fully complementary or fully conflicting. However, “either/and” framework, wherein 

“either” indicates the existence of opposites and “and” indicates the unity, suggested that none 

of the entities can fully win or lose the contradiction. Embracing the concept of balance and 

equilibrium, the yin-yang logic treats opposites as partially complementary while partially 

conflicting (Li P., 2012). In addition, the yin-yang view emphasized that human actions and 

external environment have mutual impact on the change results, which indicates that human 

should wait for the best timing to carry out effective actions (Lee T. et al, 2008). Based on this 

thinking of timing situation which is called shi (势), Jing T. (2014) proposed a yin-yang model 

of organizational change (Graph 2-1). The model suggested that action be taken when favorable 

situational momentum approaches. When the change occurs in unfavorable situation, the 

company should build momentum and then wait for the transformation of timing. 
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Figure 2-1. Yin-Yang model of organizational change (Jing T., 2014) 

 

2.3 Institutional distance 

2.3.1 Overview of institutional distance 

After Porter (1980) introduced industry-based view, understanding of strategy management was 

later enriched from resource- and institution-based perspective. The Institution-based view has 

been growing for the last two decades (Peng M., 2009).  

 

The institution-based view arose from the institutionalism movement in both economic and 

social science fields. Economist Douglass North (1990) defined institution as “the humanly 

devised constraints that structure human interaction”. He segmented institution into formal and 

informal groups. These two groups are complementary with each other. Similarly, sociologist 

Scott (1995) defined it as “regulative, normative and cognitive structures and activities that 
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provide stability and meaning to social behavior”, which sets a triple-pillar framework of 

studying institution. The regulative component reflects formal constraints in terms of laws, 

regulations and rules. Cognitive component is close to culture, while normative component 

reflects social values and norms.  

 

Peng M. (2009) argued that the institutions do not only serve as the background of company 

strategy decision, but they also determine how company behaves. For example, in contrast with 

the innovative reputation of Japanese automobile and cell phone industry, its pharmaceutical 

industry is far less innovative than presumed. The reason underlying this difference between 

reality and presumption is that Japanese health-care system doesn’t encourage innovation of 

medication. From institution-based view, managers and companies are supposed to realize 

goals and make strategic decisions rationally within the given institutional constraints made up 

by both formal and informal institution.  

 

Based on Scott’s triple-pillar framework, Kostova T. (1996) defined institutional distance as 

the difference between two countries from regulative, normative and cognitive aspects. Kostova 

T. & Zaheer S. (1999) stressed that the larger institutional distance is, the more difficult for a 

multi-national company to balance external legitimacy of host country and internal consistency.  

 

2.3.2 Institutional distance, foreign entry and firm performance 

A large amount of literature has shown the impact of institutional distance on company’s 

foreign entry strategy and its performance after foreign direct investment. The research of 

O’Grady S. & Lane H. (1995) showed evidence that companies prefer to start their global 

business in countries that are psychically close because psychically close countries can be more 

easily understood and provide more familiar operating environment. However, it was stressed 

that this familiarity might bring about carelessness of operation abroad. Xu D. & Shenkar O. 

(2002) found that MNEs tend to apply low control of its foreign entities when the host country 

presents a quite different regulative system than its home country. In contrast, when the host 

environment is more similar, MNEs will take full ownership. Eden L. & Miller S. (2004) stated 
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that both economic and social costs occur when doing business abroad. The social costs, which 

are stressed by liability of foreignness, arise from unfamiliarity, discriminatory and relational 

hazards faced by local firms in the host countries. While the economic costs can be anticipated, 

liability of foreignness driven by institutional distance becomes the core issue of doing business 

abroad. It is found that the liability of foreignness is mostly driven by normative and cognitive 

institutional distance and MNEs still need partners to reach external legitimacy in host country. 

The study of Chao M. & Kumar V. (2010) revealed a curvilinear association between 

international diversity and company performance. The research also showed a negative 

correlation between regulative distance and company operation performance measured by ROA, 

no significant link between cognitive distance and performance and positive association of 

normative distance. Pan C., Xiang D. & Shen. M (2016) found the negative link of short-term 

stock return of companies in local equity market after overseas merge and acquisition with 

culture and institution distance. 

 

Some studies focus on the impact of institutional distance on overseas capital raising. “Home 

bias” was first documented by French K. & Poterba J. (1991). This term demonstrates the 

puzzle that even facing with a global investment portfolio, local investors from either 

developing or developed markets prefer to invest in local companies. Several studies (Coval D. 

& Moskowitz T., 1999; Grinblatt M. & Keloharju M., 2001) demonstrated similar phenomenon 

that the local funds invested in foreign companies mostly went to those firms sharing similar 

culture background and language. Coval D. & Moskowitz T. (1999) found evidence in the 

financial capital market of the United States. Grinblatt M. & Keloharju M. (2001) observed the 

phenomenon within Swedish-speaking investors in Finland. Except for geographic, linguistic 

and cultural familiarity, industrial proximity also describes how similarity in the industrial base 

may aid familiarity across space. Brainard S. (1997) suggested that investors from resource-

based economies are more likely to invest in foreign resource-oriented firms because they have 

knowledge of the market and firms within it. 

 

Some scholars suggested that one of the reasons underlying this irrational investing behavior is 

information asymmetry (Gehrig T., 1993; Brennan M. & Cao H., 1997; Kang J. & Stulz R., 



18 

 

1997). To overcome the information disadvantage, investors would refer to normative 

institution of the company’s country of origin. Coffee J. (2001) suggested that normative 

institutions are deeply embedded in the governance of organizations. When investors sense the 

foreign company’s macro-social environment of origin is chaotic, they will have perception of 

declining company growth potential and lower the overall valuation of the company. Moreover, 

large normative institution distance could lead to investors’ misunderstanding of the strategic 

direction. Zahra S. & Filatotchev I. (2004) argued that it is difficult to overcome normative 

institution distance. 

 

Some scholars implied the regulative institution can also explain the investors’ acceptance of 

foreign companies. The study of Bell R., Filatotchev I. & Rasheed A. (2012) developed the 

term “Capital Market Liability of Foreignness” (CMLOF), the extension of traditional liability 

of foreignness, as the main explanation of the puzzle. CMLOF is related to the willingness of 

investors in host country to contribute capital resources to outside companies and the costs 

facing the companies in host country. The key factors consisting CMLOF are unfamiliarity, 

difficulty of information gathering, culture distance and formal institution distance. They 

proposed the positive relationship of CMLOF with institution distance and culture distance. In 

addition, it was stressed that regulative dimension is the most salient dimension explaining 

liability of foreignness. Ferreira A. & Matos P. (2008) discovered evidence that institutional 

investors prefer to invest in stocks from countries of stronger disclosure standards. 

 

2.3.3 Institutional distance and corporate governance 

La Porta et al. (1998) suggested that listing in better regulated and operated foreign environment 

should result in better company’s accounting performance and corporate governance. Belkaoui 

A. (1983) proposed that there is positive association between political liberty and information 

disclosure but found no significant evidence. Doupnik S. & Salter B. (1995) and Jaggi B. & 

Low Y. (2000) documented higher disclosure level in countries and individual companies 

embedded in common law systems than in code law systems. Cooke E. & Wallace O. (1990) 

indicated that a country’s political system, in terms of freedom of citizens, the influence of the 



19 

 

press and the form of legal system have significant association with corporate information 

disclosure.  

 

For the companies from underdeveloped capital market, Coffee J. (2002) suggested that these 

companies should try to send investors signals that they would adhere to the more stringent 

regulation requested by the host country and improve its information disclosure and minority-

investor protection system at the time they launched overseas IPO. Moreover, adhering to 

higher standard of corporate governance explains partially why some companies could reach 

success of IPO in foreign equity market while some couldn’t. Through study of non-cross-listed 

foreign companies issuing on NYSE and NASDAQ, Bell R. (2008) investigated into how 

regulative institution distance interacts with corporate governance of individual company and 

IPO performance. The interdependency of country-of-origin, capability signals and corporate 

governance was shown in the regression results. Also, these factors have mutual impact over 

foreign IPO success. 

 

2.3.4 Measurement of institutional distance 

Psychic distance is one of the methods to measure institutional distance. Nordstrom K. & 

Vahlne J. (1992) initially defined it as “factors preventing or disturbing the flow of information 

between potential or actual suppliers and customers”. But the definition varies widely within 

the studies based on the operationalization of the concept. In order to understand the location 

pattern of Swedish foreign subsidiaries and exports, Hornell E., Vahlne J. & Wiedersheim P. 

(1973) segmented psychic distance into seven indicators. These seven indicators cover cultural, 

structural (legal and administrative) and language differences, which matches with three 

institutional pillars. Since cultural difference and psychic distance covered “different but 

overlapping phenomena”, culture difference is usually used as the proxy for psychic distance 

(Nordstrom K. & Vahlne J., 1992). Based on Hofstede’s four-dimension framework, Benito G. 

& Gripsrud G. (1992) used Euclidean distance formula to calculate the culture difference. 

Kogut B. & Singh H. (1998) followed this method. O’Grady S. & Lane H. (1995) adopted 

Hofstede’s four-dimension culture framework and Jackson’s Personality Research Form and 

Personality Index. 
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Xu D., Pan Y. & Beamish P. (2004) gathered regulatory and normative institutional data from 

The Global Competitiveness Report, an annual report issued by the World Economic Forum. 

This report differentiates around 130 countries from 8 perspectives: management, institution, 

labor, technology, finance, infrastructure, openness and government. In their research, 

institutions and management were used to represent regulatory and normative institution 

respectively. They calculated the institution distance as the absolute difference between two 

countries. Chao. M & Kumar V. (2010) adopted this measurement.  

 

Gaur A. & Lu J. (2007) outlined the measurement of regulatory institutional distance by 

obtaining 7 indicators from the World Competitiveness Yearbook and Country Risk Ratings: 

Euromoney. These indicators are Fiscal policy for debt, Antitrust regulation, Political 

transparency, Intellectual property protection, Judiciary system efficiency, Rarity of market 

dominance in key industries and Fiscal policy for inflation. The authors then calculated the 

distance using Euclidean distance formula shown below, where 𝐼𝐹 is the institutional indicator 

for foreign IPO country k, 𝐼𝑙 is the institutional indicator for local country, 𝑉𝐼 is the variance 

or indicator and N is the number of indicators. Bell R. (2008) adopted this measurement in his 

research. 

Institutional distance =∑ [
(𝐼𝐹–𝐼𝑙)

𝟐

𝑉𝐼
] /N 

 

Pogrebnyakov N. & Maitland C. (2011) adopted index from World Governance Indicators to 

measure regulatory institutional distance. They drew the normative distance data from the 

United Nations Conference on Trade and Development (UNCTAD) statistics database and 

calculated it as the percentage of total cross-border M&A value in a country against GDP. To 

describe cognitive distance, they used language data from Ethnologue database and religious 

affiliation data from “L'État des religions dans le monde”.  

 

Pan C., Xiang D. & Shen. M (2016) applied Hofstede’s framework and calculated the culture 

difference as the average absolute difference of each dimension. They adopted six index: voice 



21 

 

and accountability, political stability and absence of violence, government effectiveness, 

regulatory quality, rule of law and control of corruption from Worldwide Governance 

Indicators and the Economic Freedom Index from Heritage Foundation as the measurement for 

Institution distance. 

 

2.4 Firm Performance 

2.4.1 Short-term IPO performance measurement 

Since 1980’s, studies have separated IPO results into short-term and long-term performance 

and apply measurements accordingly (Bell R., 2008). Table 2-1 lists the variables used as 

measurement of short-term IPO performance.  

 

The variable mostly used to measure short-term performance is Underpricing, which is defined 

as the percentage difference between the offer price and the closing price at the end of the first 

day of issuing (Underpricing = [(First day closing price – offer price)/offer price]) (Certo T. et 

al, 2001, etc.). The phenomenon of underpricing of initial public offer have been widely 

reported in many countries, and the initial return is found higher in Asian countries than in 

United States (Ritter R. 1991&2003). The managers who wish to maximize the market value 

of IPO will attempt to minimize underpricing. However, since the Underpricing measure 

mainly rely on the IPO offer prices, the mechanism behind and the strategy company used on 

setting offer price can have significant impact on short-term performance. For example, 

underpricing can be used to bring attention to the company on the issuing day and serve as 

promotion (Welch I., 1992; Demers E. & Lewellen K., 2003). Underpricing can also increase 

the later trading volume (Boehmer E. & Fishe R., 2004). Thus, measure of Underpricing is 

largely dependent on company’s financing strategy and may seem not to be an objective 

measurement of performance. 

 

Some other scholars (Welbourne M. & Andrews O., 1996, etc.) measured IPO short-term 

performance as the price premium investors pay for the shares over the book value. This 

calculation is shown as Price premium = (stock price – book value)/stock price, where the stock 
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price is the closing price at the end of the initial listing day and book value is the company’s 

prior-offer book value. Compared to Underpricing measurement, Price premium is more 

reflective from market reception perspective since this measurement takes the value of 

intangible assets into consideration (Nelson T., 2003). 

 

Two other methods to evaluate IPO short-term performance have been introduced recently. 

Gulati R. & Higgins C. (2003) proposed a way to quantify new issue success, which combines 

four measures of performance: the prior-IPO market valuation of the company, the net IPO 

proceeds, and the 90- and 180-day valuation after IPO. Later, Gulati R. & Higgins C. (2006) 

suggested that IPOs which are able to attract institutional investors capable of effective 

monitoring are more successful. Thus, they redefine the success of IPO and proposed a 

measurement including the number and type of investors attracted by the initial public offering. 

 

However, IPO is a financing strategy decision requiring a company to be engaged in long-term 

transition from a private- to public-hold company (Zahra S. & Filatotchev I., 2004). The short-

term measurements discussed above only show the initial success of IPO and fail to depict the 

long-term progress. 
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Table 2-1. Measurement of IPO short-term performance (Bell R., 2008) 

 

2.4.2 Long-term IPO performance measurement 

Compared to common short-term positive return of IPO, the results of long-term IPO 

performance are more complicated. While large number of studies have shown positive long-

term performance after IPO (Levis M., 1993; Boardman E. & Laurin C., 2000; Dewenter K. & 

Malatesta P., 2001), still several studies have presented with neural or even negative results 

(Ritter R., 1991; Aggarwal R. et al., 1993; Keloharju M., 1993; Paudyal K. et al, 1998).  

 

In order to study the long-term performance of IPO, scholars have applied other measures to 

test how successful IPO is over long period after initial public trading. For the study of 
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performance within the first six-month after issuing, Pollock G. et al. (2002) adopted 

measurement of tracking the number of strategic alliances the company entered and the number 

of external analysts following the company’s performance. To study the after-one-year IPO 

performance, some scholars advocated assessing IPO performance by evaluating company’s 

sales and return on assets (ROA) (Eisenhardt M. & Schoonhoven B., 1990; Jain A. & Kini O., 

1994; Mikkelson H. et al., 1997). Some scholars advocated taking the market valuation of the 

company’s outstanding shares (= the amount of outstanding share × one year share price) as 

measurement (Kotha S. et al., 2001; Sanders M. & Boivie S., 2004). Carpenter A., Pollock G., 

and Leary M. (2003) suggested using the level of internationalization. In addition, Arthurs J. 

and Busenitz L. (2006) proposed to apply the Sharpe’s ratio (1- year stock price returns gained 

in excess of the risk-free rate per unit of total risk) as the measurement of how well management 

is resolving the already identified risks. For longer term study of post-IPO performance, the 

measurements as market capitalization, abnormal stock returns, listing survivorship, market-to-

book and industry adjusted ROA are included (Jackson M. & Hambrick C., 2003; Field C. & 

Karpoff J., 2002; Gompers P. et al., 2003; Moeller S., Schlingeman F., & Stulz R., 2004).  

 

The study of Wolfe J. (2003) showed that stock price, return on earnings (ROE) and return on 

assets (ROA) are the top three company performance indicators adopted by five top 

management games simulating international market. Yet, more researches adopt Tobin’s q (= 

total market value of the company/total asset) to reflect the effectiveness of the company from 

investment perspective (Klapper L. & Love I., 2004). 

 

2.5 Corporate governance 

2.5.1 Brief overview of corporate governance 

Corporate governance (CG) is a set of mechanisms dealing with different interests of all 

stakeholders, including public shareholders, board of directors and management. The goal of 

corporate governance is to reach the optimal level of overall welfare for all stakeholders (Sami 

H. et al., 2011). The agency theory (Jensen M. & Meckling W., 1976; Fama E., 1980; Fama E. 

& Jensen M., 1983) provided the initial theoretical framework for the empirical study of 
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corporate governance. The agent problem arises when the interest of agent (management of the 

firm) is not consistent with that of principals (owners of the firm). Thus, the agency theory 

offers a structure to set effective incentives and monitoring system for the agents under 

information asymmetry and uncertainty.  

 

All definition of corporate governance can be segmented into two groups: internal or external 

to the company. Gillan S. (2006) further divided both groups into five categories. For internal 

governance, the categories are 1) Managerial incentives, 2) Capital structure, 3) The board of 

directors, 4) Anti-takeover measures, 5) Internal control systems. For external governance, the 

categories are 1) Law and regulation, 2) Market focusing on capital market information, 3) 

Market of external parties who offer financial, auditing and legal services, 4) Production factor 

markets and markets for corporate control 5) Private sources of external oversight. Graph 2-2 

shows the beyond balance sheet model of corporate governance.  

 

 

Graph 2-2. Beyond balance sheet model of corporate governance (Gillan S., 2006) 

 

2.5.2 Corporate Governance Code of different countries 

China 

The objective of Code of Corporate Governance for Listed Companies in China is to promote 

the establishment and improvement of modern enterprise system by listed companies, 

standardize the operation of listed companies, bring forward the healthy development of the 
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securities market of China, improve quality of board governance, companies’ performance, 

competitiveness or access to capital and the quality of governance-related information available 

to equity markets. It was issued by China Securities Regulatory Commission (CSRC) and State 

Economic and Trade Commission in January 2002. The compliance of this code is on a comply 

or explain basis. (Weil, Gotshal & Manges LLP, 2014) 

 

Hong Kong 

Hong Kong Stock Exchange issued Corporate Governance Code and Corporate Governance 

Report in 2005, with objective to set out principles of good corporate governance for listed 

companies. Companies are expected to comply with but may choose to deviate from the code 

provisions, while the recommended best practices are only for guidance. (Weil, Gotshal & 

Manges LLP, 2014) 

 

Singapore 

The Code of Corporate Governance of Singapore is issued by the Monetary Authority of 

Singapore. It takes a balanced method towards corporate governance, recognizing both the 

importance of keeping up with global standards and the need to adapt international standards 

to companies of varying sizes and resources. Thus, the objective of the Code is not to prescribe 

corporate behavior in detail but to essentially secure sufficient disclosure so that investors and 

others can assess a company's performance and governance practices and respond in an 

informed way. (Calkoen W., 2013) 

 

Japan 

In order to advance the structural reform of Abenomics, the Japanese Financial Services Agency 

(FSA) adopted a new code of corporate governance in June of 2015. This code turns its legal 

basis into comply or explain principle. Moreover, the new code requires independent directors 

to evaluate the managerial accomplishments of other board members objectively, thus 

enhancing the overall transparency level of Japanese companies. (Naoyuki Haraoka, 2015) 
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USA 

The United states have three stock exchanges: NYSE, NACD and Nasdaq. Each of them have 

similar corporate governance requirements for listed companies. The code issued by NYSE is 

the NYSE listed company manual predominantly § 303A. This code is mandatory for NYSE-

listed companies but with some exceptions. The objective is to protect investors’ expectation 

and encourage high standards of corporate democracy. The code issued by NACD (National 

association of corporate directors) is the Report of the NACD Blue Ribbon Commission on 

Director Professionalism, the objective of which is to improve quality of board governance and 

improve governance-related information available to equity markets. In contrast with NYSE, 

the legal basis and compliance of this code is voluntary and the code is encouraged to apply to 

all companies listed in USA. Nasdaq imposes mandatory corporate governance requirements 

upon Nasdaq-listed companies, with some exceptions. (Weil, Gotshal & Manges LLP, 2014) 

 

UK 

The Code adopted in UK is The UK Corporate Governance Code. It was first issued by the 

Financial Reporting Council (FRC) in December 1992 and was most recently revised in 

September 2012. FRC is a UK association consisting of representatives of business, 

accountancy, law, government and the public sector. The principles of the Code are mandatory, 

while the provisions are to be observed on a comply or explain basis. The purpose of the Code 

is to Improve quality of board governance, improve governance-related information available 

to equity markets and improve investor confidence by raising standards of corporate 

governance. (Weil, Gotshal & Manges LLP, 2014) 

 

Germany 

The German Corporate Governance Code is issued by Government Commission on Corporate 

Governance in February 2002 and most recently revised May 2013. It is imposed on listed 

companies and corporations with capital market access pursuant to Section 161 (1) sentence 2 

of the Stock Corporation Act. Indicating by use of the word “shall”, Recommendations of this 

Code is to be observed on a comply or explain basis, while indicating by the term “should”, 
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Suggestions are optional. The objective of the Code is to improve companies’ performance, 

competitiveness and/or access to capital, improve quality of governance-related information 

available to equity markets. The predominant board structure of listed companies is required 

to be two-tier. (Weil, Gotshal & Manges LLP, 2014) 

 

2.5.3 Corporate governance and firm performance 

Many studies suggest that better corporate governance lead to higher company valuation and 

higher company performance because of lower agent costs. Gompers P., Ishii J., & Metrick A. 

(2003), revealed the positive correlation between the level of external corporate governance 

and corporate valuation calculated by Tobin’s q through study of U.S. companies in 1990s. 

Klapper L. & Love I. (2004) depicted better corporate governance and investor protection led 

to higher Tobin’s q and ROA. Cremers M. and Nair V. (2005) showed that internal corporate 

governance from shareholder activism perspective was important to company operating 

performance. Core J., Guay W., & Rusticus T. (2006) found significantly positive association 

between external corporate governance and ROA. Dittmar A. & Mahrt-Smith J. (2007) depicted 

substantial positive impact of good corporate governance on U.S. corporate value. Brown L. & 

Caylor M. (2008) found solid significant relation between corporate governance and 

performance measured by ROA and ROE. ROE is positively related to four provisions of CG: 

1) external auditors were appointed on the most recent annual meeting; 2) non-employees do 

not join the pension plans; 3) the company is not allowed to issue blank check preferred stock; 

4) the Chief Executive Officer do not serve on more than two boards on public-listed company. 

ROA is related to three provisions: 1) non-employees do not join the pension plans; 2) the 

company is not allowed to issue blank check preferred stock; 3) no former Chief Executive 

Officer serve on Board. Bhagat S. & Bolton B. (2008) showed that CEO-chair separation and 

ownership structure of board had positive correlation with both contemporary and subsequent 

firm operating performance. 

 

Besides, the higher ownership concentration caused by better corporate governance can further 

lead to better firm performance. Through study of Japanese companies, Gedajlovic E. & 



29 

 

Shapiro D. (2002) revealed positive correlation of ownership concentration and financial 

performance. Lower ownership concentration was found related to lower profitability (Joh S., 

2003).  

 

Despite the positive correlation shown in the studies mentioned above, the results of corporate 

governance are mixed. The study of Fosberg R. (1989) didn’t show the association between the 

proportion of outside directors and company performance measured by ROE, sales and number 

of employees. Yermack D. (1996) found the negative relation between size of the board and 

company profitability. The research of Klein A. (1998) failed to reveal the link between the 

board independence and operating performance. Bhagat S. & Black B. (2002) did not find the 

significant impact of outside directors’ proportion on ROA and asset turnover. Although 

Gompers P. et al. (2003) found positive correlation with Tobin’s q, sales growth and net profit 

margin, they did not find significant correlation with ROE. Wu S. & Cui H. (2002) found 

negative relation between ownership concentration and market performance proxy of market-

to-book ratio and PE ration (price per earnings) through research of Chinese public-listed 

companies. After examining two measures of CG, Bhagat S. & Bolton B. (2008) indicated that 

there was no link between corporate governance and future stock performance. 

 

One possible reason underlying these mixed results can be the measurement of corporate 

governance and company performance. Gompers P. et al. (2003) calculated overall level of 

corporate governance of individual company by Governance Index which was developed from 

the data provided by Investor Responsibility Research Center. This index served as the proxy 

of the strength of shareholder rights. Lower the index is, the higher shareholder rights and                                                                                                                                                   

corporate governance will be. By adopting this measurement, positive relation of corporate 

governance with market valuation, net profit margin and sales growth were revealed, while the 

relation with ROE was not significant. Core J., et al (2006) questioned this mixed result, 

because all proxies used are measurements of operating performance and should have shown 

similar correlation results. The relation between Governance Index and ROA were tested in 

their research. They argued that because ROA was not influenced by the way extraordinary 

items were calculated and the use of financial leverage, it was a better proxy for company 
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operating performance. But the research did not support the hypothesis that poor CG leads to 

poor stock returns. However, Brown L. & Caylor M. (2009) indicated that the inconsistence 

between the results of above two papers was caused by the bias of Governance Index rather 

than the measurement of operating performance because the Governance Index was mainly the 

measurement of anti-takeover provision. They also argued that the failure of previous studies 

to show significantly positive link between corporate governance and firm performance was 

caused by taking small subset of CG provision as measurement. In their research, 51 provisions 

of corporate governance were covered and similar positive relation with ROE, ROA and 

Tobin’s q was revealed.  

 

The study of the corporate governance level of Chinese companies began recently. Cheung, Y. 

et al (2008) studied the corporate governance level of Fortune 100 largest public-listed Chinses 

companies in 2004. The provision of CG included board responsibilities, disclosure and 

transparency, role of stakeholders and rights of shareholders, which is based on Organization 

of Economic Cooperation and Development (OECD) principles of corporate governance. But 

due to the limitation of sample numbers (100 companies), sample type and study period (1 year), 

no significant correlation with market valuation was shown in the research. More recently, with 

samples of longer period (2001-2003) and larger number (companies listed either on Shanghai 

stock exchange or Shenzhen stock exchange) and broader composite measure of CG, Sami H. 

et al. (2011) proved that the positive correlation between overall quality of corporate 

governance and firm performance also holds significantly for Chinese market. 

 

In all, since most researches show positive association between corporate governance and firm 

performance and the reason why others do not show the positive correlation may be related to 

the measure of CG, it can be concluded that better corporate governance leads to better firm 

performance.  
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3. Theory development and hypothesis 

The institution-based view of strategy management arose from the institutionalism movement. 

Douglass North (1990) defined institution as “the humanly devised constraints that structure 

human interaction”. Scott (1995) gave a similar definition to institution as “regulative, 

normative and cognitive structures and activities that provide stability and meaning to social 

behavior”, which sets a triple-pillar framework of institution-based view. Based on this 

definition, Kostova T. (1997) defined institutional distance as the difference between two 

countries from regulative, normative and cognitive aspects. 

 

The regulatory pillar is made up of laws and rules, which can be described as “may” and “may 

not” behaviors companies must adhere to (Eden L. & Miller S., 2004). This pillar is the most 

visible for companies when entering new foreign markets because of frequent codification. The 

normative pillar contains “social norms, values, beliefs and assumptions about human nature 

and human behavior that are socially shared and carried by individuals” (Kostova T., 1997, 

p.180). This pillar influences the extent to which domestic residents admire foreign companies’ 

activities and value innovative thinking in the domestic market. The cognitive pillar describes 

“the schemas, frames and inferential sets, which people use when selecting and interpreting 

information…it reflects the cognitive structures and social knowledge shared by the people in 

a given country” (Kostova T., 1997, p.180). This pillar affects the way of domestic investors 

interpreting and understanding information of companies from other countries. The cognitive 

and normative pillars are conceptually close to culture, while regulatory pillar covers the area 

which culture doesn’t cover (Kostova T., 1999). Based on this knowledge, in the later analysis 

of this paper, culture difference refers to cognitive and normative distance, while institutional 

distance refers to regulatory pillar. 

 

Institutions do not only serve as the background of company strategy decision, but they also 

determine how company behaves. The institution-based view provides a better understanding 

of how companies can secure their resources in foreign markets. 
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Much literature has shown that because of economic and social costs, negative association 

exists between institutional distance and company performance after company has invested 

abroad. Liability of foreignness, driven mostly by culture difference, plays a large role in the 

social cost. Similarly, “home bias” was discovered in overseas capital market. It describes the 

phenomenon where domestic investors prefer to invest in stocks of the foreign companies who 

share similar culture, which does not align with rational portfolio management strategy. The 

different ways of interpreting information of market and individual company of different origin, 

which is indicated by the cognitive pillar, can cause information asymmetry for domestic 

investors. Thus, to avoid the uncertainty caused by the information disadvantage, domestic 

investors would refer to normative institution of the company’s original country. When 

investors sense the foreign company’s macro-social environment of origin is chaotic, they will 

have perception of declining company growth potential and lower the overall valuation of the 

company. This normative institution distance is hard to overcome. Besides, some scholars 

implied that the regulative institution can also explain the investors’ willingness to invest in 

foreign companies. On the on hand, companies from poorly-regulated market prefer to publicly 

list on a better-regulated country (Coffee J., 2002). Because listing on higher-standard capital 

market will expectedly force the company to improve its governance and increase its capital 

market awareness, it would be easier for the company to raise funds in the future. With larger 

financing cash inflow, companies can invest in more profitable capital projects and thus 

improve its future operation performance. Hence, the company is sending positive signal to the 

stock market the moment it lists on a better-regulated market, which would attract more 

investors and more cash inflow accordingly. On the other hand, in practice, domestic risk-

adverse investors try to avoid investing on these stocks due to higher estimated risk related to 

worse original regulation. Bell R., Filatotchev I. & Rasheed A. (2012) stressed that regulative 

dimension is the most salient dimension explaining liability of foreignness. Their study 

proposed the positive relationship of “Capital Market Liability of Foreignness” (CMLOF) with 

regulatory institution distance. Ferreira A. & Matos P. (2008) also discovered evidence that 

institutional investors prefer to invest in stocks from countries with stronger disclosure 

standards.  
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The prior researches focused only on the stock investors’ reaction to the foreign companies’ 

listing and did not show any direct link of operating performance with culture and institution 

distance. However, based on these literature, it can be concluded that the capital market liability 

of foreignness caused by cognitive, normative and regulative institutional distance do influence 

the financing cash inflow of the company from the equity market. Thus, we can assume that 

culture and institution distance have an impact over the operating performance.  

 

China has its unique path of economic development and also the regulation system of Chinese 

capital market is underdeveloped due to the short market history, so there is a large regulatory 

institutional distance between China and other developed countries. Besides, the Chinese 

normative and cognitive institution is deeply influenced by its unique thinking of Taoism and 

Confucianism. This uniqueness largely differentiates Chinese culture from the Western culture 

(including those impacted by Western culture). Thus, the phenomenon of “home bias” will 

occur when Chinese companies list overseas. Then, we generate the following hypotheses: 

 

H1. Culture difference has negative association with the post-IPO company performance. 

 

H2. Institutional distance (regulatory institutional distance) has negative impact on post-IPO 

performance. 

 

Hofstede G. (1980) defined culture as the collective programing of the mind which 

distinguishes members of one human group from another. Four dimensions of culture were later 

proposed to explain differences in ways of structuring organizations, motivations of people 

within organizations and issues by organizations faced within society. The dimensions are 

power distance (PDI), uncertainty avoidance (UAI), individualism versus collectivism (IDV) 

and masculinity versus femininity (MAS). Power distance index explains the dependence of 

employees on hierarchical superiors, while individualism index explains the dependence on 

organization. Uncertainty avoidance illustrates the anxiety of uncertainty caused by doing away 
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from rules. Masculinity indicates the differences in sexual perspective towards socialization. 

(Hofstede G., 1983). Long- versus orientation index (LTO) were later added to the framework, 

in order to explain the unexpected rapid economic growth of East Asia from 1965 to 1985. It 

describes to what extent virtuous living is a goal (Hofstede G., 2001). 

 

Many researches have shown the impact of culture on national corporate governance in terms 

of ownership type, information disclosure behavior and investor’s protection. A country with 

higher individualism index, higher masculinity index and lower uncertainty avoidance index 

demonstrates higher level of information disclosure (Zarzeski M., 1996). It is also found that 

shame-prone ones (common in Asia), which has large power distance index, high uncertainty 

avoidance index and low individualism index, prefer framework with statutory control and 

secrecy (Velayutham S. et al 2004). However, most researches only focus on the association 

between local culture and local level of corporate governance and very few studied the 

association between local culture and the compliance with foreign corporate governance level 

after overseas IPO. Although Rejchrt P. & Higgs M. (2014) revealed that company whose 

original national culture is high on both PDI and UAI tends to have low compliance with foreign 

leadership and Board regulation after overseas IPO, China wasn’t included in the research. Thus, 

as guidance for Chinese companies to make overseas IPO location decision, further study in 

this field is needed. Based on the results of researches mentioned above, we can guess that 

different culture indices may have different impacts on the future compliance with better 

foreign corporate governance system.  

 

La Porta et al. (1998) suggested that listing in better regulated and operated foreign environment 

should result in better corporate governance. For the companies from underdeveloped capital 

market, Coffee J. (2002) suggested that these companies should try to send investors signals 

that they would adhere to the more stringent regulation requested by the host country and 

improve its information disclosure and minority-investor protection system at the time they 

launched overseas IPO. Adhering to higher standard of corporate governance explains partially 

why some companies could reach success of IPO in foreign equity market while some couldn’t. 
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Some studies have shown the relation between regulatory institution and national corporate 

governance level in terms of information disclosure. If a company lists in a more stringently 

regulated capital market and adheres to the rules, it will show higher level of transparency. 

 

Corporate governance is a set of mechanisms dealing with different interests of all stakeholders, 

in order to reach the optimal level of overall welfare. A large number of scholars have pointed 

that better corporate governance can lead to better company performance. Empirical studies 

have shown solid evidence that both external and internal corporate governance have significant 

positive impact on company’s performance measured by Tobin’s q, ROA, ROE, corporate value 

and other operation performance (Gompers P., Ishii J. & Metrick A., 2003; etc.). Furthermore, 

the higher ownership concentration caused by better corporate governance can lead to better 

company performance further (Gedajlovic E. & Shapiro D., 2002; Joh S., 2003).  

 

However, some studies found insignificant or even negative relation between corporate 

governance and company performance (Fosberg R., 1989; etc.). These studies were all later 

criticized by other scholars arguing that those studies adopted incomprehensive measurement 

of corporate governance. The later studies adopting more surrounded measurement all showed 

significant positive results. A few similar empirical researches on China also depicted the same 

positive results. Thus, we can make rational and reasonable assumption that better individual 

corporate governance mechanism of Chinese companies leads to better company performance 

measured by ROA, Tobin’s q or other measurement alike.  

 

As this study focuses on the situation where Chinese companies list in better-regulated capital 

market, we assume that the companies will somehow comply with the rules and thus improve 

its corporate governance. The power distance score and uncertainty avoidance score reflects a 

country’s requirement of transparency. A country with low power distance or low uncertainty 

avoidance requests more information disclosure. As the power distance score of China is higher 

than six host countries, listing in whichever country will help improve company’s corporate 

governance, while listing in a country of higher power distance score means less costs created 
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by adaption to domestic transparency regulation. In contrast, China ranks at bottom three in the 

uncertainty avoidance score. Listing in a country of higher UAI suggests lower amount of 

information disclosure, declining company’s corporate governance level. Linking with the 

discussion on the impact of culture difference and regulatory institutional distance over 

corporate governance, we hold the following hypotheses: 

 

H3. Because companies which list in better-regulated capital market will somehow comply 

with the rules and thus improve its corporate governance, the negative effect of “home bias” on 

Chinese companies’ post-IPO performance will be partially offset. 

 

H4. a. The power distance score of host country has positive influence over companies’ post-

IPO performance. 

b. The uncertainty avoidance score of host country has negative influence over companies’ 

post-IPO performance. 

 

Graph 3-1 presents and summarized the hypotheses mentioned above. 

 

Graph 3-1. Summary of hypothesis 
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4. Data and methods 

4.1 Sample and data collection 

The data analyzed in this study is obtained from CSMAR® Overseas Listed Company Database. 

The CSMAR (China Stock Market & Accounting Research) database is the largest database of 

Finance and Economics of China. Given the situation where empirical research on Chinese 

enterprises’ overseas listing is seriously lagged due to lack of uniform dataset, the Overseas 

Listed Company Database has been introduced. This database covers 15 trade markets of six 

countries (Hong Kong, Japan, Singapore, Germany, U.K. and U.S.A) and eight stock exchanges. 

It offers basic information of over 1,000 Chinese overseas listed companies, including listing 

channel, listing market, listing date, number of issued shares and survival. In strict compliance 

with international standard database like CRSP and COMPUSTAT, it has also designed 

financial statements series which consist of balance sheet, income statement and cash flow 

statement. However, this database does not reveal any information of market value and stock 

price after IPO.  

 

To prepare the dataset for the regression analysis of this study, we did the following steps of 

data process. First, the companies which have cross-listed in several markets were omitted. If 

a company has listed on more than one foreign stock exchange, it will be more dependent on 

the global market and need to comply with more regulation. Thus, it will present higher 

accounting disclosure and its original culture and institution will have less impact on the 

performance after the second overseas listing (Zarzeski M., 1996). This will cause bias in the 

explanatory power of the regression model. Secondly, the companies delisted from the stock 

exchange were omitted. Delisting could be caused by external market reaction like “home bias”, 

while it could also result from internal factors like company’s own operation failure. The reason 

of delisting is not stated in the dataset. Thus, inclusion of delisted companies in the study may 

cause bias in explanation of the association between culture and institution distance and 

company performance. Thirdly, the companies whose initial start date of balance sheet and 

income statement obtained from the database falls more than one year behind list date were 

omitted.  
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4.2 Data description 

The data cleaning process leaves 666 companies for study at last. Among these companies, 304 

Chinese companies have listed in Hong Kong, 118 in Singapore, 179 in USA, 40 in UK, 24 in 

Germany and 1 in Japan. The listing ways also differ among companies. Based on the 

information available, 70% Chinese companies did direct listing, while 13% companies chose 

placement and then public offering. For companies listed in USA, 13% picked up American 

Depositary Share as their way of public listing. Table 4-1 shows an overview of the geography 

of Chinese companies’ overseas listing. Table 4-2 presents the overview of listing channels 

 

  

Table 4-1. Geography of Chinese companies listed overseas 

 

  

Table4-2. Listing ways of Chinese companies listed overseas 

 

In addition, there are 60 companies whose gross revenues of the first listing year are above 

7235.47 million CNY (the average lowest sales of TOP 500 Chinese companies from 2005 to 

2016). The median of sales of each company in the first listing year is 323.33 million CNY. 

Table 4-3 depicts the descriptive statistics of companies’ initial issue quantity, total assets and 

gross revenue in the end of the first listing year. Segmenting these samples into host countries, 

we can see that large company ranked by total assets prefer to list in Hong Kong, Singapore 

Country # of Chinese companies listed percentage (%)

Germany 24 3.60

Hong Kong 304 45.65

Japan 1 0.15

Singapore 118 17.72

UK 40 6.01

USA 179 26.88

Total 666 100.00

Ways of listing # of Chinese companies listed percentage (%)

Direct listing 365 69.92

Placement 70 13.41

ADS 23 4.41

Others 64 12.26

Total 522 100.00
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and United states (Table 4-5). It is also in those three countries that listed Chinese companies 

show higher return on assets (Table 4-4). 

 

 

Table 4-3. Overview of issue quantity, total assets and gross revenue 

 

 

Table 4-4. Overview of ROA segmented by listing countries 

 

 

Table 4-5. Overview of total assets segmented by listing countries 

 

4.3 Measures 

4.3.1 Dependent variable 

In this study, the dependent variable will show company’s post-IPO performance in both short 

term and long term. Bell R. (2008) split short-run and long-run performance by the boundary 

of 6 months after new issuing. Based on his separation, the measures are shown as follows. 

 

Issue quantity Total assets  (million CNY) Sales (million CNY)

Median 1.03E+08 4.07E+02 3.23E+02

Average 5.99E+08 6.49E+04 5.16E+03

Max 4.07E+10 1.03E+07 2.92E+05

Min 5.56E+04 1.00E-03 -1.13E+00

country # observations mean median standard deviation

Germany 24 0.003 0.029 0.269

Hong Kong 304 0.060 0.052 0.116

Japan 1 -0.074 -0.074 0

Singapore 118 0.124 0.105 0.116

UK 40 -0.017 0.002 0.155

USA 179 0.049 0.026 0.158

ROA

country # observations mean median standard deviation

Germany 24 5.06E+08 1.15E+08 1.81E+09

Hong Kong 304 1.66E+11 2.09E+09 9.77E+11

Japan 1 2.02E+08 2.02E+08 0

Singapore 118 8.93E+08 4.55E+08 1.74E+09

UK 40 4.29E+08 6.27E+07 1.47E+09

USA 179 2.79E+09 3.28E+08 1.96E+10

Toal assets
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The variable mostly used to measure short-term performance is Underpricing, which is defined 

as the percentage difference between the offer price and the closing price at the end of the first 

day of issuing (Underpricing = [(First day closing price – offer price)/offer price]) (Certo T. et 

al, 2001, etc.). However, since the Underpricing measure mainly rely on the IPO offer prices, 

the mechanism behind and the strategy company used on setting offer price can have significant 

impact on short-term performance. Thus, measure of Underpricing may seem not to be an 

objective measurement of performance. Welbourne M. & Andrews O. (1996) proposed a 

measure as the price premium investors pay for the shares over the book value. This calculation 

is shown as Price premium = (stock price – book value)/stock price, where the stock price is 

the closing price at the end of the initial listing day and book value is the company’s prior-offer 

book value. Gulati R. & Higgins C. (2003) proposed a way to quantify new issue success, which 

combines four measures of performance: the prior-IPO market valuation of the company, the 

net IPO proceeds, and the 90- and 180-day valuation after IPO. Gulati R. & Higgins C. (2006) 

proposed a measurement including the number and type of investors attracted by the initial 

public offering. However, these short-term measurements only reveal the very initial external 

market reaction. 

 

To study the long-term performance of IPO, scholars have applied other measures to test how 

successful IPO is. For the study of performance within the first six-month after issuing, Pollock 

G. et al. (2002) adopted measurement of tracking the number of strategic alliances the company 

entered and the number of external analysts following the company’s performance. To study 

the after-one-year IPO performance, some scholars advocated assessing IPO performance by 

evaluating company’s sales and return on assets (ROA) (Eisenhardt M. & Schoonhoven B., 

1990; Jain A. & Kini O., 1994; Mikkelson H. et al., 1997). Some scholars advocated taking the 

market valuation of the company’s outstanding shares (= the amount of outstanding share × one 

year share price) as measurement (Kotha S. et al., 2001; Sanders M. & Boivie S., 2004). 

Carpenter A., Pollock G., and Leary M. (2003) suggested using the level of internationalization. 

In addition, Arthurs J. and Busenitz L. (2006) proposed to apply the Sharpe’s ratio (1- year 

stock price returns gained in excess of the risk-free rate per unit of total risk) as the measurement 

of how well management is resolving the already identified risks. For longer term study of post-
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IPO performance, the measurements as market capitalization, abnormal stock returns, listing 

survivorship, market-to-book (Tobin’s q) and industry adjusted ROA are included (Jackson M. 

& Hambrick C., 2003; Field C. & Karpoff J., 2002; Gompers P. et al., 2003; Moeller S., 

Schlingeman F., & Stulz R., 2004). The study of Wolfe J. (2003) showed that stock price, return 

on earnings (ROE) and return on assets (ROA) are the top three company performance 

indicators adopted by five top management games simulating international market. Yet, more 

researches have adopted Tobin’s q (= total market value of the company/total asset) to reflect 

the effectiveness of the company from investment perspective (Klapper L. & Love I., 2004). 

 

Frist, IPO is a financing strategy decision requiring a company to be engaged in long-term 

transition from a private- to public-hold company (Zahra S. & Filatotchev I., 2004). Using 

short-term performance is unable to reflect the long-term impact brought by overseas listing. 

Second, stock prices are effected by stock market efficiency. In a market of semi-strong or weak 

efficiency, the stock price cannot reflect all information in time. Thus, stock price is not a good 

in-time indicator of company performance. Fourth, in this study, the impact related to corporate 

governance will be examined. Gompers et al. (2003) suggested that corporate governance is 

related to future firm valuation. Thus, operating performance is a better measurement (Core et 

al., 2006). The last but not least, due to the limitation of data access, measurement only 

constructed by financial statement accounts will be considered. Thus, among the measurement 

mentioned above, this study will choose ROA as the proxy for company performance. ROE 

will also be applied to test the robustness of the model. Since it takes time for company to invest 

in new projects with the capital gained from overseas IPO, we decide to take the second annual 

accounting period after initial listing as the beginning period to examine the impact over 

operating governance. (For example, if a company listed on any date before the end of 

accounting period in 2002, the ROA we will adopt is the annual ROA of year 2003.) 

 

4.3.2 Independent variable 

4.3.2.1 Institution distance 

As discussed in Chapter 3, institution distance in this study refers to regulative institutional 
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distance.  

 

Xu D., Pan Y. & Beamish P. (2004) took the institution index from the Global Competitiveness 

Report regulative as the proxy for regulative institution. Gaur A. & Lu J. (2007) outlined the 

measurement of regulatory institutional distance by obtaining 7 indicators: Fiscal policy for 

debt, Antitrust regulation, Political transparency, Intellectual property protection, Judiciary 

system efficiency, Rarity of market dominance in key industries and Fiscal policy for inflation 

from the World Competitiveness Yearbook and Country Risk Ratings. Pogrebnyakov N. & 

Maitland C. (2011) obtained regulative institutional distance from World Governance 

Indicators. Pan C., Xiang D. & Shen. M (2016) adopted the Economic Freedom Index (EFI) 

from Heritage Foundation and also the Worldwide Governance Indicators as measurement of 

regulative Institution distance. 

 

The World Governance Indicators (WGI) consist of Voice Accountability, Political Stability, 

Government Effectiveness, Regulatory Quality, Rule of Law and Control of Corruption, 

showing a large similarity with the index which Gaur A. & Lu J. (2007) adopted from 

governance perspective. As this research focuses institution distance on national legal, 

regulation and governance rather than macro-economic environment, WGI is thus adopted.  

 

Two methods of calculating institution distance exist. Xu D., Pan Y. & Beamish P. (2004) 

proposed the absolute difference between two countries. Gaur A. & Lu J. (2007) calculated the 

distance using Euclidean distance formula shown below: 

Institutional distance =∑ [
(𝐼𝐹–𝐼𝑙)

𝟐

𝑉𝐼
] /N 

where 𝐼𝐹  is the institutional indicator for foreign IPO country k, 𝐼𝑙  is the institutional 

indicator for local country, 𝑉𝐼 is the variance of indicator and N is the number of indicators. 

Bell R. (2008) adopted this measurement. Table 4-6 shows the indicators the institution distance 

with China using the two calculating methods. Here, the institution index takes the average of 

the estimates from 2002 to 2015. The number ranges from -2.5 (weak governance) to 2.5 (strong 

governance). China shows lowest score in each section among seven countries. Besides, from 
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the bottom two lines of the table, we can see that the two calculation methods show very similar 

results.  

 

 

Table 4-6. Institution index and institution distance 

 

4.3.2.2 Culture difference 

As discussed in Chapter 3, culture difference in this study is used as proxy for both cognitive 

and normative institutional distance. It will be constructed by the differences of power distance 

index(PDI), uncertainty avoidance index (UAI), individualism versus collectivism index (IDV), 

masculinity versus femininity index (MAS) and long- versus short-term orientation index (LTO) 

proposed by Hofstede. 

 

Application of Hofstede’s culture framework is common in quantitative empirical researches 

related to national culture, because the model offers the codification of cultural characteristic 

along a numerical matrix (Kogut B. & Singh H., 1998). Although Trompenaars & Hampden-

Turner (1997) and Schwartz S. (1999) proposed two other seven-dimension culture frameworks 

respectively after Hofstede, both two models show significant correlation with his five-

dimensional model (Hofstede G., 2001; Schwartz S. & Ros M., 1995; Smith B. et al, 2002).  

 

Index Germany
Hong

Kong
Japan Singapore British USA China

Control of

corruption
1.81 1.83 1.39 2.22 1.78 1.46 -0.50

Rule of law 1.68 1.56 1.33 1.70 1.70 1.57 -0.41

Regulatory

quality
1.56 1.94 1.09 1.91 1.74 1.46 -0.24

Government

effectiveness
1.59 1.76 1.47 2.16 1.67 1.58 0.10

Voice&

accountability
1.39 0.49 1.02 -0.13 1.34 1.16 -1.59

Political

stability
0.84 1.00 0.97 1.18 0.39 0.38 -0.51

Absolute

difference
2.01 1.96 1.74 2.03 1.96 1.79

Euclidean

distance
64.65 63.32 46.46 75.48 65.19 55.21
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Despite the wide application, this framework received much criticism. Some argued that the 

framework led to unjustified generalization of national culture and ignored sub-cultures 

(McSweeney B., 2002), while some criticized that the five dimensions failed to cover the 

complexity of culture (Harvey F., 1997). Overall, the main problem with his framework is that 

he holds on a static vision which doesn’t meet the dynamic characteristic of culture. But because 

of this static vision, this framework is still useful in comparison of actual behavior (Eckhardt 

G., 2002).  

 

In the previous researches, there are also two ways of calculating culture difference based on 

Hofstede’s model. One is the average absolute difference of each index (Xu D., Pan Y. & 

Beamish P., 2004; Chao. M & Kumar V., 2010), while the other is the Euclidean distance 

formula (Benito G. & Gripsrud G., 1992; Kogut B. & Singh H., 1998). Table 4-7 shows the 

five culture indices of the six countries and their culture difference with China using the two 

calculating methods. From the table, we can see that the two calculation methods show very 

similar results. In addition, China presents highest power distance among seven countries. 

 

 

Table 4-7. Culture index and culture difference 

 

4.3.2.3 Corporate governance 

Bae H., Lim C. & Wei J. (2006) cited six measurement of Corporate governance in their study: 

(1) The Earnings Management Index proposed by Leuz et al. (2003). The higher the index is, 

the higher the probability of earnings management will be, leading to poorer corporate 

governance. (2) The Anti-Director Rights Index proposed by La Porta et al. (1998). Higher 

index indicates more respect for investors and thus better corporate governance. (3) The 

Accounting Standard Index also proposed by La Porta et al. (1998). A higher score means 

Index Germany Hong Kong Japan Singapore British USA China

PDI 35 68 54 74 35 40 80

UAI 65 29 92 8 35 46 30

IDV 67 25 46 20 89 91 20

MAS 66 57 95 48 66 62 66

LTO 83 61 88 72 51 26 87

absolute difference 26.2 10.6 28.8 12.2 31.0 38.4

Euclidean distance 2.14 0.43 2.16 0.48 2.88 3.64
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higher accounting report quality and thus better corporate governance. (4) The Corporate 

Boards Index proposed by IMD (Institute for Management Development). The higher the score, 

the more effective the board and thus the better the corporate governance. (5) Insider Trading 

Index also proposed by IMD. The higher score suggests the less probability of inside trading 

and thus higher corporate governance. (6) The R2 measurement proposed by Morck et al. 

(2002). The higher the score, the less informationally efficient market is, resulting to poorer 

corporate governance. They mentioned that although these measures are closely related, they 

represent for different aspect of corporate governance. Measurement (2), (4) and (5) are more 

associated with shareholder rights, while (1), (3) and (6) are more related to information 

processing and disclosure. 

 

Given the different relation of index to corporate governance, the calculation of CG score 

adopts the following equation: CG = (2) + (3) + (4) + (5) – (1) – (6). Table 4-8 presents the six 

CG index and total CG score for each country listed.  

 

 

Table 4-8. Corporate governance of host countries 

 

4.3.2.4 Control Variable 

We construct the following control variable for the empirical analysis. 𝑁𝐼𝑖,𝑡 is the net income 

of the 𝑡𝑡ℎ accounting year after company𝑖 launched overseas IPO. Net income is taken as 

Index Germany
Hong

Kong
Japan Singapore British USA

Earnings

management
21.50 9.50 20.50 21.60 7.00 2.00

Antidirector

rights
1.00 5.00 4.00 4.00 5.00 5.00

Accounting

standards
62.00 69.00 65.00 78.00 78.00 71.00

Corporate

boards
6.29 6.50 4.88 7.19 6.34 6.38

Insider

trading
6.96 6.19 6.16 7.61 6.53 6.55

R2 0.11 0.15 0.23 0.19 0.06 0.02

CG 54.64 77.04 59.31 75.01 88.81 86.91
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the proxy for firm’s size. As ROA is calculated as the ratio of net income over total assets, larger 

net income leads to higher ROA when holding assets constant. 𝑆𝐼𝑖 is the initial shares issued 

of company𝑖. The financing commitment expenses is positively related to the share issued. 

The less financing cash inflow, the less capital for company to invest in more profitable capital 

projects, thus having negative impact over ROA. GrowthRate𝑖,𝑡 is the growth rate of sales of 

the 𝑡𝑡ℎ  year after company𝑖  listed overseas. Higher growth rate of sales means higher 

amount of gross sales. Thus, holding other components constant, higher growth rate will raise 

net income. Since Net income is positively associated with ROA, higher growth rate will lead 

to higher ROA. 

 

4.3.2.5 Summary 

The following table summarizes all dependent and independent variables mentioned above with 

their sources and description (Table 4-9). 

 



47 

 

 

Table 4-9. Summary of variables 

 

4.4 Data analysis method 

The OLS (ordinary least squares) method will be adopted to get the estimates of the unknown 

parameters of the multiple regression model. The OLS method enables us to derive 

unbiasedness, consistency, and other important statistical properties relatively easily 

(Wooldrige J., 2012). 

 

4.4.1 Validity and reliability 

To guarantee the validity and reliability of the regression model with OLS, the following 

assumption should be made: (1) the model is linear in the parameters; (2) the samples of 

Variable Description
Variable

name
Source

Return on assets = Annual net income/average total assets ROA CSMAR®

Return on equity = Annual net income/average total equity ROE CSMAR®

Culture difference

The average absolute difference of each

index between host country and China

from Hofstede's culture framework.

CD
https://www.geert-

hofstede.com/

Institution distance

The average absolute difference of each

index (2002-2015) between host country

and China from Worldwide Governance

Indicators.

ID

Worldwide

Governance

Indicators

Corporate

Governance

(1) The Earnings Management Index

(2) The Anti-Director Rights Index

(3) The Accounting Standard Index

(4) The Corporate Boards Index

(5) Insider Trading Index

(6) The R^2 measurement

CG = (2) + (3) + (4) + (5) – (1) – (6)

Here, CG is not the difference between

host country and China. It simply

represents the corporate governance level

of host countries.

CG
Bae H., el al.

(2006)

Power distance
Power distance index of host coutries

drawn from Hofstede's framework
PDI

https://www.geert-

hofstede.com/

Uncertainty

avoidance

Uncertainty avoidance index of host

coutries drawn from Hofstede's

framework

UAI
https://www.geert-

hofstede.com/

Net Income
Net income in the same year of ROA

regressed
NI CSMAR®

Growth rate
Growth rate of gross sales in the same

year of ROA regressed
GrowthRate CSMAR®

Share issued
The quantity of shares issued on the date

of IPO
SI CSMAR®

Independent

Variable

Control

Variable

Explanatory

Variable
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observations are random; (3) none of the independent variables is constant, and there are no 

perfect linear relationships among the independent variables; (4) given any values of the 

independent variables, the error term of the regression model has an expected value of 0; (5) 

The error term has the same variance given any value of the independent variables; (6) The 

error term has no correlation with independent variables and should be normally distributed.. 

The assumption 6 is the strongest among all. When assumption 6 is made, assumption 4 and 5 

are also assumed. 

 

4.4.1.1 Multicollinearity 

Although Wooldrige argued that only perfect collinearity among independent variables should 

be tested, close correlation and multicollinearity can also result in bias and inefficiency of the 

regression model. High correlation between explanatory variables may increase the variance of 

parameters, causing robustness of the results. The possible consequences resulting from this 

robustness are the insignificance of parameters where it should be significant and change in the 

estimated results of other parameters when omitting this variable. Thus, the correlation among 

independent variables will be checked before running the regression model. One of the two 

variables with absolute correlation higher than 0.75 will be removed from the model. 

 

4.4.1.2 Homoskedasticity and normality 

Although heteroskedasticity and normality do not cause bias in parameter estimates, OLS 

estimates are no longer BLUE. That means OLS does not provide the estimate with the smallest 

variance among all the unbiased estimators. Depending on the nature of the heteroskedasticity, 

significance tests can be too high or too low. In addition, the standard errors are biased when 

heteroskedasticity is present, in turn leading to bias in test confidence intervals. Despite the fact 

that OLS estimation can be used without concern of serious distortion, severe heteroskedasticity 

can sometimes be a problem. Thus, in order to avoid potential problems caused by 

heteroskedasticity and non-normality, we do some log transformation to the variables if 

heteroskedasticity and non-normality occur.  
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4.4.1.3 Outliers 

Outliers can have large impact over the regression result. They may influence the significance 

of the result and also deviate the regression line. From the graph below (Graph 4-1 & 4-2), we 

can see that the point where the value of ROA is 3.93 is distant from other observations. 

Including this outlier can pull up the regression line, which causes bias of the results. Thus, we 

remove this value from the data. 

 

Graph 4-1. Outlier (ROA - Net Profit) 

 

 

Graph 4-2. Outlier (ROA – Share Issued) 

 

4.4.2 Regression model 
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After adjusting variables with heteroskedasticity and normality, we did log transformation to 

ROA, SI (shares issued) and NI (Net income). The model only including control variables is: 

logroa𝑖,𝑡 = β0 + β1𝑙𝑜𝑔𝑆𝐼𝑖 + β2𝑙𝑜𝑔𝑁𝐼𝑖,𝑡 + β3𝐺𝑟𝑜𝑤𝑡ℎ𝑅𝑎𝑡𝑒𝑖,𝑡 + 𝜀𝑖 (0) 

Where logroa𝑖,𝑡 is the logarithm of annual ROA of company𝑖 in the 𝑡𝑡ℎ accounting year 

after IPO; 𝑙𝑜𝑔𝑆𝐼𝑖  represents the logarithm of initial shares issued of company𝑖 ; 𝑙𝑜𝑔𝑁𝐼𝑖,𝑡 

measures the logarithm of net income of company𝑖 in the 𝑡𝑡ℎ accounting year after IPO; 

𝐺𝑟𝑜𝑤𝑡ℎ𝑅𝑎𝑡𝑒𝑖,𝑡 shows the growth rate of gross sales of  company𝑖 in the 𝑡𝑡ℎ accounting 

year after IPO. 

 

To test hypothesis H1 & H2, the following model will be used: 

logroa𝑖,𝑡 = β0 + β1𝐶𝐷1𝑖 + β2𝐼𝐷1𝑖 + β3𝑙𝑜𝑔𝑆𝐼𝑖 + β4𝑙𝑜𝑔𝑁𝐼𝑖,𝑡 + β5𝐺𝑟𝑜𝑤𝑡ℎ𝑅𝑎𝑡𝑒𝑖,𝑡 + 𝜀𝑖 

Where 𝐶𝐷1𝑖 is the culture difference between China and the hosting country calculated by 

average absolute difference of each index for company𝑖; 𝐼𝐷1𝑖 is the institutional distance 

between China and the host country also calculated by average absolute difference of each 

index for company𝑖. As this test examines fundamentally the amount of capital company can 

collect from overseas stock market and how this amount benefits return on assets, inclusion of 

ROA only in the second accounting year of IPO is enough. 

 

To examine hypothesis H3, we will adopt the models shown as below: 

logroa𝑖,𝑡=β0 + β1𝐶𝐷1𝑖 + β2𝐶𝐺𝑖 + β2𝐶𝐷𝐶𝐺𝑖 + β3𝑙𝑜𝑔𝑆𝐼𝑖 + β4𝑙𝑜𝑔𝑁𝐼𝑖,𝑡 +

β5𝐺𝑟𝑜𝑤𝑡ℎ𝑅𝑎𝑡𝑒𝑖,𝑡 + 𝜀𝑖 

logroa𝑖,𝑡=β0 + β1𝐼𝐷1𝑖 + β2𝐶𝐺𝑖 + β2𝐼𝐷𝐶𝐺𝑖 + β3𝑙𝑜𝑔𝑆𝐼𝑖 + β4𝑙𝑜𝑔𝑁𝐼𝑖,𝑡 + β5𝐺𝑟𝑜𝑤𝑡ℎ𝑅𝑎𝑡𝑒𝑖,𝑡 +

𝜀𝑖 

Where 𝐶𝐺𝑖 is the corporate governance level of the host country for company𝑖; 𝐶𝐷𝐶𝐺𝑖 is 

the interaction of culture difference and corporate governance of host country; 𝐼𝐷𝐶𝐺𝑖 is the 

interaction of institution distance and corporate governance of host country. As the 

improvement of corporate governance is a long-term process, we include ROA from the second 

to fourth accounting year of IPO to analyze the impact along the process. 
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The models used to analyze hypothesis H4 are: 

logroa𝑖,𝑡=β0 + β1𝑃𝐷𝐼𝑖 + β3𝑙𝑜𝑔𝑆𝐼𝑖 + β4𝑙𝑜𝑔𝑁𝐼𝑖,𝑡 + β5𝐺𝑟𝑜𝑤𝑡ℎ𝑅𝑎𝑡𝑒𝑖,𝑡 + 𝜀𝑖 

logroa𝑖,𝑡=β0 + β1𝑈𝐴𝐼𝑖 + β3𝑙𝑜𝑔𝑆𝐼𝑖 + β4𝑙𝑜𝑔𝑁𝐼𝑖,𝑡 + β5𝐺𝑟𝑜𝑤𝑡ℎ𝑅𝑎𝑡𝑒𝑖,𝑡 + 𝜀𝑖 

Where 𝑃𝐷𝐼𝑖  is the power distance score of host country for company𝑖 ; 𝑈𝐴𝐼𝑖  is the 

uncertainty avoidance score of host country for company𝑖 . Based on the development of 

hypothesis, this test examines fundamentally the direction where corporate governance will 

change and the expected expenses caused by this change, inclusion of ROA only in the second 

accounting year of IPO is enough. 

  



52 

 

5. Regression analysis 

5.1 Culture difference, institution distance and company performance 

Our model to test hypothesis 1 and 2 are given by: 

logroa𝑖 = β0 + β1𝐶𝐷1𝑖 + β2𝐼𝐷1𝑖 + β3𝑙𝑜𝑔𝑆𝐼𝑖 + β4𝑙𝑜𝑔𝑁𝐼𝑖 + β5𝐺𝑟𝑜𝑤𝑡ℎ𝑅𝑎𝑡𝑒𝑖 + 𝜀𝑖 (1) 

We first check the correlation among independent variables. According to table 5-1, CD1 and 

ID1 shows significantly high correlation (-0.8694). Thus, we remove variable CD1 from model 

1 and do separate regression analysis for culture difference and institution distance. 

 

Table 5-1. Correlation among independent variables of model 1 (*: 5% significance level) 

 

5.1.1 Culture difference and company performance 

As shown in table 5-1, CD1 also shows high correlation with logSI (-0.7683*), so we remove 

logSI from the regression model. Then our model to examine the determinants of culture 

difference is given by: 

logroa𝑖 = β0 + β1𝐶𝐷1𝑖 + β2𝑙𝑜𝑔𝑁𝐼𝑖 + β3𝐺𝑟𝑜𝑤𝑡ℎ𝑅𝑎𝑡𝑒𝑖 + 𝜀𝑖 (2a) 

From the results of model 2a (Table 5-3), we can see that culture difference shows significant 

positive association with ROA (β1 = 0.207***, std. error = -0.004), which rejects H1. 

However, the R-square (0.082) is very low, indicating that model 2 does not have much 

explanatory power on the impact of culture difference over ROA. We then construct model 2b 

with logSI added back to model 2a. The R-square rises significantly from 0.082 to 0.240. Since 

removing variables because of multicollinearity should not have much impact over R-square, 
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we conclude that the high correlation between CD1 and logSI does not form severe 

multicollinearity within the model. Table 5-2 presents VIF (Variance inflation factors) of model 

2b, proving that there is no severe multicollinearity among explanatory variables (Severe 

multicollinearity occurs when VIF is over 5). In summary, we adopt model 2b to test the 

influence of culture difference: 

logroa𝑖 = β0 + β1𝐶𝐷1𝑖 + β2𝑙𝑜𝑔𝑆𝐼𝑖 + β3𝑙𝑜𝑔𝑁𝐼𝑖 + β4𝐺𝑟𝑜𝑤𝑡ℎ𝑅𝑎𝑡𝑒𝑖 + 𝜀𝑖 (2b) 

Based on model 2b, culture difference shows significant negative coefficient with ROA (β1 =

−0.0195***, std. error = -0.006), supporting H1 which states those companies listing in 

countries of higher culture difference than China tends to have lower performance in return on 

assets. 

 

Table 5-2. VIF of model 2b 

 

  

Table 5-3. Regression results of model 2 

Variable Model 0 Model 2a Model 2b

CD1 0.0207*** -0.0195***

0.004 0.006

logSI -0.244*** -0.345***

0.026 0.039

logNI 0.110*** -0.006 0.144***

0.027 0.022 0.028

GrowthRate 0.00159*** 0.000953** 0.00182***

0.000 0.000 0.000

Constant -0.076 -2.736*** 1.494**

0.408 0.432 0.614

Observations 478 551 478

R-squared 0.222 0.082 0.240

Standard errors in parentheses

*** p<0.01, ** p<0.05, * p<0.1
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5.1.2 Institution distance and company performance 

As shown in table 1, ID1 has non-high correlation with other independent variables except CD1, 

so we simply remove CD1 from model l. Table 5-4 depicts that there is no multicollinearity 

among independent variables since VIFs are lower than 5. Then our model to test the 

determinants of institution distance is given by: 

logroa𝑖 = β0 + β1𝐼𝐷1𝑖 + β2𝑙𝑜𝑔𝑆𝐼𝑖 + β3𝑙𝑜𝑔𝑁𝐼𝑖 + β4𝐺𝑟𝑜𝑤𝑡ℎ𝑅𝑎𝑡𝑒𝑖 + 𝜀𝑖 (3) 

The results (Table 5-5) show that institution distance has significantly positive association with 

ROA (β1=3.541***, std. error = 0), rejecting hypothesis H2 which states listing in countries of 

larger institution distance than China results in better performance of return of assets. Besides, 

the adjusted R-square (0.277) indicates certain explanatory power of the model.  

 

Table 5-4. VIF of model 3 

 

 

Variable Model 0 Model 3

ID1 3.541***

0.589

logSI -0.244*** -0.349***

0.026 0.030

logNI 0.110*** 0.159***

0.027 0.027

GrowthRate 0.002*** 0.002***

0.000 0.000

Constant -0.076 -5.899***

0.408 1.045

Observations 478 478

R-squared 0.222 0.277

Standard errors in parentheses

*** p<0.01, ** p<0.05, * p<0.1
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Table 5-5. Regression results of model 3 

 

5.2 Culture difference, corporate governance and performance 

As shown in section 5.1.2, institution distance has positive association with ROA, there is no 

meaning discussing the offset influence of improvement in corporate governance. Thus, only 

the interaction of culture with corporate governance is analyzed to test hypothesis H3. The 

model proposed in section 4.4.2 is presented as follows: 

logroa𝑖=β0 + β1𝐶𝐷1𝑖 + β2𝐶𝐺𝑖 + β2𝐶𝐷𝐶𝐺𝑖 + β3𝑙𝑜𝑔𝑆𝐼𝑖 + β4𝑙𝑜𝑔𝑁𝐼𝑖 + β5𝐺𝑟𝑜𝑤𝑡ℎ𝑅𝑎𝑡𝑒𝑖 + 𝜀𝑖 

Table 5-6 depicts that high correlation exists among culture difference, corporate governance 

and their interaction. In order to guarantee the unbiasedness of estimators, we remove CD1 and 

CG from the regression. Thus, our model to test the determinants of culture difference with 

corporate governance is given by: 

logroa𝑖=β0 + β2𝐶𝐷𝐶𝐺𝑖 + β3𝑙𝑜𝑔𝑆𝐼𝑖 + β4𝑙𝑜𝑔𝑁𝐼𝑖 + β5𝐺𝑟𝑜𝑤𝑡ℎ𝑅𝑎𝑡𝑒𝑖 + 𝜀𝑖 (4) 

 

 

Table 5-6. Correlation among independent variables of model 1 (*: 5% significance level) 

 

Table 5-7 proves non-multicollinearity of the model. However, inasmuch as CD1 is removed 

based on high correlation, model 4 fails to explain the offset impact of corporate governance 

over “home bias” described in hypothesis H3. Instead, it explains the mutual influence of 
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corporate governance of listed countries and culture difference. From the results (Table 5-8), 

culture difference and corporate governance of listed countries shows mutual negative impact 

over return on assets in the second year after overseas listing (β2= - 0.000185 ***, std. error = 

0.00). As the improvement of corporate governance is a long-term process, to examine the long-

term mutual impact, we then replace logroa with ROA in the third (model 4a) and fourth year 

(model 4b) after overseas IPO. According to table 5-8, the coefficient of the interaction remains 

significantly negative in the following year. The negative impact aggravates in year 3 (β2= - 

0.000269 ***, std. error = 0.00) and then decreases in year 4 (β2= - 0.000155 *, std. error = 

0.00).  

 

Table 5-7. VIF of model 4 

 

 

Table 5-8. Regression results of model 4 

 

Variable Model 4 Model 4a Model 4b

ROA2 ROA3 ROA4

CDCG -0.000185*** -0.000269*** -0.000155*

0.000 0.000 0.000

logSI -0.326*** -0.410*** -0.332***

0.036 0.045 0.049

logNI 0.138*** 0.233*** 0.210***

0.028 0.032 0.036

GrowthRate 0.00178*** 0.000 0.00143*

0.000 0.000 0.001

Constant 1.176** 0.869 -0.543

0.562 0.684 0.776

Observations 478 351 236

R-squared 0.238 0.241 0.237

Standard errors in parentheses

*** p<0.01, ** p<0.05, * p<0.1
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5.3 Culture indices, corporate governance and performance 

5.3.1 Power distance, corporate governance and performance 

In this section, it will be discussed how the power distance index of listed countries relates to 

return on assets. The model to test the determinants is given by: 

logroa𝑖=β0 + β1𝑃𝐷𝐼𝑖 + β3𝑙𝑜𝑔𝑆𝐼𝑖 + β4𝑙𝑜𝑔𝑁𝐼𝑖 + β5𝐺𝑟𝑜𝑤𝑡ℎ𝑅𝑎𝑡𝑒𝑖 + 𝜀𝑖 (5) 

Table 5-9 shows evidence that non-multicollinearity exists in the model. Table 5-10 presents 

that power distance score of host country has significantly positive correlation with ROA 

(β1=0.0331***, std. error = 0), supporting hypothesis H4(a) which states listing in countries of 

closer power distance score with China results in better performance of return of assets. Besides, 

the adjusted R-square (0.289) suggests certain explanatory power of the model. 

 

 

Table 5-9. VIF of model 5 

 

 

Variables Model 0 Model 5

PDI 0.0331***

0.00

logSI -0.244*** -0.457***

(0.03) (0.04)

logNI 0.110*** 0.191***

(0.03) (0.03)

GrowthRate 0.00159*** 0.00180***

(0.00) (0.00)

Constant (0.08) 0.28

(0.41) (0.39)

Observations 478 478

R-squared 0.222 0.289

Standard errors in parentheses

 *** p<0.01, ** p<0.05, * p<0.1
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Table 5-10. Regression results of model 5 

 

5.3.2 Uncertainty avoidance, corporate governance and performance 

As table 5-11 states, there is non-multicollinearity among independent variables. Hence, to 

analyze the impact of uncertainty avoidance index of listed countries over Chinese companies’ 

return on assets, we construct the following model: 

logroa𝑖=β0 + β1𝑈𝐴𝐼𝑖 + β3𝑙𝑜𝑔𝑆𝐼𝑖 + β4𝑙𝑜𝑔𝑁𝐼𝑖 + β5𝐺𝑟𝑜𝑤𝑡ℎ𝑅𝑎𝑡𝑒𝑖 + 𝜀𝑖 (6) 

Table 5-10 shows that uncertainty avoidance score of host country negatively correlates with 

ROA (β1=-0.0326***, std. error = 0). This outcome supports hypothesis H4(b) that Chinese 

companies listing in countries of higher UAI results tend to present worse ROA. 

  

 

Table 5-11. VIF of model 6 

 

 

Variables Model 0 Model 6

UAI -0.0326***

(0.00)

logSI -0.244*** -0.426***

(0.03) (0.03)

logNI 0.110*** 0.202***

(0.03) (0.03)

GrowthRate 0.00159*** 0.00134***

(0.00) (0.00)

Constant (0.08) 2.556***

(0.41) (0.48)

Observations 478 478

R-squared 0.222 0.335

Standard errors in parentheses

 *** p<0.01, ** p<0.05, * p<0.1



59 

 

Table 5-12. regression results of model 6 

 

5.4 Robustness test 

As Brown L. & Caylor M. (2008) suggested, return on assets (ROA) and return on equity (ROE) 

are both proxies for company operating performance and they should present similar 

performance results. Thus, to examine the robustness of the model, we replace return on assets 

(ROA) with return on equity (ROE) in model 2b, 3, 4, 5 and 6. The regression results are shown 

in the table below (Table 5-13a). From the table, we can see that all coefficients of explanatory 

variables hold the same direction as those in the models using ROA. Hence, the models pass 

the robustness test. In addition, the regression outcomes of ROE show higher R-square than 

ROA, indicating higher degree of fitting. 

 

 

Table 5-13a. regression results of ROE 

 

Variable Model 0 Model 2b Model 3 Model 4 Model 5 Model 6

CD1 -0.0168***

(0.00)

ID1 3.310***

(0.49)

CDCG -0.000158***

(0.00)

PDI 0.0293***

(0.00)

UAI -0.0305***

(0.00)

logSI -0.204*** -0.291*** -0.303*** -0.274*** -0.392*** -0.374***

(0.02) (0.03) (0.03) (0.03) (0.03) (0.03)

logNI 0.223*** 0.253*** 0.269*** 0.247*** 0.295*** 0.309***

(0.02) (0.02) (0.02) (0.02) (0.02) (0.02)

GrowthRate 0.00131*** 0.00150*** 0.00134*** 0.00147*** 0.00149*** 0.00107***

(0.00) (0.00) (0.00) (0.00) (0.00) (0.00)

Constant -2.234*** -0.882* -7.678*** -1.163** -1.915*** 0.23

(0.34) (0.51) (0.86) (0.47) (0.33) (0.39)

Observations 478 478 478 478 478 478

R-squared 0.235 0.254 0.303 0.252 0.309 0.374

Standard errors in parentheses

 *** p<0.01, ** p<0.05, * p<0.1
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Table 5-13b. regression results of ROE 

 

5.5 Discussion 

Model 2b shows significantly negative coefficient of culture difference with ROA, supporting 

H1 which states those companies listing in countries of higher culture difference than China 

tends to have lower performance. This result is consistent with the concept of “home bias” 

(French K. & Poterba J. 1991) and “Capital Market Liability of Foreignness” (Bell R., 

Filatotchev I. & Rasheed A., 2012). According to those concepts, in order to avoid the higher 

risk caused by the information asymmetry resulting from cognitive differences, domestic 

investors try to avoid investing in the stocks of foreign companies who share different 

languages and cultures. From the standing point of foreign listing companies, for attracting 

more domestic investors, the larger the culture difference is, the higher expenses they need to 

invest in operating activities like interpreting information, roadshows and hiring domestic 

employees. Consequentially, return on assets (equity) will shrink because of these extra costs. 

 

Significantly positive association of institution distance with ROA is presented by model 3. 

This result rejects H2, suggesting that listing in countries of larger institution distance than 

China results in better performance of return of assets. This outcome does not accord with the 

Variables Model 4 Model 4a Model 4b

CDCG -0.000158*** -0.000235*** -0.000115*

(0.00) (0.00) (0.00)

logSI -0.274*** -0.325*** -0.242***

(0.03) (0.04) (0.04)

logNI 0.247*** 0.340*** 0.314***

(0.02) (0.03) (0.03)

GrowthRate 0.00147*** 0.00 0.00245***

(0.00) (0.00) (0.00)

Constant -1.163** -2.093*** -3.542***

(0.47) (0.56) (0.60)

Observations 478 350 236

R-squared 0.252 0.334 0.414

Standard errors in parentheses

 *** p<0.01, ** p<0.05, * p<0.1
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proposition of Bell R., Filatotchev I. & Rasheed A. (2012) where regulatory institution distance 

leads to higher costs created by CMLOF. However, as the WGI of China falls behind all six 

listed countries, this result supports the statement of Coffee J. (2002) that companies from 

poorly-regulated countries sends positive signals to investors when publicly listing in a higher-

standard security market. According to him, listing in a better-governed country will increase 

the capital market awareness and expectedly force the company to improve its transparency and 

governance in the future. This signal would make it easier for the foreign companies to attract 

domestic investors and raise funds. With more equity capital, companies can invest in more 

profitable capital projects and make its daily operation more efficient, thus improving its future 

operation performance. Hence, it can be concluded that the benefits brought by positive signals 

outweighs the costs created by CMOLF. In summary, return on assets (equity) will be higher if 

listing in countries of larger institution distance. 

 

As discussed in section 5.2, in as much as CD1 is removed from the model, model 4 fails to 

explain the offset impact of corporate governance over “home bias” described in hypothesis H3. 

Instead, it explains the mutual influence of corporate governance of listed countries and culture 

difference. Based on the results shown in table 5-8, companies listing in countries of both large 

culture difference than China and high corporate governance standard report low return on 

assets. This phenomenon can be explained by the high expenses brought by both improving 

company’s governance and narrowing cognitive difference. As the improvement of corporate 

governance is a long-term process, we also examine the long-term mutual impact. The negative 

impact aggravates in year 3, which might be related with higher costs along the process of 

corporate government improvement and culture integration. However, it starts to decrease in 

year 4, possibly suggesting the end of one integration stage. As lack of observations after year 

4, it is unable to examine the longer-term mutual impact. Thus, the explanation given for the 

outcomes of year 3 and 4 is hypothetical and further research is needed. 

 

Model 5 and 6 depicts positive impact of power distance and negative effect of uncertainty 

avoidance of host countries over ROA respectively. The results show support for H4(a) & H4(b) 
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and is consistent with the study of Zarzeski M. (1996). A country with low power distance or 

low uncertainty avoidance requests more information disclosure. As the power distance score 

of China is higher than six host countries, listing in whichever country will help improve 

company’s corporate governance, while listing in a country of higher power distance score 

means less costs created by adaption to domestic transparency regulation. In contrast, China 

ranks at bottom three in the uncertainty avoidance score. Listing in a country of higher UAI 

suggests lower amount of information disclosure. Since information disclosure is part of the 

requirement of corporate governance code, Chinese companies who list in country of high PDI 

or UAI lower than China will perform better.  

 

In all, factors (Institution distance and Power distance) signaling future improvement of 

governance will lead to higher return on assets (equity), while factors (Culture difference and 

Uncertainty avoidance) bring mainly about costs or suggesting declining governance level 

presents negative correlation with operating performance (ROA and ROE). Besides, the mutual 

negative effect of corporate governance and culture difference is also detected in the study. 
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6. Conclusion 

6.1 Implication 

From the results of regression stated in last chapter, it is revealed that expenses produced by 

narrowing culture difference and improving corporate governance decline company’s operating 

performance in terms of return on assets (equity). As it is hard to avoid these expenses, in this 

sector, we will discuss the possible practice individual company and Chinese government can 

take to optimize cost efficiency for future overseas initial public offering.  

 

One basic assumption underlying “home bias” is that domestic investors assume national 

culture deeply embedded in corporate culture. As Hofstede indicates, Chinese companies tend 

to have organization structure with high hierarchy in nature, which makes the largest difference 

between Chinese corporation and corporation of other countries. Besides, integration only with 

culture of the country where the first overseas IPO is listed may not be cost efficient if the 

company plans to expand capital source into other markets. Thus, we suggest company 

develops its organization into the formal organization proposed by Meyer J. et al. (2006). This 

structure meets the requirement under globalization, as it proposes individualism, scientized 

universality and universal rationality.  

 

Although the impact of institutional difference presents positive, improvement of corporate 

governance can still lead to expenses which is negatively related to future operating 

performance. As in most countries the overall corporate governance level is led and guided by 

the government, Chinese government should take roles in improving market surveillance, 

making overseas listing for future companies cost less on improvement of individual corporate 

governance level. 

 

Since most change models are Western based and Chinese culture is largely different from 

Western, we suggest Chinese company adopt the change model proposed by Jing, R., & Van de 

Ven, A. H. (2014). This model is combined with Chinese traditional Taoism philosophy and 

thus fits more with Chinese thinking and value. As the organizational change is a necessity, 
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managers should take roles as change leaders, to show investors company’s goal of 

improvement.  

 

6.2 Limitation and further research 

This paper is strictly limited by the data structure. First, large proportion of the companies 

analyzed are listing in Hong Kong and Singapore. From the culture difference and institution 

distance index tables shown in chapter 4, we can see that both countries show close culture 

similarity and stronger regulative institution than China. Also, companies listed in these two 

countries present high performance in return on assets. Thus, we guess that this large accounting 

mignt lead to the regression result we have gained. Second, because of the high correlation 

possibly, the regression model fail to explain H3 which is originally set to test a sequential 

impact of difference on CG then on operating performance. We guess this correlation exists 

because the small country data pool limited by CSMAR database we take in this study. Third, 

although the non-multicollinearity is hold for each model, the models still fail to pass the 

homoscedasticity and normality test, which means the estimated values of parameters are 

unbiased but not BLUE. We guess this failure is relate to the low value of R-square, which 

indicate more control variables need to be investigated to ensure the validity of the regression 

model. 

 

Hence, if time allowed, we suggest that future study includes hand-collecting data of companies 

listing in other countries and of the improvement of corporate governance of each individual 

company. In addition, more control variables need to be investigated. 

 

6.3 Conclusion 

In pursuit of the ‘Bring in’ strategy proposed by President Jiang in 1997, the connection of 

Chinese companies with global capital market has become more and more closer. Up to 2017, 

there are more than 1000 Chinese companies listing on 15 main stock exchanges in six foreign 

countries. IPO is a financing strategy decision requiring a company to be engaged in long-term 

transition from a private- to public-hold company. However, there has been limited literature 
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attending to issues how overseas IPO location choices impact the performance of Chinese 

companies afterwards. By answering this question, it can affect adversely to the location 

decision. Analyze data offered by CSMAR® Overseas Listed Company Database, we have 

gained the following main findings: 

 

Companies listing in countries of higher culture difference than China tends to have lower 

performance. This result is consistent with the concept of proximity preference. In order to 

avoid the higher risk caused by the information asymmetry resulting from cognitive differences, 

domestic investors try to avoid investing in the stocks of foreign companies who share different 

languages and cultures. From the standing point of foreign listing companies, for attracting 

more domestic investors, the larger the culture difference is, the higher expenses they need to 

invest in operating activities like interpreting information, roadshows and hiring domestic 

employees. Consequentially, return on assets (equity) will shrink because of these extra costs. 

 

Listing in countries of larger institution distance than China results in better performance of 

return of assets. Listing in a better-governed country will increase the capital market awareness 

and expectedly force the company to improve its transparency and governance in the future. 

This signal would make it easier for the foreign companies to attract domestic investors and 

raise funds. With more equity capital, companies can invest in more profitable capital projects 

and make its daily operation more efficient, thus improving its future operation performance. 

Hence, it can be concluded that the benefits brought by positive signals outweighs the costs 

created by CMOLF. In summary, return on assets (equity) will be higher if listing in countries 

of larger institution distance. 

 

Positive impact of power distance and negative effect of uncertainty avoidance of host countries 

over ROA respectively are also detected. A country with low power distance or low uncertainty 

avoidance requests more information disclosure. As the power distance score of China is higher 

than six host countries, listing in whichever country will help improve company’s corporate 

governance, while listing in a country of higher power distance score means less costs created 
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by adaption to domestic transparency regulation. In contrast, China ranks at bottom three in the 

uncertainty avoidance score. Listing in a country of higher UAI suggests lower amount of 

information disclosure. Since information disclosure is part of the requirement of corporate 

governance, Chinese company who list in country of high PDI or UAI lower than China will 

perform better.  

 

To make integration and improvement more cost efficient, we suggest the companies develop 

into more global organization structure. We also argue the important role government play in 

enhancing national overall corporate governance level. 
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