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Abstract 

This thesis examines the Hong Kong market’s perception of being a politically connected firm 

in China. The recent phenomenon of globalisation has seen a continuous trend of Chinese 

enterprises listing in overseas markets, especially for state-owned enterprises that play a 

dominant role in Chinese market. There are no prior studies examining the non-domestic 

market’s perception of Chinese cross-listed firms. Do these Chinese cross-listed firms enjoy a 

premium or a discount in a non-domestic market?  

This study therefore fills a research gap and makes a contribution from a different perspective. 

It examines the Hong Kong market’s perception of Chinese cross-listed firms by comparing 

Chinese HK-listed firms and HK-listed firms at the aggregate level. In addition, this study 

extends the literature and examines the role of political connections in overseas-listing and 

examines whether political connections leads to a discount or premium in the overseas market. 

In this study, the model is set up to examine the valuation differences between Chinese HK-

listed SOEs, Chinese HK-listed non-SOEs, and HK-local firms. This study examines three 

variables which have been identified as having an impact on capital markets’ perceptions of 

cross-listed firms. These variables are related to home bias, the ownership structure of firms 

and political connections.   

This study found that Chinese cases were particular and different from western stories. It is 

found that Chinese cross-listed firms traded at a premium to host market firms in the Hong 

Kong market. In relation to home bias literature, this study found this theory does not have 

much of an impact in the context of Chinese overseas-listing. In relation to ownership 

concentration, this study found that the concentrated ownership structure in the Chinese 

context contributed to the valuation premium of Chinese HK-listed firms. In relation to 

political connections, this study suggested that capital markets viewed politically connected 

firms favourably. This should give the strongest indication of the market’s perception of being 

politically connected in Chinese context. The study also found that there was not much 

difference between Chinese non-SOEs and a matched local Hong Kong firm in the same 

market. It indicated that what has found from western studies is not necessarily true for 

Chinese cases.  

Unlike previous literature on political connections, which is mostly based on domestic 

markets, this study discusses the role of political connections on firm valuations from the 
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perspective of the non-domestic market. This study not only assists Chinese companies to 

better understand the non-domestic financial environment but also helps Chinese firms to 

become competent market participants. Additionally, it may be applicable to firms from 

emerging markets in terms of understanding overseas-listing.  
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Chapter 1  Introduction 

1.1  Introduction 

The recent phenomenon of globalisation has seen increasing numbers of Chinese firms list 

their shares on foreign stock exchanges. The Hong Kong market is often the primary 

destination for mainland Chinese companies who wish to list in an international market, 

especially for giant state-owned enterprises (SOEs) (Hung, Wong and Zhang, 2012; Miao, 

2012; Sun et al., 2006). A significant portion of the trading value of mainland Chinese 

companies is conducted in Hong Kong. Between 1992 and 2005, only 79 firms were cross-

listed in an overseas market: 78 were listed on the Stock Exchange of Hong Kong (SEHK), 14 

on the New York Stock Exchange (NYSE), and only five on the London Stock Exchange 

(LSE) (Hung et al., 2012). In addition, all of those companies listed stock exchanges in the 

United States of America (US) or United Kingdom (UK) were also listed on the SEHK. In the 

financial year 2013–14, both the number and value of Chinese overseas initial public 

offerings (IPOs) rose, significantly higher than A-shares have risen. This trend of Chinese 

enterprises listing in overseas markets continues. Table 1 describes the number of Chinese 

foreign listings by location, showing that the presence is greatest in Hong Kong, followed by 

the US.  

[Insert Table 1] 

One key feature of Chinese overseas-listings is SOE contributing the most of Chinese 

overseas-listing. Between 1997 and 2005, around 43% of overseas-listed Chinese companies 

were SOEs that had a chairman or a chief executive officer (CEO) who was a current or 

former government bureaucrat (Hung et al., 2012). By the end of June 2016, there were 2,887 

listed companies in China, 1,019 of which were state-controlled, accounting for about 47% of 

the total market value of all listed companies in the country (Organisation for Economic Co-

operation and Development (OECD), 2017). China, perhaps, has the largest group of SOEs in 

the world. As of 2008, total assets of China’s SOEs totalled $6 trillion (133% the size of 

China’s economy) (Dean, Browne and Oster, 2010). As of 2010, total assets of the 120 

centrally controlled SOEs equalled 62% of China’s gross domestic product (GDP), and 42% 

of total revenues (Lin and Milhaupt, 2011). In 2014, 334 central SOEs controlled more than 

80% of total national assets: ￥48.06 trillion, with a yearly increase of 4%. Total profits were 

￥2.48 trillion, with a yearly increase of 3.4% (Wu, 2015). SOEs dominate the capital-
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intensive sectors such as power, steel, chemicals and machinery. After nearly 20 years of 

reform, most SOEs have been corporatised – many have even become listed companies. 

However, we do not know about the non-domestic financial market’s perception of these 

cross-listed SOEs. 

The first and foremost aim of this study is therefore to examine the non-domestic market’s 

perception of Chinese cross-listed companies. This study will compare Chinese HK-listed 

firms with HK-local firms. The results will indicate whether Chinese cross-listed companies 

experience a ‘cross-listing discount’, as suggested by Fresard and Salva (2010). In addition, 

this thesis also examines whether political connections contribute to the observed differences. 

Examining the differences in values between Chinese HK-listed firms and Hong Kong local 

firms, with reference to the commonalities and dissimilarities of the Chinese and Hong Kong 

markets, will allow us to identify the factors that limit the integration of cross-listed firms in 

the non-domestic market, and that therefore preclude them from reaping all the potential 

benefits offered by the non-domestic financial environment. What stands out from this study, 

beyond the simple identification of imperfect financial integration, is the magnitude of the 

differences in values among the firms, and the role of political connections in the cross-listing 

context.  

1.2  Rationale of study 

The author agrees with the Berg (2012), in recent period a great deal of research about 

overseas listing has sprung up. Most of these studies are from western market, discussing 

abnormal returns around announcement days and cross-listing dates (e.g., Bris, Cantale and 

Nishiotis, 2007; Foerster and Karolyi, 1999), or compare cross-listed companies with peers 

listed only in the home country to examine the effect of cross-listing (e.g., Doidge, Kaolyi and 

Stulz, 2004; Hope, 2007). Although the number of overseas-listed enterprises has 

substantially increased, very few articles focus on the particularities of politically connected 

Chinese enterprises. Findings from these articles are of a general nature and do not go to the 

grassroots level in the discussion of overseas-listings. The available literature about overseas-

listed enterprises comprises works about the choices of locations (Lan, 2008; Li, Xie and 

Wang, 2012; Yang and Lau; 2006) and the enterprises’ motivation for listing overseas (Liang 

and Chen, 2012; Zhang and King, 2010), and compare the overseas-listed firms with peers 

listed only at home (Shen, Liao and Liao, 2010). In Chinese context, no research designed to 

examine what the non-domestic market’s perception of these overseas-listed companies. 
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Whether the market treat them and local firms the same? How do overseas-listed firms 

compare to the locally listed firms? Do firms listed on overseas foreign exchanges enjoy a 

premium? The literature is silent on the extent of the integration of Chinese politically 

connected enterprises in overseas markets. This study attempts to test this kind of non-

domestic markets’ reaction issue, even though this thesis does not perfectly examine 

thoroughly.  

This research was inspired by a couple of studies of how non-domestic markets perceive 

overseas-listed companies, based on the US market. King and Segal (2003) studied the 

relative valuation differences between Canadian firms cross-listed on US stock markets and 

US local firms. They found that Canadian firms that predominantly traded in the US received 

similar valuations to other US local listed firms, while the other cross-listed Canadian firms 

were traded at a discount compared with US local listed firms. Fresard and Salva (2012) 

agreed with King and Segal. They found that cross-listed companies in US exchanges 

experienced strong discounts compared with similar locally listed US firms, despite both 

types of firms being subject to US laws, regulations and market disciplines. These 

consequences refer to the ‘cross-listing discount’ and will be further discussed in Chapter 2, 

Literature review. From a review of the literature, it is unknown whether this kind of 

cross-listing discount is applicable to Chinese companies. 

Additionally, a series of papers have addressed the issue of cross-listing from the governance 

perspective (e.g., Coffee, 1999; Doidge et al., 2004; Karolyi, 2006). In the literature, when the 

political connection considered as an index, its result remains controversial (Markus, 2008; 

Wahab, Zain and James, 2011). It is possible that the equity instruments of these companies 

are traded at a premium in the capital markets, due to a perception that these companies have 

access to cheaper debt finance and preferential treatment in bidding for large projects (Cull 

and Xu, 2005; Khwaja and Mian, 2005). Alternatively, the markets may discount these shares, 

due to the risk that the company’s management is acting not solely to maximise the 

company’s profits but also to meet the socially and politically driven objectives of the ruling 

elites (McChesney, 1987; Peltzman, 1976; Shleifer and Vishny, 1998; Stigler, 1971). 

Nevertheless, studies based on the US market naturally would not pay special attention to the 

particularities of political connections. 

The different effects on Chinese SOEs and Chinese non-SOEs imply that there is a perceived 

connection to government influence. Although China ranks low in the OECD’s Corporate 
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Governance Factbook (2017), it is still difficult to conclude that the political connections of 

SOEs would adversely affect a comparison with locally listed firms in Hong Kong. This study 

therefore points to different directions, and focuses on the influential and distinctive cluster of 

Chinese cross-listed SOEs, which are important and complex enough to deserve more 

academic attention. Unlike previous literature on political connections, which is mostly based 

on domestic markets, this study will discuss the role of political connections on firm 

valuations from the perspective of the non-domestic market. 

1.3  Research questions 

Hong Kong market is an ideal market to examine whether the non-domestic market treats the 

Mainland Chinese firms the same as local listed firms. Hong Kong is known as one of the 

largest foreign exchange centre in the world, it is also the cultural gathering place of 

traditional Chinese and Western (Lee, 2014). According to previous studies (King and Segal, 

2003; Fresard and Salva, 2010), US investors depends critically on those investors’ level of 

familiarity with non-US firms. It is found that the overseas-listed firms have higher market 

performance when the investors are already familiar with them; while if they are failed to be 

familiar to US investors, they would suffer a value discount compared to local peers. It is still 

an open question that whether home bias results above also apply to Asian market, especially 

to Hong Kong market which is composed of high proportion of western institutional investors. 

It is a direct method to examine the non-domestic market’s perception through testing the 

home bias of overseas-listed firms.  

In previous research based in US market, corporate governance is also mentioned as a factor 

affecting the non-domestic market’s perception of overseas-listed firms (King and Sigal, 2003; 

Fresard and Salva, 2010). These empirical studies are based on market-based governance 

model with dispersed ownership, which is normally motivated from the agency perspective. 

Yet most of HK-local businesses are family business that still owned and controlled by the 

founder in Hong Kong even listed on SEHK (Cheng and Firth, 2006; Lee, 2014); additionally, 

the majority of Mainland Chinese companies are SOEs controlled by the Chinese government 

with concentrated ownership as well. How the Hong Kong market views these companies 

with concentrated ownership? Whether the market treats them in the same way? This leads to 

the research problem for examining the non-domestic market’s perception from the 

perspective of ownership structure. 
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This study also required a setting in which business is highly politically connected – China 

was ideal. The cultivation of political connections is especially important in Chinese 

transitional economy (Lin and Milhaupt, 2011). The Chinese transitional economy is 

characterised by inadequate institutional support, underdeveloped investor protection 

legislation, overarching government interference and control, as well as weak enforcement of 

contracts and property rights, with numerous obstacles for business (Allen, Qian, and Qian, 

2005; Johnson, Millian and Woodruff, 2002). As a result, having close ties to politicians and 

government has become an efficient strategy for SOEs to overcome market failure in this 

economy (Li, Meng, Wang and Zhou, 2008). In this respect, Chinese SOEs are well suited to 

an examination of a market’s reaction to political connections.  

Further, China’s unique institutional context offers the opportunity to explore the role of 

political connections. For example, a result of China’s economic liberalisation has been a 

decentralised political system (You and Du, 2012). Governments at various levels have policy 

making power within their jurisdictions; hence, it is possible for businesses to make a variety 

of political connections (You and Du, 2012). Finally, China’s phenomenal economic 

development over the last few decades, and its increasing importance in the global economy 

warrant an investigation to better understand the economic consequences of its SOE’s 

political ties (He, Wan and Zhou, 2014).   

To examine the Hong Kong market’s perception of Chinese firms, the following research 

questions guide the study: 

1. Are there valuation differentials between Chinese HK-listed companies and HK-

local firms? If there are differences, are these due to one or more of the following? 

2. Does home bias contribute to the valuation differences for Chinese HK-listed 

companies? 

3. Does the Chinese concentrated ownership structure contribute to the valuation 

differences for Chinese HK-listed companies? 

4. Does political connection contribute to valuation differences for Chinese HK-listed 

companies? 
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1.4 Scope, main findings and the limitation 

This study attempts to examine the non-domestic market’s perception of Mainland Chinese 

companies at an aggregate level through the four research questions above. The first three 

research questions are inspired from previous studies by Fresard and Salva (2010), one of the 

only few studies examining non-domestic market’s reaction to overseas-listed companies. 

Through these three questions, this study will provide an idea whether the Mainland Chinese 

companies have a value premium or a discount comparing with the Hong Kong local firms. 

The fourth research question will test the role of political connections of Chinese companies 

when listed in Hong Kong market. This study therefore contributes to the literature on 

valuation effects of overseas listing based on Asian market, and it also extends the approach 

of Fresard and Salva (2010) on the Chinese overseas-listed companies in Hong Kong market. 

Additionally, this research also provides a view of the role of political connections on the 

Chinese overseas-listed companies. As in China, overseas listing has been viewed as a 

strategy to collect fund and improve quality of corporate governance for SOEs, which are 

controlled by government at different levels. However, there are few studies examining the 

effect of political connection on Mainland Chinese overseas listing, whether the non-domestic 

market treats political connections at a premium or a discount is still unknown. This thesis 

therefore fills the gap in the literature in Chinese context. 

Some could argue that Hong Kong has been part of China and, technically, a Hong Kong 

listing is in fact a domestic listing. Although the Hong Kong has been part of China politically 

since 1997, the CSRC treats Hong Kong as a foreign entity; the Chinese institutional investors 

were not officially allowed to invest Hong Kong shares. In Hong Kong market, most of 

investors are western institutional investors rather than local investors (SEHK, 2013). All of 

the Mainland Chinese companies listed on Hong Kong market are still on the overseas-listing 

list by CSRC1. Additionally, although Hong Kong is from a country with a different political 

system, the Hong Kong stock market is far different from the Mainland Chinese market. Hong 

Kong market is with free trade and minimum government intervention, it is still the first 

choice to go public for Mainland Chinese companies. Therefore, from a sovereign perspective, 

Hong Kong belongs to China. From an investment view, Hong Kong is a different market 

compared to Chinese Mainland market. Accordingly, when a Mainland Chinese company list 

                                                      
1 http://www.csrc.gov.cn/pub/newsite/gjb/jwss/jwssgsml/The CSRC official website: the list of Overseas 
Listing, updated in Jun 2018. 
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on the SEHK, it is considered as overseas listing. This is why the Hong Kong market is an 

interesting and unique case and is picked up as the object market of this study. 

However, the scope of this study is limited to only the Hong Kong market. There are also a 

large amount of Chinese companies listed in the Singapore, U.S., and the UK market, but they 

are left outside of the study. In addition, this study excludes the delisted companies as their 

information cannot be accessed after delisting. Furthermore, only theories and possible 

explanations are presented based on previous literature in this study, this hence offers 

interesting grounds for further studies. 

The main findings of this study suggest that valuation differences exist between Mainland 

Chinese companies and Hong Kong local firms in general. The results suggest that there is a 

significant valuation premium in favour of the Mainland Chinese companies, which is 

contradict to results from previous research from Fresard and Salva (2010). Additionally, the 

home bias as a variable, does not contribute to the valuation differences; while the ownership 

structure as a proxy of corporate governance, makes a significant effect on the valuation 

differences between Mainland Chinese firms and Hong Kong local peers. This study also 

compares the Chinese SOEs and non-SOEs with matched Hong Kong local firms respectively; 

it finds that the Chinese SOEs have higher valuation than Hong Kong firms, while there is not 

much difference between non-SOEs and matched locals. This indicates that political 

connection plays a vital role in overseas listing. More details and discussions are presented in 

Chapter 5 and 6. 

 

1.5  Definitions of terms 

In this study, the following concepts are explained to make their interpretation clear in the 

context of the cross-listing of Chinese SOEs.  

Overseas-listing and cross-listing refer to domestic companies issuing shares on a foreign 

exchange, normally one located in an international financial centre (Miao, 2012). In the 

literature, ‘cross-listing’ is more common, used for domestically listed companies that are also 

listed on one or more overseas stock markets (Berg, 2012). Many Chinese SOEs have not 

completely finished their corporatisation restructure; it is not uncommon for them to list 

overseas first, immediately after their corporatisation, and then pursue a domestic listing 
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(Miao, 2012). Big SOEs are likely to dual-list on both foreign markets and at home; while the 

non-SOEs are normally listed on only one stock exchange. Unlike the SOEs that are 

politically connected and supported by the government to be dual-listed – that is, both at 

home and on the foreign stock exchanges – some non-SOEs, especially small and medium 

enterprises, are unable to afford the costs of dual- or multi-listing on different stock markets. 

Therefore, they list on only one stock exchange, when it makes its IPO. In this study, 

‘overseas-listing’, ‘or cross-listing’, hence refers to a situation in which a firm lists on a non-

domestic market, whether or not it is also listed in its own local market. 

Some Chinese researchers have touched the topic of political connections in Chinese 

literature, but they have considered only general entrepreneurs, or emphasised CEOs’ or 

personal political connections (Cai, 2007; Fan, Wong and Zhang, 2007), rather than 

perspectives of state ownership. This study agrees with the view of Wu, Wu and Rui (2010) 

that government ownership represents a better direct measure of political connections than the 

party membership status of CEOs. The government ownership is more explicit and stable than 

a personal link with the government. This will be discussed in Chapter 2, Literature review, 

and in detail in section 2.5, Political connections and government intervention. Therefore, in 

this study, political connections refer to firms that have political connections due to their state 

ownership. A firm is politically connected or state-owned if it is fully or partially owned by 

the government or government agencies.  

According to China Company Law (2005), Chinese listed companies can be classified as 

having share types that are either non-tradable or tradable shares. Non-tradable shares cannot 

be traded on the security markets. They include state-owned shares, legal person shares and 

employee shares (Li, Liu and Eddie, 2011). Chinese stocks are made up of different types of 

tradable shares, such as A-shares, B-shares, H-shares, red-chip shares and so on, and each 

type has its own unique characteristics. In this research, the sample used to examine the Hong 

Kong market’s perception of Chinese HK-listed companies includes H-shares and red-chip 

shares. 

Chinese A-shares are traded on the Shanghai and Shenzhen stock markets. Collectively, these 

companies predominantly list renminbi (RMB) shares, issued by locally listed companies 

incorporated in mainland China, most of which were traded by mainly Chinese SOEs at early 

stage. These shares are predominantly held by the state, legal persons or local individuals 

(Lee, 2009), now some are held by institutional investors (e.g., insurance companies and 
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investment funds). Chinese citizens are allowed to trade the freely floated A-shares only in the 

Shanghai and Shenzhen stock exchanges (Lee, 2009). There is no restriction on the numbers 

of shares traded or the minimum holding period. China’s Company Law (2005), however, 

requires that, when a company makes its IPO, its total A-shares account for no less than 25% 

of its total outstanding shares. A-shares are the only shares can be traded by domestic 

investors and are quoted in local currency (RMB).  

H-share companies are incorporated in mainland China, listed on the SEHK, and traded in 

Hong Kong dollars. Before listing on SEHK, H-share companies have to be approved by the 

China Securities Regulatory Commission (CSRC). H-share companies have to comply with 

the additional requirements set out in Hong Kong Exchanges and Clearing Limited’s 

(SEHK’s) listing rules for both the Main Board and the Growth Enterprise Market (GEM). 

According to the Investor Education Centre (IEC) (2013, para 2), requirements include:  

a) annual accounts must be in accordance with Hong Kong or international 

accounting standards 

b) articles of association must contain provisions which reflect the different nature of 

domestic shares and foreign shares (including H-shares) and the different rights of 

their respective holders 

c) investor protection provision equivalent to those in the laws of Hong Kong must 

be written into constitutional documents. 

Other than these requirements, the listing process and trading practices for H-shares are 

almost the same as those for other Hong Kong stocks (IEC, 2013). 

While A-shares and H-shares are issued by SOEs, another important category controlled by 

the mainland government is red-chip shares (SEHK, 2010). Red-chip shares are listed by 

companies with business, assets, markets and ownership with a strong orientation toward the 

Chinese mainland. The SEHK identifies a company as a red-chip as follows (as cited in 

Donald, 2014, p.228): 

1) the company has at least 30% shareholding held in aggregate directly by Mainland 

China entities, and/or through companies which are controlled by Mainland China 

entities. Or 
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2) the company has below 30% but 20% or above shareholding held in aggregate 

directly by Mainland China entities, and/or through companies which are 

controlled by Mainland China entities and, there is a strong influential presence, 

on a judgmental basis, on the company's board of directors. 

Mainland China entities include state-owned organisations and entities controlled 

by provincial or municipal authorities. 

Red-chip companies are also referred to as those of Hang Seng China-Affiliated Corporations, 

which are incorporated outside of mainland China and controlled by mainland entities (SEHK, 

2012). The par value of the red-chips is expressed in Hong Kong dollars or US dollars, not 

RMB. Another important difference between a red-chip company and an SOE listed at home 

is that all of the shares in a red-chip are tradable (i.e., there is no segmentation of share capital, 

as there is with an SOE listed in its local market) (IEC, 2013).  

1.6  Thesis layout 

This study is divided into six chapters, as follows. 

The next chapter provides a literature review pertaining to the theories and arguments in this 

study. Section 2.1 introduces the literature review and the concept of familiarity bias, and 

section 2.2 introduces the home institutional framework. Section 2.3 gives an overview of 

corporate ownership and discusses how concentrated ownership affects the performance of 

firms. Section 2.4 presents the limited number of empirical works that examine perceptions of 

non-domestic market. Section 2.5 provides a comprehensive review of the extant literature on 

the topic of political connections. Chapter 2 also discusses the role of state ownership in 

particular.  

Chapter 3, Background information about the Chinese and Hong Kong stock markets 

describes the Chinese mainland market and the Hong Kong market, setting the backdrop for 

this study.  

Chapter 4 develops the hypotheses that lead to the findings based on the research questions, 

which were presented in this chapter.  
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Chapter 5 explains the data and research methods used in analysing the proposed hypotheses, 

together with the descriptive statistics and checks of the study’s robustness.  

Chapter 6 outlines the implications arising from this study. The reasons behind the results are 

also discussed in this chapter, as are the study’s limitations and opportunities for future 

research.  
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Chapter 2  Literature review 

Few address whether overseas-listed companies reach the relative valuation of the host market 

(Berg, 2012; Chau, 2010; Fresard and Salva, 2010; King and Segal, 2003). In those studies, 

the reasons given for overseas-listing discounts between foreign companies and local peers 

were familiarity bias, home institutional framework, and corporate governance levels. In this 

chapter, I will discuss these issues through a review of the literature. Section 2.1 discusses 

familiarity bias, and is followed by a discussion on the effects of the home institutional 

framework on non-domestic listed firms. According to previous studies of cross-listing 

discounts (Fresard and Salva, 2010; King and Segal, 2003), investors in the US prefer to buy 

local shares; investors treat non-US firms trading in the local market the same way they treat 

local firms. Further, they believe that those non-US firms still carry their institutional labels 

from their home country, or have weak corporate governance mechanisms, although these 

companies are trading in the same market environment and have met the criteria to be listed in 

the US market.  

In the following sections, I review previous studies and discuss how these factors – that is, the 

familiarity issue and the home institutional framework – affect market perceptions of non-

domestic firms that are listed in an overseas market and lead to the cross-listing discount. 

2.1  Home bias 

The proximity preference theory, which refers to the familiarity bias argument, is considered 

from the perspective of investor perception. The bias occurs in both domestic and 

international settings. In both cases, investors hold a portfolio that is biased toward ‘familiar’ 

assets, such as an overweighted domestic share price (Dodd and Frijns, n.d.; Ke, Ng and 

Wang, 2006). In overseas context, this strong bias in favour of domestic securities is a well-

documented characteristic of international investment portfolios. Sarkissian and Schill (2004, 

p.769) note“that the same proximity constraints that are believed to lead to “home bias” in 

investment portfolio decisions also exert a profound influence on financing decisions”. 

Substantial research has shown that investors do not exploit diversification opportunities, as 

they allocate a relatively large fraction of their wealth to domestic equities (Chan, Covrig and 

Ng, 2005; Strong and Xu, 2003). Ahearne, Griever and Warnock (2004) conducted surveys of 

US residents holding foreign securities, to research the participants’ home bias. They found 

that investors’ holdings were systematically biased toward domestic shares. In 2007, 80% of 
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domestic equities were held by US investors, which is higher than the percentage of share of 

US equities in the world market portfolio (Coeurdacier and Rey, 2013). Even though foreign 

equities provide great diversification opportunities, investors seem reluctant to invest, instead 

holding a larger share of local equities.  

With regard to specific investment patterns, some researchers found familiarity factors to be 

significant determinants in the investment decision. The literature has documented a relation 

between portfolio holding decisions and familiarity (Sarkissian and Schill, 2004). It has been 

shown that geographic, economic, industrial and cultural proximity (Coval and Moskowitz, 

1999; Grinblatt and Keloharju, 2001; Huberman, 2001) are familiarity variables that affect 

investors’ home bias and companies’ choice of which overseas market to list in. Grinblatt and 

Keloharju (2001) examined the effects of distance, language and culture on stock holdings 

and trade within Finland. Specifically, they examined the behaviour of Finnish and Swedish 

investors in relation to Finnish and Swedish firms operating in Finland, and found that 

investors simultaneously exhibited a preference for firms that were nearby and shared their 

personal language and culture. Their empirical evidence suggests that a positive relationship 

exists between share ownership and the common language and culture of the investor, and 

that a negative relationship exists with regard to distance between the investor and the listing 

market.  

Huberman (2001) also examined familiarity factors in investment decisions, by examining 

data on the Regional Bell Operating Companies (RBOC) within the US, and observed a 

geographical bias for RBOC investment. The author found that customers of an RBOC held 

more stock shares in their own RBOC than in other RBOCs. Employees of a firm often 

invested in their company’s stock at the expense of diversifying their labour income risk. 

Coval and Moskovitz (1999) conducted a survey of mutual fund managers and also found 

evidence that these investors had a preference for firms with geographic proximity; these 

managers displayed a preference for locally headquartered firms. These studies all concluded 

that familiarity played a significant role in investment decisions. 

Ivkovic and Weisbenner (2005) found that individual investors earn an excess return of 3.5% 

on local assets relative to non-local holdings, suggesting that these investors take advantage of 

their local knowledge. Massa and Simono (2006) found that familiarity bias has less of an 

effect on portfolios following a ‘familiarity shock’, such as a change of profession or 

relocation, which would also support the hypothesis that investors with local knowledge enjoy 
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an advantage. Interestingly, Bodnaruk (2009) found that investors take their local bias with 

them when they move. Investors who moved tended to sell the shares of firms they used to 

live near, and buy shares of firms near their new home. Chan et al. (2005) examined the 

factors that affect home bias (economic development and capital variables) and found that 

only stock market development and familiarity variables play an important role in the bias. 

The authors argued that, when a host country is more remote from the rest of the world and its 

citizens speak a different language, local investors will invest more in that country’s market, 

while foreign investors will invest less. In addition, when a host market is more efficient and 

has larger market capitalisation and lower transaction costs, domestic investors will invest 

less in that market.  

An explanation for this home bias is that local investors are informationally disadvantaged in 

markets which do not have large degrees of information disclosure (Chan et al., 2005). 

Investor recognition theory (Merton, 1987) implies that, when investors have incomplete 

information, it affects their trading behaviours and resulting security values. That is, because 

of the incomplete nature of the information available to them, some investors may not become 

aware of certain securities, and consequently do not hold those securities in their portfolios 

(Kaniel, Ozoguz and Starks, 2010). The information asymmetry argument is based on the 

notion that investors have an informational disadvantage when investing in outside markets 

(Dodd, 2013). Eichler (2012) claimed that comprehensive disclosures reduce investors’ home 

bias. Cavol and Moskowitz (2001), Grinblatt and Keloharju (2001) and Portes et al. (2001) all 

showed that US investors exhibit a strong preference for local firms, due to the asymmetric 

level of information that exists for home and foreign investors, due to cultural similarity and 

geographic proximity.  

Home bias is kind of investors preference behavior, in which investors prefer not to hold 

outsiders’ equities simply because they are foreign and perceived to be riskier (Huberman, 

2001). The main idea in Merton’s investor recognition theory (1987) relies on an information 

environment that limits investors’ awareness of a firm’s securities. Since investors in other 

countries do not have access to the same level of information, they invest only in those 

securities of which they are aware. According to this model, when all else is equal, an 

increase in the size of a firm’s investor base – which Merton called the ‘investor recognition’ 

factor – will lower investors’ expected return. A lower expected return leads to a lower cost of 

equity capital and increases the market value of the firms’ shares. Baker, Nofsinger and 

Weaver (1998) noted that non-domestic cross-listing on the New York Stock Exchange 
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(NYSE) is associated with a higher visibility’ than a listing on the London Stock Exchange 

(LSE), which partially compensates firms for the higher costs associated with listing on the 

NYSE. Baker, Nofsinger and Weaver (1998) developed Merton’s ideas, claiming that 

managers have an incentive to expand a firm’s investor base by cross-listing shares on non-

domestic exchanges that increase investor awareness of the firm, which increases firm 

visibility.  

In the overseas-listing context, the literature indicates that demand from US investors is a key 

determinant in overseas-listing valuation gains. However, it also stresses that demand from 

US investors depends critically on those investors’ level of familiarity with non-US firms 

(Fresard and Salva, 2012). It is possible that cross-listed firms that fail to become familiar to 

US investors suffer a large discount (Huberman, 2001). Sarkissian and Schill (2007) found 

that benefits are higher for cross-listing when the markets or investors are already familiar 

with the cross-listed companies. King and Segal (2003) examined the Canadian companies 

listed in the US market and found that those that traded predominantly in the US had similar 

valuations to US local peers, while other cross-listed Canadian firms with low US turnover 

experienced a discount as a result. Overall, familiarity is a key determinant of investors’ 

demand for stocks. The literature on home bias suggests that concern regarding corporation 

disclosure may outweigh the potential benefits of greater international diversification (King 

and Segal, 2003).  

Most of the previous studies were conducted from the perspective of US investors, and they 

leave open the question of whether investors in other countries exhibit the same degree of 

familiarity bias. In the literature, Kang and Stulz (1996) were the only authors studied the 

home bias issue in Japan. They found that foreign investors overweight shares of firms in 

manufacturing industries, large firms and firms with good accounting performance, 

unsystematic risk, and high leverage. Whether this preference applies to other Asian markets 

is still unknown. Therefore, this study examines the Hong Kong market’s reaction to Chinese 

companies listed in Hong Kong, to make findings about the preferences of local investors. 

2.2  Home institutional framework 

This section discusses how the home institutional framework affects non-domestic cross-

listed firms, from a sociological perspective. North (1981) pointed out that a society operates 

under the rules of its institutional framework. Zajac and Westphal (2004) suggested that 
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financial market values and stock market reactions to firm-level factors are socially 

constructed. Ingram and Silverman (2002) agreed, stating that ‘institutions directly determine 

what arrows a firm has in its quiver as it struggles to formulate and implement the strategy, 

and to create competitive advantage’ (p. 20). This view is also applied to the institution-based 

view (Peng, 2002). The country of the home market institutional framework is significant for 

firm valuation and the degree of integration of the market of the new non-home market (La 

Porta, Lopez-de-Silanes, Shleifer and Vishny, 1998). As a result, firm valuation is an outcome 

of investors’ perception of the firm’s legitimacy, rather than of rational, efficiency-centred 

investor decisions. When confronted with the uncertainty associated with the process of IPO, 

investors evaluating the quality of these outsiders are more likely to focus on institutionalised 

rules (Pollock, Fund and Baker, 2009). When seeking to exploit overseas markets, Dunn and 

Jones (2010) claimed, foreign IPO firms are exposed to potentially different institutional 

logics, or sets of beliefs and rules that shape the cognitions and behaviours of actors in their 

host countries. The process of legitimation involves the interaction of both country-level 

institutions and firm-level practices (Moore et al., 2012); there is, therefore, a need to better 

understand how differences in host country institutional logics impact investors’ perceptions 

of foreign firms. 

Treating the home institution framework as an independent variance, the institution-based 

view focuses on: 

the dynamic interaction between institutions and organisations, and considers strategic 

choices as the outcome of such an interaction between institutions and organisations 

and considers strategic choices as the outcome of such an interaction. (Peng, Sun, 

Pinkham and Chen, 2009, p. 66) 

An example of this sort of strategic choice is making a decision on whether to list on a stock 

exchange in a different country (Peng and Su, 2012). As a strategic choice, listing on other 

stock exchanges can be viewed as the outcome of such an interaction (Peng and Su, 2012). 

Firms from emerging economies whose home country financial regulations and corporate 

governance standards are typically not world-class make a commitment to adhere to higher 

level and more stringent regulations in developed markets when listing on stock exchanges in 

developed economies (Reese and Weisbach, 2002; Silva and Chávez, 2008). Meyer, Nielsen 

and Nielsen (2012) stated that this kind of listing is driven by each country’s political 

economy, which shapes economic institutions, which in turn influences the strategy of SOEs. 
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Bell et al. (2010) also contended that foreign firms originating from countries with an 

institutional environment with weak protections for minority shareholders would have to 

adopt a larger number of governance mechanisms to gain the same level of legitimacy. This 

view is also consistent with the essence of the bonding hypothesis (Coffee, 1999; Stulz, 1999). 

However, the bonding hypothesis does not discuss the extent of the integration when firms list 

on overseas stock exchanges. 

Given that a company’s home institutional framework is important for investors’ perceptions, 

these theoretical arguments lead to related questions. Can different bundles of governance 

mechanisms in cross-listed firms lead to the same perceived valuation outcomes? Further, do 

the home institutional frameworks still have an effect on firms after they list in an overseas 

market? Drawing upon the neo-institutional theory (Meyer and Rowan, 1977; Scott, 2001), 

Zajac and Westphal (2004) argue that dominant governance beliefs based on the agency 

model of corporate control have become an institutional logic that underpins the process of 

firm legitimation among investors. Bell, Filatotchev and Aguilera (2014) and Deephouse and 

Suchman (2008) discuss that the neo-institutional view focuses less attention on the individual 

efficiency outcomes of different governance mechanisms at the core, and instead concentrates 

on understanding how government mechanisms affect a firm’s legitimacy through perception 

of external assessors of organisational legitimacy – that is, the stock market audience, or the 

investor community. Bell et al. (2014) suggested that the corporate governance mechanisms 

of foreign IPO firms are a product not only of ‘coordinative demands imposed by the market 

efficiency concerns’ but also of ‘rationalized norms of legitimizing the adoption of 

appropriate governance practices’ (p. 303). The process of legitimation frames investors’ 

assessments of firm-level governance mechanisms (Bell et al., 2010). 

In addition, an institutional approach maintains that ‘corporate governance systems 

themselves are embedded in larger institutional and legal frameworks’ (Fiss, 2008, p. 390). 

Governance researchers increasingly recognise that firm-level governance should be analysed 

in conjunction with institutional factors, such as laws and regulations (Aguilera, Filatochev 

and Jackson, 2008; Bruno and Claessens, 2007). Thus, the process of legitimation may be 

contingent on the institutional environment within which a firm operates (Chung and Luo, 

2008) – in particular, the extent of protection of minority investors (Bruton, Ahlstrom and Li, 

2010). Deephouse and Suchman (2008) analysed US investors’ perceptions and suggested 

that US investors’ valuation of foreign firms may be based on the ‘nested’ legitimacy 

framework. Within this nested framework, ‘the institutional arrangements at one level 
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constitute the subject matter of an institutional system at a higher level’ (Holm, 1995, p.400). 

Bell et al. (2014) also surmised that the process of legitimation through governance may be 

nested within a broader context of investors’ perception of the legitimacy of institutions 

associated with the outsiders’ home country.  

Before listing on a US stock exchange, foreign firms are exposed to a different institutional 

logic. These firms’ production and distribution systems, business networks and other key 

characteristics are significantly embedded in the institutional framework of their home 

country, which may have a significant impact on investors’ perceptions of their value (Bell, 

Filatotchev and Aguilera, 2014). This leads to a significant effect on investors’ perceptions of 

their value, because ‘multiple logics … may make agreement difficult and consensus 

impossible’ (Dunn and Jones, 2010, p. 115). Greenwood, Raynard, Kodeih, Micelotta and 

Lounsbury (2011) state that, the higher the number of logics, the greater the complexity 

facing an organisation and its audience. In the context of foreign firms making their first 

listing on US stock exchanges, ‘perceptions of organisational legitimacy shape investors’ 

behaviour’ (Tost, 2011, p. 686). That is, investors consider how well the outsiders comply 

with their perception of ‘good governance’. The nesting of firm-level governance with 

country-level institutions and the associated complexity it creates represent an important 

boundary condition that affects foreign firms’ valuation in the eyes of US investors through 

firm-level governance (Bell et al., 2014). 

According to Fresard and Salva (2010), all overseas-listed firms become subject to a similar 

set of local rules and evolve in the same market environment. This means the market should 

treat all firms in the same way, since they are under similar listing requirements. In addition, 

non-US firms that originate in countries with institutional environments that grant weak 

minority shareholder protections will have to adopt a larger number of governance 

mechanisms to gain the same level of legitimacy as IPOs from strong governance 

jurisdictions (Bell et al., 2010). However, in reality, from the US investor perspective, an 

especially relevant feature of foreign firms’ home environments is the extent to which 

regulatory institutions protect minority investor rights (Bell et al., 2014). When faced with the 

uncertainty associated with foreign firms, investors would like to value the foreign outsiders’ 

IPO based on institutionalised rules (Pollock, Fund and Baker, 2009). For example, firms that 

trade shares in overseas stock exchanges have developed governance structures that are 

appropriate for their home environment; however, these structures may not be quite 

appropriate in the foreign equity market (Dunn and Jones, 2010).  
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Even when firms list shares on foreign stock exchanges, they continue to carry the label of 

their native markets (Bell et al., 2014). In countries with a weak regulations system, US 

investors may suspect that, for example, insiders or controlling shareholders may be diverting 

resources from the corporation to the detriment of minority investors (Djankov, La Porta, 

Lopez-de-Silanes and Shleifer, 2008; La Porta et al., 1998). For example, Aggarwal, Erel, 

Stulz and Williamson (2009) found that, even though non-US firms listed on stock exchanges 

must have governance standards that are as high as their local peers, US investors still place 

higher values on local firms, as they perceive them to have better governance mechanisms 

than similar cross-listed outsiders. Fresard and Salva (2012) developed this concept and found 

that the institutional features of a company’s home country persuade investors to discount 

cross-listed firms over US local peers. The authors explained the possibility that investors 

perceive that the US rules and market discipline do not apply equivalently to all firms. As a 

result, the quality of the institutional features of cross-listed firms’ home countries continues 

to matter (Lang, Ready and Wilson, 2006). Therefore, analysis of overseas-listed firms should 

simultaneously consider the roles of both firm-level and country-level factors. 

However, the studies outlined above were based on US stock markets: whether this perception 

of non-equivalence also pertains to the Hong Kong market is unknown. Additionally, the 

extent to which the institutional environment in China positively or negatively affects the 

internationalisation of Chinese firms is contested (Voss, Buckley and Cross, 2010). When 

analysing Chinese firms, it is important to recognise that there are many different types of 

firms. This study focuses on the ownership factor to differentiate between Chinese firms. The 

difference found in ownership structures is highly reflective of the impact of institutions in 

China (Peng, Tan and Tong, 2004; Peng and Blevins, 2012). For example, large Chinese 

firms often have significant state ownership, whereas young, small firms do not (Peng et al., 

2004). Broadly, there are two competing types of Chinese enterprises: SOEs and non-SOEs. 

The rules of the games for SOEs and non-SOEs are quite different. SOEs may initially list 

their shares within China on a decision of the Chinese government, and subsequently cross-

list outside of China in an economy that is relatively culturally similar, such as Hong Kong 

(Peng and Blevins, 2012).  

In general, these firms look outward to limit the institutional impact of government 

restrictions (Yamakawa, Peng and Deeds, 2008). A likely process for non-SOEs is to compete 

with the dominant SOEs by listing initially in a culturally similar economy, such as Hong 

Kong or Singapore, and subsequently, after gaining more experience, cross-list in the US. The 



21 

difference in the process that SOEs and non-SOEs use to list on foreign stock exchanges is 

largely due to the impact of the institutions in China (Peng et al., 2004). Due to differences in 

ownership structure, SOEs have stronger ties to government than do non-SOEs. We will 

discuss corporate ownership structure in more details, especially state ownership in the 

Chinese context, in section 2.3. In addition, prior studies do not discuss whether home 

institutional framework affects a market’s perception over time. It is unknown whether the 

effect will vanish or strengthen in the long term. It is our goal to examine whether the home 

institutions of Chinese firms have an impact, over time, on the perceptions of investors in the 

foreign markets that they cross-list in. 

2.3  Corporate governance 

Corporate governance is viewed as a system that delineates the rights and responsibilities of 

each major group of stakeholders in a company, and sets rules and procedures for making 

decisions about company affairs. In essence, good corporate governance consists of a set of 

mechanisms to ensure that suppliers of finance receive an adequate return on their investment 

(Bai, Liu, Lu, Song and Zhang, 2004; Yunos, 2011). Corporate governance studies are usually 

motivated from the agency perspective, whereby firms employ governance mechanisms to 

control conflict within firms (Yunos, 2011). Corporate governance is a broad concept; when 

discussing governance mechanisms, previous studies discussed boards of directors, director 

compensation, ownership, large shareholders, legal systems, investor protections et cetera 

(Fan, 2004). As this study focuses on state ownership and its effect on a non-domestic market, 

I will mainly look at corporate governance from the perspective of ownership.  

This section first reviews two different corporate governance systems according to their 

different ownership structures. For historical reasons, Hong Kong and mainland China have 

different legal systems, which are affected by the western system and the control-based 

system (Wu, 2010). This section then looks at different corporate governance systems, 

especially from an ownership aspect, in the Chinese and Hong Kong markets. 

Corporate governance systems can be distinguished into two broad categories according to the 

prevailing ownership structure of the enterprise (Berglof, 1997). In this respect, ownership 

structure is one of the main dimensions of corporate governance, and it matters because it 

determines the nature of the governance problems to be addressed by the corporate 

governance strategies (Bebchuk and Hamdani, 2009). Bai et al. (2004) and Desender (2009) 
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found that there are two competing views about the appropriate type of corporate governance: 

the market-based approach employed in the US and the United Kingdom (UK), and the 

control-based model found commonly in emerging economies and in continental Europe. The 

market-based governance model consists of an independent board, dispersed ownership, and 

well-developed legal infrastructure. In contrast, the control-based model emphasises an 

insider board, a concentrated ownership structure, and reliance on family finance or the 

banking system. The control-based model is widely applied in Germany, the Netherlands, 

Austria, Switzerland and Scandinavian countries (Clarke, 2007). 

2.3.1  Corporate governance systems under a market-based model 

The first category of corporate governance involves market-based systems in which corporate 

ownership is widely spread. From a principal–agent theoretical point of view, the separation 

of ownership and management leads to issues with corporate governance (Shleifer and Vishny, 

1997). Berle and Means (1932) declared that a separation of ownership and control was a 

hallmark of large corporations; shareholders rely on the board of directors to represent their 

interests. The contractual nature of the firm and the principal–agent problem highlighted by 

Berle and Means led to the development of the agency approach to corporate finance. In 

modern corporations, the shareholders are the owners of the firms; however, they are not 

involved in the day-to-day operations of the company. Instead, they delegate tasks to the 

company’s board of directors, which, in turn, appoints a management team (Sthienchoak, 

2013). In this situation, the shareholders are the principal, delegating the power to run the 

operations of the company to management through the corporation’s board of directors. As a 

result, management is the agent. The agent has access to detailed information about the 

company, to which the shareholders are not privy. Information asymmetry thus arises between 

management and shareholders. Management, which has the information, may pursue the 

operations of the company according to its own interests, which might conflict with 

shareholders’ interests. This conflict of interest eventually leads to agency problems between 

management and shareholders. This is where corporate governance comes into play.  

Berle and Means (1932) stated that, in this case, the board becomes so dominated that its 

supervisory role becomes ineffective, and over time the executives come to have the final say. 

Jensen and Meckling (1976) expanded the theory of agency as a type of contract, explaining 

that there are always conflicts of interest between management and shareholders. These 

conflicts happen because management wishes to maximise its private interests. Conflicts of 
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interest can be reduced by putting in place a monitoring mechanism aimed at protecting the 

interests of outside investors, but such a mechanism would incur costs. The authors also 

mentioned that increased participation by insiders can jeopardise the interests of shareholders 

and owners, decreasing the dividend yield (Jensen and Meckling, 1976). Therefore, agency 

problems lead to many issues related to efficient control for the assets of corporations in the 

interests of shareholders. Hart (1995) concluded that corporate governance issues arise 

whenever two conditions are present. First, there is an agency problem or conflict of interests; 

second, there is a transaction cost as a result of the agency problem. Hart (1995) claimed that 

corporate governance is mainly concerned with checking and balancing managerial behaviour 

so that firms can operate efficiently. Berkman, Cole and Fu (2010) pointed out that diffuse 

ownership is relatively uncommon, according to recent international studies, with most 

corporations found to be controlled by large blockholders. Berkman et al. (2010) then 

presented evidence that, as a result, the focus of corporate governance has broadened from 

addressing agency conflicts between management and diffuse shareholders to protecting 

minority shareholders from expropriation by management and controlling shareholders. 

At the theoretical level, agency theory identifies several reasons that good corporate 

governance improves firm value and performance (Shleifer and Vishny, 1997). Basically, 

good governance involves better monitoring, greater transparency and public disclosure 

between the principal (investor) and agent (manager). This leads to increased investor trust 

and decreased in manager discretion and expropriation of rents (Krafft, Qu, Quatraro and 

Ravix, 2013). Well-governed firms are supposed to be less risky and to have more efficient 

operations, and reduced costs for auditing and shareholder monitoring. These elements tend to 

alleviate the cost of capital and generate higher than expected cashflow streams, which, in 

turn, create a higher firm valuation and better performance (Ammann, Oesch and Schmid, 

2011; Krafft et al., 2013; Shleifer and Vishny, 1997).  

When discussing the relationship between corporate governance and firm performance, most 

empirical studies focus on a particular aspect of governance from different corporate 

governance mechanisms. Fan (2004) summarised both the internal and the external 

mechanisms of corporate governance. Internal mechanisms include board characteristics 

(such as board size, board independence, board leadership and chief executive office [CEO] 

duality, multiple board appointments, frequency of board meetings, and board diversity), 

director and executive compensation, board and managerial ownership et cetera. According to 

Fan (2004), external corporate governance mechanisms include large shareholders or 
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blockholders, the market for corporate control (such as proxy contests, hostile takeovers and 

leveraged buyouts), the legal system, and investor protections et cetera (Bhagat and Black, 

1999; Karpoff, Malatesta and Walkling, 1996; La Porta et al., 2002). 

The empirical results are mixed and inconclusive. For instance, board size differs from one 

country to another according to corporate governance codes. Kajola (2008) and Jackling and 

Johl (2009) both found evidence of a positive significant correlation between board size and 

firm performance. These results were partially sustained by Adams and Mehran (2012) in 

their examination of 35 listed banks on US stock exchanges. Empirical studies have also 

found a negative correlation between board size and firm performance, for both developed 

(Cheng, 2008; Guest, 2009) and developing economies (Guo and Kga, 2012; Ujunwa, 2012), 

using as performance measures return on assets (ROA), return on equity (ROE), Tobin’s Q 

and share returns. As for the board aspect, Bhagat and Black (2002) offered empirical support 

that a reasonable proportion of inside and outside managers gives the board independence that 

assures the protection of stakeholders’ interests. Ntim and Osei (2011) stated that another 

approach of the board is to encourage good attendance at board meetings, which results in 

better performance than firms with low attendance at board meetings. However, in Johl’s 

study (2006) of Financial Times Stock Exchange 100 (FTSE 100) companies, a negative 

relationship was found between firm performance and those two elements. Voluntary 

disclosure is considered to be one corporate governance mechanism that improves corporate 

performance (Zaman, Arslan and Sidiqui, 2015). In the literature, it has been found that 

different aspects of disclosure – such as board and management structure disclosures, 

ownership disclosure, and financial transparency in a company’s annual report – can lead to 

high profitability (Henry, 2008; Iatridis, 2008). Toksal (2004) found that corporate 

governance reporting brings about reduced cost of capital. Habib (2008) found no correlation 

between economic profit and corporate disclosure.  

On the other hand, instead of looking at the individual governance component, some 

researchers aggregated individual corporate governance attributes to corporate governance 

indices. For the US, a number of studies (e.g., Ammann et al., 2011; Bebchuck and Cohen, 

2005; Gompers, Ishii and Metrick, 2003) demonstrated the value-relevance of such 

governance indices aggregating a number of firm-level governance attributes. For example, 

Ammann et al. (2011) suggested that there is a positive relationship between good corporate 

governance and firm value, by covering 64 different corporate governance attributes classified 

by Governance Metrics International (GMI) in six categories: board accountability, financial 
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disclosure and internal control, shareholder rights, remuneration, market for control, and 

corporate behaviour. Yet Bozec, Dia and Bozec (2010) examined the relationship between 

governance index and performance, using the governance index developed by Globe and Mail 

Report on Business and Tobin’s Q, for a period of five years (2001–2005) and found no 

relationship between the corporate governance index and firm performance (Tobin’s Q). 

However, Cremers and Ferrell (2014) found a negative correlation between restrictions on 

shareholder rights (using the g-index used by Gompers et al., 2003) and firm valuation, for a 

long period (1978–2006). 

2.3.2 Corporate governance systems under a control-based model 

On the other hand, Stergiou (2011) argued that the main corporate governance problem that 

revolves around the agency issue outlined above occurs within Western corporations. The 

corporate governance models developed based on US and UK corporate governance 

structures may not be applicable to emerging markets (Song and Lei, 2008). Stergiou (2011) 

claimed that these conflicts result from dispersed ownership structures, which promote 

shareholder passivity due to problems with monitoring and important collective action. 

Although the agency problem and the diffuse ownership structures are typical in countries 

such as the US, they are not prevalent throughout the world. Contrary to the market-based 

system, the ownership structure is highly concentrated in the control-based countries, such as 

Germany, Austria and some other European countries (Wu, 2010). Instead, concentrated 

ownership leads to a different corporate governance problem. According to Shleifer and 

Vishny (1997), in its more absolute form, when control is held by a single shareholder, 

important conflicts of interest arise between minority and majority shareholders. This conflict 

of interest between minority and majority shareholders, therefore, constitutes one typical 

corporate governance problem within public companies globally (Stergiou, 2011).  

Markets in many countries are characterised by concentrated ownership structure, where 

corporations have a controlling shareholder or multiple shareholders. The literature on 

corporate governance emphasises that effective governance can also be exerted from within 

the firm via large owners, as is the case in the German model (Mayer, 1994). This situation 

eventually results in conflicts between majority shareholders and minority shareholders 

(Stergiou, 2011; Wu, 2010). 
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According to La Porta et al. (1999), large differences exist among countries in terms of 

ownership concentration in public firms. He (2011) claimed that company ownership in a 

country is reflective of the national companies’ ownership structure in accordance with the 

state’s characteristics, history and cultural traditions as well as factors such as market 

structure and corporate governance structure, with a characteristic pattern in practice. In 

particular, the greater concentration of ownership in civil law countries (such as in continental 

Europe) as compared with common law countries is the result of the need of large 

shareholders to safeguard their interests in a weak system of contracts protection (Faccio and 

Lang, 2002). There is an increasing awareness that the theories based on evidence collected in 

developed markets, such as the US and UK, may have limited applicability to emerging 

markets, due to the vast differences in political, social, cultural and business contexts between 

developed and developing countries (Manawaduge, De Zoysa and Rudkin, 2009). Claessens 

et al. (2000) find that cross-holding and pyramidal ownership are common in continental 

European and Asian economies. In family businesses in East and Southeast Asian cultures, 

family members still own a large percentage of shares in a firm. Family members are placed 

in top positions to manage and control the company (Sthienchoak, 2013). 

A high degree of ownership concentration occurs when most of the shares in a firm are 

concentrated in the hands of a shareholder or a small number of shareholders – the so-called 

controlling shareholders (Blair, 1995). The degree of ownership concentration in a firm is a 

determinant of the power distribution between managers and shareholders (Yammeesri, 2003). 

When the legal framework does not offer sufficient protection for external investors, 

entrepreneurs and original owners are forced to maintain controlling positions in companies, 

which results in a high degree of concentrated ownership (Shirley and Walsh, 2001; La Porta 

et al., 1997, 1998). Stergiou (2011) stated that concentrated ownership implies that 

shareholder activism and management monitoring are the rational responses of owners who 

wish to preserve their interests, because the cost of monitoring and the free-rider problem are 

not inhibiting factors, and the collective action problems of shareholders are eliminated in 

dispersed structures. In this case, ownership concentration transforms the agency issue into a 

problem of conflict in the interest for minority and majority shareholders. 

Berle and Means (1932) considered that concentrated equity ownership is a bad corporate 

governance implication that can lead to agency problems with minority shareholders. La Porta 

et al. (1999) suggested that, in countries with poor investor protection, agency problems tend 

to be more severe when ownership is more concentrated. In certain countries, the agency 
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problem comes from the conflict between controlling owners and minority shareholders 

instead of between controlling owners and managers (Alimehmeti and Paletta, 2012). Some 

scholars consider that a large number of shareholders of a company cannot exercise enough 

power to oversee managerial performance; consequently, highly concentrated ownership 

gives the controlling shareholders more discretionary power to serve their own benefits at the 

expense of other shareholders (Bai et al., 2004; Copley and Douthett, 2002; Thomsen and 

Pedersen, 2000). According to King and Santor (2008), concentrated ownership could have a 

negative impact on a firm’s performance. They present the following scenarios: 1) low levels 

of control may reduce the likelihood of a takeover and entrench poor managers; 2) managers 

or controlling shareholders might maximise their private benefit, leading to suboptimal 

policies for the firm.  

There is also evidence that ownership concentration has no relationship with firm value. 

Demsetz and Lehn (1985) analysed the relationship and argued that ownership concentration 

is determined by firm size, control potential, regulation and amenity potential. They then 

estimated linear regressions of accounting profit rate on concentration. Consequently, 

Demsetz and Lehn (1985) claimed that ownership concentration is not correlated with firm 

performance, in their empirical research on US firms. Holderness and Sheehan (1988) 

compared 101 pairs of listed firms and reached the same conclusion: no systematic 

performance difference was associated with large US shareholders. Agrawal and Knoeber 

(1996) also supported this view, pointing to insignificant coefficients in the research. 

On the other hand, according to Shleifer and Vishny (1986), the existence of top shareholders 

can to some extent promote the operation of a firm. La Porta et al. (1997, 1998) and Jiang 

(2004) found that, when the legal framework does not offer sufficient protection for outside 

investors, entrepreneurs and original owners, those insiders are forced to maintain a large 

position in their companies, which results in concentrated ownership. This positive effect of 

ownership on firm value can be explained by the so-called convergence-of-interest hypothesis, 

or alignment effect (Gugler, Mueller and Yurtoglu, 2008). Additionally, with the corporate 

governance mechanism, agency theory suggests that owners wish to maximise their profit; 

nevertheless, their agents (managers) might have neither the desire nor the incentive to do so 

(Sanchez-Ballesta and Garcia-Meca, 2007). Conceptually, it is expected that ownership 

concentration will directly affect a firm’s performance. The main concern is that large 

shareholders are active monitors in companies, and their monitoring helps improve the 
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profitability of the firm; thus, ownership by large shareholders may have positive effects on 

incentives to increase profits (Sanchez-Ballesta and Garcia-Meca, 2007). 

A number of studies have rendered support for this positive view of concentrated ownership 

and corporate performance. Zeitun and Gary (2007) found a significant positive relationship 

between ownership concentration and the accounting performance measures ROA and ROE. 

Kang and Shivdasani (1995) found that concentrated ownership increases the possibility of 

non-routine management turnover, which tends to have a positive influence on a company’s 

stock price performance. Yafeh and Yosha (2003) reported that concentrated ownership 

lowers expenditures on the activities of management, and managerial moral hazards. Earle, 

Kucsera and Telegdy (2005) also addressed the theory that concentrated ownership might 

improve performance by way of increased monitoring. Ma, Naughton and Tian (2010) 

claimed that large shareholders with sufficiently large stakes will act in the interests of the 

firm. In other words, large shareholders would have no incentive to expropriate the minority 

shareholders and would engage in the monitoring of the firm (Ma et al., 2010). Ownership 

concentration by a small number of large blockholders can improve governance effectiveness 

because it strengthens shareholders’ power when dealing with management (Hess, 

Gunasekarage and Hovey, 2008). Grossman and Hart (1980) assert that if a firm’s ownership 

is widely dispersed, no shareholder has adequate incentives to monitor the management of the 

firm closely, as the gain from a takeover for any individual shareholder is too small to cover 

the monitoring cost. 

Claessen and Djankov (1999) found that, in the Czech Republic, a 10% increase in 

concentration led to a 2% increase in short-term labour productivity and a 3% increase in 

short-term profitability. Earle et al. (2005) implied that, in Hungary between 1996 and 2001, 

the size of the bloc strongly and monotonically increased profitability and efficiency. 

Gedajlovic and Shapiro (2002) found a positive relationship between ownership structure and 

firms’ financial performance in Japan. Hu and Izumida (2008) also examined the effect of 

ownership on firm performance by checking listed firms on the Tokyo Stock Exchange. They 

found a U-shaped relation between ownership concentration and performance, with the 

expropriation effect and monitoring effect of large shareholders. Joh (2003) finds Korean 

firms with a low degree of ownership concentration have low profitability.  

Ownership concentration can play an effective monitoring role in a weak institutional context 

such as China (Shleifer and Vishny, 1997). This is largely because ownership represents a 
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source of power that can be used either to support or oppose management, depending on how 

it is concentrated and used (Salancik and Pfeffer, 1980).  

2.3.2.1 Family ownership as a key factor in control-based corporate governance 

Family ownership and state ownership, within the varieties of concentrated ownership 

structures, are key factors in control-based corporate governance (Stergiou, 2011). As state 

ownership is related to political connections, it will be discussed in detail in section 2.5. In a 

concentrated ownership structure, families often exercise control over the corporation or 

compose the bulk of a large number of non-controlling shareholders present in a company (La 

Porta et al., 1999; Leaven and Levine, 2007), which has often been perceived as negative 

(Poza, 2007). It is suggested that, as firms grow, a larger concentrated family ownership 

structure will inevitably be replaced by more diffuse forms of ownership, separating 

ownership and control (Berle and Means, 1932). 

Previous research has found that rewards, skill set and monitoring of the firm’s management 

are heavily affected by the identities of concentrated owners (Thomsen and Pedersen, 2000). 

According to the agency issue, the interests of founding family members may be different 

from the interests of the business. Family CEOs, as inside shareholders, have higher 

incentives to adopt investment policies that benefit themselves and their families while 

reducing the payout to outside shareholders. For example, if a family needs its business to 

distribute funds for living expenses and retirement, but the business requires those funds in 

order to stay competitive, the interests of the family and the business are not aligned (Loewen, 

2008; McConnell and Servaes, 1990). Empirical evidence supports that, in the US, firm 

performance is negatively influenced by controlling families (Klein, Shapiro and Young, 

2005). Sizable ownership stakes decrease the opportunity of bidding offered by other 

investors, which can lead to decreased firm value (Barclay and Holderness, 1989). When 

families make decisions on their own behalf, employee effort and productivity can be 

negatively affected (Burkart, Gromb and Panunzi, 1997). In a family business, the family’s 

wish for extraordinary dividends can affect the firm’s expansion strategies and financial 

resources, which can result in poorer operational performance and lower firm valuation 

(DeAngelo and DeAngelo, 2000). 

On the other hand, some recent studies suggest that firms with founder family leadership 

provide a unique governance system, which implies that the high costs of monitoring are 

reduced (Stergiou, 2011). This higher degree of inside ownership can lead to strategic benefits 
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and thus superior economic performance (Caselli, Giuli and Gatti, 2008). Prior empirical 

research provides evidence that family firms outperform their competitors when they are run 

by their original founders (Anderson, Mansi and Reeb, 2003). Through their important 

monitoring role, families as blockholders substantially mitigate the owner-manager agency 

problem (Jensen and Meckling, 1976). The intense involvement of family owners in the 

management of their companies, therefore, constitutes one of the differentiating attributes of 

family ownership in the context of corporate governance. The alignment of interests 

facilitated through the close family ties between principals (family owners) and agents (family 

CEOs) reduces conflicts of interests and improves firm performance. As a result, families add 

value to a company in a way that differentiates them from all other types of blockholders 

(Durand and Vargas, 2003; Westphal, 1999). For instance, a recent study comparing the 

impact of the various forms of concentrated ownership on firm performance has confirmed 

the positive impact of family ownership and documented that privatised companies, in which 

the government is still a controlling shareholder, are less efficient or at least less profitable 

than firms with a wider spread of ownership (Andres, 2006). 

2.3.3  Corporate governance system in Hong Kong 

Between 1840 and 1997, Hong Kong was a colony of the UK, before being returned to China. 

Because of the close historical connection with the UK, Hong Kong had adopted a corporate 

governance system that is highly similar to the British corporate governance system (Wu, 

2010; Young, 2010). There are many similarities between Hong Kong and the US in the way 

that its businesses operate (Cheng and Firth, 2006; Wu, 2010). Hong Kong has a 

comprehensive set of laws that govern commercial transactions, and company laws follow 

those of Britain. Allen and Roy (2001) conducted a comparison of governance standards in 

China, Hong Kong and Taiwan, and found that Hong Kong’s were the best. This was partly 

due to legal and regulatory issues. Hong Kong has traditionally taken a gradualist approach to 

the introduction of global best practice in the composition and management of boards, 

although it does demand higher standards in areas such as accounting and auditing (Allen and 

Roy, 2001). Moreover, Hong Kong has a regulator – the Securities and Futures Commission 

of Hong Kong (SFC) – and a stock exchange with operations based in large part on those in 

the UK and the US. The most important corporate governance development in Hong Kong 

was the establishment of the Code on Corporate Governance in 2004, by Hong Kong 

Exchanges and Clearing Limited (SEHK). It is now the critical document for listing 
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requirements in the Hong Kong stock market. One major difference between corporations in 

Hong Kong and the US is that stocks in Hong Kong are mainly owned by families (Cheng 

and Firth, 2006; Lee, 2014).  

Hong Kong is a meeting point of western governance mechanism and Chinese Confucian 

culture. According to the Securities and Futures Ordinance of Hong Kong (2002), information 

about the interests and dealings in shareholdings of the directors of listed companies is 

required to be disclosed to the SEHK. Even the relative shareholding information of the 

director’s spouse, children under 18, and controlling companies are required to be disclosed 

SFC, 2002). Firms must disclose whether they have complied with the Code of Best Practice. 

If a firm has not complied with any of the provisions of the code then details must be given 

(Cheng and Firth, 2006). 

On the other hand, family firms are very common, and some rank among the largest listed 

companies in Hong Kong: six of the 10 largest Hong Kong firms by market capitalisation are 

family-controlled firms. Lee (2014) also finds that two-thirds of Hong Kong listed firms are 

founding family business in the Hang Seng Composite Index. Families often own more than 

50% percent of shares, which enables firms to be kept under family control even when listed 

on stock exchange, such as Chow Tai Fook, New World Development, Hang Lung Properties, 

and Li and Fung, (Cheng and Firth, 2006; Lee, 2014). Cheng and Firth (2000) showed that 

family firms (as well as their ownership) are managed by the founder or the second, and 

sometimes third, generation. The family is also heavily represented on the board, and their 

members typically hold the positions of chairman and CEO (Cheng and Firth, 2006). 

Therefore, the corporate governance of Hong Kong firms is made up of a fusion of business 

cultures, including formal Western business governance mechanisms, and father–child 

Confucianism family business models (Lee, 2014). 

Redding (1990) found that the style of Hong Kong’s Chinese family-owned businesses is 

similar to that of Singapore and Taiwan, governed under a hierarchical structure with power 

centrally held by the top manager, which he refers as ‘paternalism’. The implications are that 

the top manager is granted a relatively high degree of discretion and not questioned about why 

they adopt a certain policy; the relationship between the ‘boss’ and senior executives is often 

described as ‘didactic’ (Young, 2010). Even after listing, a high concentration of family 

ownership remains; those with strong associations with these families, especially those in the 

inner circles of business networks who have no direct stake in the listed companies, are most 
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likely to be appointed to the board as independent non-executive directors (Lawton, 1996). 

Cheng and Firth (2005) also asserted that corporate governance controls that are exercised by 

outside blockholders and independent non-executive directors are relatively weak. They 

attribute this to the overwhelming power of executive directors that is prevalent in the 

majority of Hong Kong firms. They also suggest that Hong Kong firms’ unique ownership 

and control structures mean that the results from studies conducted in the US, UK and other 

countries may not be relevant (Young, 2010). 

Redding (1990) argued that this family concentrated ownership in Hong Kong has its 

advantages. As power is in the hands of top managers, it is possible to respond to external 

changes relatively quickly. He also stated that the reliance on networks generates horizontal 

efficiency and cooperation between family-owned businesses. Redding (1990) found that 

there are also cost savings, as family members are usually not paid well in small-scale 

businesses. They do the work out of a sense of loyalty and social obligation (Mead, 2005). 

Additionally, loans are usually made by family members and relatives, with little to no 

interest charged (Mead, 2005). Lastly, there is an expectation of benevolent leadership, which 

stems from Confucian ethics, where harmonious relationships are important; thus, the 

emphasis on cooperation and avoidance of conflict is embedded into the organisational 

culture of family-owned businesses (Kahak, 2005). 

In Song and Lei’s empirical study (2008), results showed that the concentrated ownership of 

companies listed in Hong Kong improves their corporate governance. The authors discussed 

that investors of Hong Kong companies might fear that large shareholders may maximise the 

value of their own portfolio instead of making decisions that benefit listed firms. Therefore, 

the higher the controlling shareholder stakes in a firm, the more effort will be exerted to 

monitor activities, and protect personal benefits. Minority shareholders can then also benefit 

from the effort made by large shareholders.  

Lee (2014) holds a different view from a different dimension. She compared the family 

founding business with the non-founding family firms in Hong Kong market. She also agrees 

that management status is positive with performance in founding family business. 

Additionally, she claims that the CEO founder from family business may perform better than 

the CEO in non-family business in performance. On the other hand, Lee (2014) did not find 

that the family ownership is significantly associated with the Tobin’s Q. She argued that the 

market value can bring family members wealth, but they may not sell the shares. This may be 
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because of the concentrated ownership, which leads them to make decisions that support them 

making a profit, to ensure they receive a high return; therefore, they are more concerned about 

return on investment.  

This section reviews the Hong Kong local founding family business, ownership and 

governance, and the different views for founding family businesses. Yet the Hong Kong 

concentrated ownership structure, which based on family business, is quite different from the 

Mainland Chinese concentrated ownership structure. In the following section, it will discuss 

the corporate governance and ownership structure of Mainland Chinese firms. It will help to 

understand how Hong Kong market treats these two types of ownership structures. 

 

2.3.4  Corporate governance in China 

According to Bai et al. (2004), China has a control-based corporate governance system, which 

is different from the market-based system in the US and UK. Compared with the dispersed 

ownership structure in most countries, the ownership of many Chinese listed companies is 

concentrated in the hands of the government, which holds shares held by the central 

government, local government, and institutions that are authorised by the state (Xu and Wang, 

1997). Consequently, the effect of concentrated ownership structure on firm performance in 

China could be different from that in developed economies. 

In the official classification system, the ownership mix in China is typically made up of 

holdings by the various levels of the government (typically classified as the state); state-

owned holding institutions, characteristically tagged as legal person’s shareholdings; cross-

holdings of other SOEs; private individual investors; and private individual investors who 

trade A-shares. Moreover, there are foreign holdings by individual investors (B-shares) and 

by foreign institutions. Other minority shareholders and classifications are employees, 

management, founders and sponsors (Hess et al., 2010; Jiang, Laurenceson and Tang, 2007; 

Xu and Wang, 1997). In addition, some Chinese companies also cross-list or list on foreign 

exchanges; these are designated as H-shares (listed on the SEHK) and N-shares (traded in 

New York). State and legal person shares have several commonalities: they are not legally 

tradable, and they are usually government-owned.  
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In the Chinese context, ownership concentration is higher than in developed regions and 

countries. Liu (2006) and Qu and Leung (2006) indicated that Chinese listed firms had highly 

concentrated ownership with large shareholder stakes, with an average of 44.8% of shares 

held by the largest shareholder. Ding, Zhang and Zhang (2007) also examined Chinese 

ownership. They found that the five largest shareholders on average accounted for 58.5% of 

the total equity in 2003. This could be easily compared with the US and Japan, where the 

figures were 25.4% and 33.1%, respectively. Strikingly, this concentrated ownership feature, 

with holdings of an average of more than 42% of total shares, influenced the nature of the 

agency problem in Chinese listed companies (Ding et al., 2007). Another distinct feature 

found by Chen et al. (2009) is that Chinese listed companies had a single dominant 

shareholder whose ownership far exceeded that of the second largest shareholder. Du and 

Zhou’s research (2004) revealed that, in China, among listed companies, 63.5% of shares are 

held by the top 10 shareholders. They asserted that such high shareholdings are detrimental to 

internal governance and external supervision, leading to ‘internal control’ and bringing about 

financial and operating risk (Du and Zhou, 2004, p.87). After 2006, ownership reform in 

China witnessed an increase in tradable shares in the market, but a large proportion of shares 

are still held by the state or other state-owned firms. 

Yu (2013) observed that Chinese companies normally have a state concentrated ownership 

structure rather than ownership concentration in general. Various levels of government and 

government agencies, commonly referred to as the state, collectively form a dominant 

supermajority shareholder of publicly listed firms in China. This characteristic represents an 

ownership concentration unique to China (Hess et al., 2010). Before 2006, almost 70% of 

listed shares were owned by government or government agents (Liu, 2010). Wei, Xie and 

Zhang (2005) asserted that this concentrated nature of ownership and the primary goal of 

different shareholder groups raise agency problems and monitoring issues. For example, the 

primary interest of the state may be political, such as maintaining employment levels or 

control over strategic industries. In this regard, large shareholders with substantial control 

may arguably take actions that benefit themselves to the detriment of minority shareholders 

(Ma et al., 2010).  

Many studies document a linear relationship between ownership structure and firm 

performance in the Chinese context. Ma et al. (2010) gave a comprehensive analysis on the 

impact of ownership concentration on firm value, focusing on firms listed on the Shanghai 

and Shenzhen stock exchanges. They found that the tradable share ownership concentration 
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has a positive and linear relationship with firm value. Since large tradable shareholders have 

no power to manipulate the firm in their own interests, the increase of tradable share 

ownership concentration mitigates free ride problem and thus increasing the firm’s value 

(Morck et al, 1988; Bai et al, 2004). Their results also suggested that companies with the high 

levels of both state and total share ownership concentration have greater firm values than 

companies with only one concentration. Ke and Issac (2007) studied the ownership concentration, 

types of controlling shares and their relation to corporate performance by examining the data from all 

the listed property companies on China’s stock market between 2000 and 2002. They found that 

ownership concentration has a positive association with corporate performance. Additionally, their 

results show that state shareholding is also positively associated with corporate performance. 

Interestingly, Luo and Liu (2014) investigated the relationship between family ownership 

structure and corporate value and compared in detail ultimate corporate ownership structures 

between China’s family-owned and state-owned listed firms. Their results exhibited family-

owned firms have a much lower corporate value than do state-owned firms in China.  

The literature on cross-listing advocates a number of benefits to listing on a foreign stock 

exchange. Foreign firms that list on US stock exchanges have higher valuations, a lower cost 

of capital, and increased liquidity. These benefits suggest several ways a US cross-listing can 

facilitate a change in ownership, whereby controlling shareholders either sell shares to 

diversified shareholders or sell the control bloc intact to a single buyer (Ayyagari and Doidge, 

2010). Ownership structure is still the focus of a competing explanation for the benefits of 

cross-listing (King and Segal, 2009). Doidge et al. (2004) argued that controlling shareholders 

will have an incentive to cross-list only when a US listing allows their financially constrained 

firms to exploit growth opportunities that are more highly valued by controlling shareholders 

than expropriation opportunities. This suggests that a firm’s ownership structure may 

condition the benefits of increased investor recognition following cross-listing (King and 

Segal, 2009). King and Segal (2009) expanded on Doidge et al.’s research (2004) by 

examining the increase in 277 Canadian firms listed on US stock exchanges between 1989 

and 2004, finding that cross-listed foreign firms with concentrated ownership benefit more 

than widely held firms in terms of increased valuation and analyst coverage. 

Ayyagari and Doidge (2010) documented firms’ ownership structures prior to cross-listing, 

and showed that they change after listing, after comparing them to a matched sample of 132 

benchmark firms that were not cross-listed in the US. The authors found that, prior to listing, 

about three-quarters of the firms in the sample had a controlling shareholder. After listing, 



36 

about half of the controlling shareholders’ voting rights decreased. Ayyagari and Dodge (201) 

stated that, compared with controlling shareholders of benchmark firms, controlling 

shareholders of cross-listed firms are about twice as likely to sell their controlling stakes, 

either piecemeal to dispersed shareholders so that the firm becomes widely held or intact to a 

new controlling shareholder. Further, when the controlling shareholder sells the control bloc 

intact, the control stakes of cross-listed firms are much more likely to be purchased by a 

foreign buyer. Their results suggest that cross-listing allows firms to overcome constraints in 

the domestic market, such as poor stock market development and domestic market illiquidity. 

These constraints encourage controlling shareholders to use a US listing to decrease the cost 

of transferring ownership to other investors. 

On the other hand, corporate governance has been shown to influence US local investors’ 

decisions on foreign companies listed on US stock exchanges. Edison and Warnock (2004), 

Leuz, Lins and Warnock (2005) and Ferreira and Matos (2006) found that US institutional 

investors avoided foreign firms controlled by a large shareholder, particularly where owners 

use dual-class shares to separate cashflow rights from control rights. Esqueda and Jackson 

(2015) investigated the long-term performance of emerging-market firms cross-listed in the 

US, evaluating the implications of ownership structure on operating performance and stock 

returns. They found that insider-owned cross-listings from emerging markets had substantial 

abnormal returns before cross-listing, whereas abnormal returns turned to negative returns in 

the years subsequent to cross-listing. The managerial opportunistic behaviour of insider-

owners has been mitigated following the enactment of the Sarbanes–Oxley Act of 2002 

(SOX). Moreover, US local investors appear more concerned about potential agency conflicts 

when capital-raising firms are insider-controlled, as the stock returns reflect a significant 

sensitivity to insider ownership (Esqueda and Jackson, 2015). As regulatory bodies imposed 

more stringent requirements on US exchange-traded firms due to SOX, several firms became 

reluctant to remain cross-listed on US stock exchanges, which may grant insiders greater 

discretion to consume private benefits without the scrutiny of US regulators (Doidge et al., 

2010). According to Doidge et al. (2010), foreign firms with more agency problems have 

more negative stock price reactions following their delisting from US markets. Therefore, the 

corporate ownership still plays an essential role in the cross-listing context and in turn affects 

decisions by local investors. 
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2.3.6  Conclusion: corporate governance 

This section has presented the theoretical framework on corporate governance systems in 

relation to ownership structure. Most of the previous studies on corporate governance 

mechanisms deal with boards of directors, director compensation, ownership, large 

shareholders, legal systems, investor protections et cetera (Fan, 2004). However, I do not in 

this study intend to argue for these mechanisms of corporate governance; instead, I discuss the 

particular ownership structure of China and Hong Kong public companies and the effects of 

this concentrated ownership.  

Ownership structure is one of the main dimensions of corporate governance because it 

determines the nature of the governance problems (Bebchuk and Hamdani, 2009; Desender, 

2009). Corporate governance can be categorised into different systems according to whether 

their ownership structure is dispersed or concentrated. Previous studies on the non-domestic 

market are mostly based on the Western model (Fresard and Salva, 2010; King and Segal, 

2003), which is market-based and characterised by diffuse ownership and conflicts between 

the managers and major shareholders. However, this corporate governance model, developed 

by the US and UK, may not be applicable to emerging markets (Song and Lei, 2008). 

Stergiou (2011) claimed that concentrated ownership comes with different corporate 

governance problems for majority and minority shareholders. Family ownership and state 

ownership are key factors of this control-based corporate governance. 

Corporate governance in Hong Kong is a mixture of Western business governance 

mechanisms and family-based, concentrated ownership (Lee, 2014; Song and Lei, 2008). 

Even when listed on the local stock exchange, ownership is still highly concentrated, with 

management power remaining in the hands of the founders or their following generation. This 

unique ownership and control structure, therefore, leads to weak corporate control exercised 

by outside blockholders and non-executive directors (Cheng and Firth, 2005). Unlike the 

Hong Kong family-based concentrated model, China has a state-owned concentrated model 

for most HK-listed companies. Ownership is in the hands of different levels of government 

and institutions that are authorised by the state (Xu and Wang, 1997). As previous literature 

mainly documents a relationship between ownership concentration and firm value in the 

Chinese home environment, whether the ownership concentration contributes to firm value in 

the non-domestic environment is unknown.   
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Literature on corporate governance shows that it is highly likely that a firm’s corporate 

governance is influenced by its political connections. Chinese SOEs and non-SOEs have 

different characteristics in terms of ownership structures (Chen and Huang, n.d.; Fan et al, 

2007; Tong, Junarsin, and Davidson, 2013). Arguments exist about the relationship between 

political connections, corporate governance, and firm performance. Some studies state that 

politically connected directors influencing their firms’ corporate governance to align with the 

government’s initiative may result in credit, strong standards of corporate governance, and 

higher firm valuation (Black, Jang and Kim, 2003; Chong and Lopez-de-Silanes, 2006; 

Morck et al., 1998). Other authors illustrate that, when directors are strongly connected with 

the government, their boards are characterised by strong bureaucratic influence, weak 

government and low professionalism due to weak property rights (Fan et al, 2007; Pan, 2011; 

Wahab, Zain and James, 2011).  

Against the background outlined here, instead of discussing the broad concept of corporate 

governance, this study discusses corporate governance from a new perspective, based on 

concentrated ownership and conflicts between majority and minority shareholders. This 

section discusses only family-based ownership as a key factor of corporate governance. State 

ownership as a direct form of political connections will be discussed in detail in section 2.5, 

Political connections and government intervention. 

2.4  Perceptions of non-domestic markets 

During the 1980s and 1990s, the fragmentation of the capital markets motivated managers to 

consider whether offering shares to foreign investors by cross-listing would enhance stock 

value (Berg, 2012). As capital markets are becoming integrated via economic globalisation, 

the number of businesses trying to connect to global capital markets is rapidly growing. In 

particular, US and London stock exchanges have attracted large numbers of cross-listings. 

The large numbers of overseas-listings indicate that there are benefits related to cross-listing. 

The benefits of listing on a foreign stock exchange have attracted great interest in the financial 

literature. Among the benefits for companies with foreign listings are the potential to 

overcome market segmentation barriers (Foerster and Karolyi, 1999; Miller, 1999), to 

generate huge firm valuation gains, to improve liquidity (Doidge et al., 2004; Domowitz, 

Glen, and Madhavan, 2001) and to strengthen their corporate governance mechanisms to 

protect shareholders (Coffee, 1999, 2002; Stulz, 1999). Hope, Kang and Zang (2007) 
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illustrated that the potential benefits of cross-listing for a firm are associated with its level of 

economic and financial development and with the host country’s regulatory framework. 

On the basis of studies on the benefits of overseas-listings, extant research also shows that a 

cross-listing premium exists. Doidge, Karolyi and Stulz (2001) found that cross-listed firms 

on US stock exchanges were more highly valued than their peers that were not cross-listed, 

especially those from countries with poor investor protections; this refers to the cross-listing 

premium. Some studies also demonstrate that a valuation premium exists for Chinese cross-

listed companies (Berg, 2012; Shen, et al., 2010) or Chinese state-owned companies (SOEs) 

that are listed overseas (Ji, 2005). Cross-listed firms benefit from being listed overseas due to 

the lower cost of capital, access to a larger shareholder base, and better visibility, exposure 

and prestige (Errunza and Miller, 2000; Fanto and Karmel, 1997; Lang, Lins and Millers, 

2003; Lins, Strickland and Zenner, 2003; Mittoo, 1992; Stulz, 1999). Hence, they can 

experience a value premium compared with their peers at home.  

Yet in the literature there seems to be only limited studies of whether companies reach the 

relative valuation of their target market (Chau, 2010; Fresard and Salva, 2012; King and Segal, 

2003). King and Segal (2003) examined the relative valuation of cross-listed Canadian 

companies compared to US peers. They found that valuations increased for cross-listed firms 

compared to their home peers, although cross-listed firms could not reach the relative 

valuation of firms local to the US. The authors argued that corporate governance was the 

reason for the cross-listing premium that existed for cross-listed Canadian firms as compared 

to their peers listed exclusively in their home market. They argued that home bias was the 

reason for the cross-listing discount between cross-listed Canadian firms and their target 

market peers. 

The second paper about valuation differences between target market peers was written by 

Fresard and Salva (2012). They used Tobin’s Q as a proxy of firm valuation to compare the 

Tobin’s Q of cross-listed companies to the sample of original US peers. The study analysed 

how well cross-listed companies integrate into the US market and explored the determinants 

of potential valuation differences between cross-listed and US firms. Fresard and Salva (2012) 

showed that share class in the cross-listing target market remained on average 14% short 

compared to that of US peers. They also found that a significant discount existed for cross-

listed firms, even from countries with high standards. Their results indicate that corporate 
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governance is not the only driver of investor valuation; familiarity is also an important 

determinant of how investors react to cross-listed firms.  

Aggarwal et al. (2009) illustrated US investors place higher values on US local firms because 

they perceive them to have better governance mechanisms than similar cross-listed non-US 

firms. Fresard and Salva (2012) expanded on previous research and found that the cross-

listing discount could be attributed to the governance gap that exists between cross-listed 

firms and those local to the US. For cross-listed firms with high corporate governance 

standards, the cross-listing discount is markedly small (Fresard and Salva, 2012).  

Chau (2010) also addressed valuation differences, by examining the valuation gaps between 

foreign firms from Canada and Israel, and comparable firms local to the US. He found that 

both Canadian and Israeli firms listed on the US stock exchanges suffered a discount over 

their target market peers. Canadian firms cross-listed on US exchanges experienced a smaller 

value discount than cross-listed Israeli firms. Consistent with Fresard and Salva’s (2010) 

findings, Chau (2010) also found that investors placed a larger discount on foreign firms that 

were less familiar to them. Chau (2010) investigated the valuation discrepancy between dual-

listed and single-listed companies, finding that the single-listed companies had a larger 

discount than dual-listed firms. He attributed this result to the increased recognition and 

liquidity of dual-listed companies, concluding that ‘firms gain only from overseas listing 

when the information environment is already sufficient to induce an increase in firms’ 

investors’ pool’ (p. 6).   

All of these works show familiarity bias in investors; that is, investors prefer domestic assets 

over foreign assets to explain their overseas-listing discount. However, little is known about 

the valuation differences between Chinese firms on the SEHK and their locally listed peers. 

Additionally, there is a particular difference between Chinese overseas-listed companies and 

samples from previous literature: the majority of Chinese firms listed in Hong Kong are 

controlled or owned by the party or the government. The works about overseas-listing 

outlined above do not reflect the effect of political connections, nor do they predict the 

differences between SOEs and non-SOEs. Therefore, from these previous studies of 

companies listed on US stock exchanges, the applicability of familiarity bias to Chinese 

overseas-listed companies on the SEHK remains unknown. 
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2.5 Political connections and government intervention 

This research examines market perceptions of Chinese firms that are politically connected and 

cross-listed in Hong Kong. As most H-share and red-chip companies are state-owned, factors 

related to politics and corporate governance are worthy of consideration in the context of 

Chinese firms that are also listed overseas. This section focuses on the factor affecting firm 

value that is of most interest to this research: political connections. Therefore, the theoretical 

and empirical bases for political connections are described in detail. 

2.5.1 Introduction 

Consider two otherwise identical firms: one with political connections and one without. Will 

these two firms have the same access to financial resources? The literature suggests that 

political connections affect firm value, not only in developing economies but also in 

developed markets (Faccio, 2006). In addition, due to differences in the level of economic 

development, legal protection and enforcement, and institutional and regulatory frameworks 

including corporate governance practices, it is difficult to give an explanation with simple 

empirical evidence, as the form and value of corporate political connections vary in different 

environments (Choi, 2014). The popular belief is that political connections are less common 

in the presence of more stringent regulation of political conflicts of interest; on the other hand, 

connections are more prevalent in poor countries with weak economic institutions and high-

level corruption (Faccio, 2006). In Faccio’s (2006) research, 35 of 47 countries had issues 

with political connections. She documented the somewhat surprising result that firms with 

political connections to their national governments are common, whether they are in 

developed or developing countries. The reason explaining Faccio’s result is that policies 

against firms having political ties vary greatly across countries of varying institutional quality 

and varying levels of development (Faccio, 2006).  

According to previous studies of the Western system, political connections are considered to 

be linkages between individual business leaders and political actors, senior government 

officials or elected legislators (Faccio, 2006; Fisman, 2001). Therefore, it is difficult to 

identify the political connections, due to limited information. In the Chinese context, the 

corporate–political connection has existed throughout China’s economic transition period; 

however, it is hard to see the association between political connections and value in the 
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Chinese context, and more discussion is needed. This section covers the most relevant 

literature and theories, discussing the mechanism by asking two questions:  

1) What are the motivations behind the connections between politicians and 

corporations? 

2) Do political connections have a positive or negative association with firm 

performance?  

It provides a comprehensive review of the theoretical and empirical evidence in relation to 

these questions, canvassing various types of political connections that positively or negatively 

impact firm value and performance.  

2.5.2 Definition of ‘political connections’ in the Chinese context 

Chinese political connection is manifested in two major ways: either the general manager or 

chairman is a member of the Communist Party of China, or the entity is owned by the 

government (Francis et al., 2009). According to Choi (2014), the first way – party 

membership – represents explicit connection. Party membership in China implies a measure 

of political status and, more importantly, represents an affiliation with the only ruling party in 

China (Li et al., 2008). In China, the top two executives of a company are the general 

manager and the chairman of the board. The general manager is elected by, and responsible to, 

the board, and is essentially regarded as the CEO (Fan et al., 2007; Yuan, 2008). This type of 

corporate–political connections highlights the fact that senior managers – including board 

members, major shareholders or persons in management authority – hold party positions or 

have been members of the party (Li, Qiu and Yan, 2010).  

However, the role of party membership is not universally important (Li et al., 2008). Under 

Chinese corporate law, the chairman, not the general manager, is the legal representative of 

the company. The chairman is endowed with the highest level of authority in the firm and 

bears the overall responsibility for firm operations (Wu et al., 2010). Due to the weak 

institutional environment which allows discrimination against private enterprises, private 

enterprises seek affiliation with the ruling party to overcome legal and institutional failure and 

ideological discrimination against private ownership (Li, Meng and Zhang, 2006). In privately 

owned firms which lack ties with the government, private entrepreneurs join the party 

themselves or hire a politically connected manager to help them to overcome market and 
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institutional barriers, to seek favourable treatment from the government, and, finally, to 

maximise profits (Bai et al., 2004; Li et al., 2006; Li et al., 2008). Wu et al. (2010) examined 

whether the effects that politically connected managers have on firm performance differ 

between private firms and SOEs. They found that private companies with politically 

connected managers outperformed those without connected managers, whereas local SOEs 

with connected managers have poorer performance than those without such managers. Wu et 

al.’s (2012) results indicate that the politically connected managers of private firms help their 

enterprise to attain tax benefits.  

Unlike private firms, when SOEs list on the public market, they can only be partially 

privatised – they must still keep their state ownership status, so that the state still maintains 

control. State ownership, therefore, represents a much more direct connection with the 

government than having a politically connected manager (Wu et al., 2010). The ownership 

link for these firms is, therefore, more explicit and stable than a personal link with the 

government. As discussed in Chapter 1, Introduction, firms with political connections in this 

study are defined as firms that are fully or partially owned by the government or government 

agents, not only firms in which managers are party members. There is no theory to suggest a 

percentage at which a firm can be defined as being owned by the government, or having state 

ownership; this study instead focuses on the market’s perception of firms that are politically 

connected. As Tian and Estrin (2008) stated, what matters in terms of corporate value may be 

not whether the government owns any shares but, rather, who is the controlling shareholder. 

The central and lower level governments and their agents, as the dominant supermajority 

shareholder of publicly listed firms in China, exert their influence either through direct control 

or indirectly via intermediate corporatised entities and cross-holdings of other SOEs (Hess et 

al., 2010).  

For example, China Communications Construction Company Limited (CCCC; code 1800) 

listed in Hong Kong in 2006. It was initiated and founded by China Communications 

Construction Group (CCCG; unlisted). The CCCG is a central enterprise supervised by the 

State-owned Assets Supervision and Administration Commission of the State Council. It held 

a 100% stake of the CCCC before listing, and a 70.13% stake of the CCCC in its IPO. The 

CCCC, therefore, is recognised as a politically connected firm with full state ownership 

(CCCC, 2018). Another example is Kunlun Energy Company Ltd (Kunlun Energy; code 

00135), which is incorporated in Bermuda but controlled by the PetroChina Company Ltd 

(PetroChina). The China National Petroleum Corporation (CNPC) is the sole sponsor and 
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controlling shareholder of PetroChina (Petrochina, 2018). It is a large petroleum and 

petrochemical corporate group, established in July 1998, in accordance with the plan for the 

Organisational Structure of the State Council. CNPC is a large SOE managed by investment 

organs authorised by the state and State-owned Assets Supervision and Administration 

Commission. As the parent company of Kunlun Energy is an SOE, and as it is partially owned 

by a government agency, Kunlun Energy is recognised as a state-owned red-chip company 

(Kunlun Energy, 2018). 

2.5.3  Political connections and government intervention  

In this study, I propose that the relationship between political connections and firm value is 

more complicated than has been previously reported. There are two effects of political 

connections with government intervention: 

1) the grabbing hand view, representing rent-seeking by government officials and 

bureaucrats (Chen, Li, Luo and Zhang, 2017).  

2) the helping hand view, representing politically connected firms’ abilities to capitalise 

on their connections.  

This section provides a theoretical background, and outlines empirical work conducted on 

political connections from these two perspectives. 

2.5.3.1  The grabbing hand view 

Frye and Shleifer (1997) described that a government with a grabbing hand is just as 

interventionist, but much less organised, than that with a helping hand. Shleifer and Vishny 

(1998) argued that governments with a grabbing hand may try to expropriate shareholder 

wealth from public firms. Shleifer and Vishny (1998) claimed that government bureaucrats 

are corrupt and enrich themselves through these transactions. They adopted the position 

espoused in public choice theory (Buchanan and Tullock, 1962; Niskanen, 1965; Read and 

Kruth, 1988). 

Under the public choice theory, simple economic concepts are applied to the study of how 

collective choices are made on such things as the design and workings of constitutions and the 

election mechanisms of political parties, interest groups, lobby groups, bureaucracies, 

parliaments, committees and other parts of governmental systems. In the political context, 

political decisions, such as whether to raise property taxes to build a new road, are just as 
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economical as any other; this kind of choice also involves a choice between costs and benefits, 

not just in a financial sense but, more broadly, between whatever has to be sacrificed and 

whatever will be gained as a result of the decisions (Butler, 2012). In politics, the minority is 

forced to accept the decision of the majority, and bear whatever sacrifices that collective 

choice demands. Unfortunately, that makes it possible for a self-interested majority to exploit 

the minority, by voting to bestow upon themselves public benefits that impose burdens on 

other people. The government uses coercion to force minorities to go along with the majority 

decision. It gives power to majorities which might well be wielded responsibly – but which 

they might also use to benefit themselves and pass costs on to others (Butler, 2012). By using 

economic theory to explore the government’s effect, public choice theory can lead us to 

understand the process, and to identify the problems with the self-interest of particular groups 

and the potential exploitation of coerced minorities. 

Unlike with the resource-based theory, public choice theory argues that rent-seeking, 

extraction and protection are important objectives of government intervention (McChesney, 

1987; Peltzman, 1976; Shleifer and Vishny, 1998; Stigler, 1971). Ross (n.d.) suggested that 

public choice theory is about the different incentives and processes that operate when goods 

are sought through political means rather than through purely economic means. Public choice 

theory was established in 1965 by Gordon Tullock and James Buchanan; founded upon the 

economic model of rational choice, it had the explicit goal of facilitating the exchange of 

work and ideas at the intersection of economics, political science and sociology (Hill, 1999). 

‘Public choice is best defined as the application of the rational choice model to non-market 

decision-making. In a more general sense, it has meant ‘the application of economics to 

political science’ (Hill, 1999, p. 1). Hill (1999) also claimed that there is no distinction 

between the motives of an individual operating in the marketplace versus one acting in the 

political arena. Government is seen as a set of instruments for providing certain types of 

goods and services that may be difficult to provide under the market.  

This public choice view suggests that the government is constitutive of a great number of 

considerably independent bureaucrats pursuing their own self-interest and agendas, including 

taking bribes (Cheung, Rau and Stouraitis, 2007). These corrupt bureaucrats enrich 

themselves by misappropriating funds from these firms and/or by demanding lavish perks. 

The expropriation may be facilitated by the presence of politically connected directors on 

company boards (Cheung, Rau and Stouraitis, 2010). The government, therefore, becomes 

sufficiently disorganised and loses its capability to ensure law and order and to provide basic 
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legal protections; as a result, contracts become privately enforced (Frye and Shleifer, 1997). 

Alternatively, government shareholders may play a social role, expropriating wealth from 

minority shareholders by imposing a tax, and this ultimately benefits other members of 

society (Cheung, Rau and Stouraitis, 2007). 

Rent-seeking 

One of the most important contributions of the Grabbing Hand view to general economic 

theory is the concept of rent-seeking. Since rents are the easiest and most secure kind of 

income, it is natural for people to want this easy income rather than having to rely on wages, 

and to want their enterprises that earn rent to do so with the least amount of risk and labour 

(Tullock, 1965); this motive is called ‘rent-seeking’. Hartle (1983) pointed out that the basic 

theory of rent-seeking is concerned with the deployment of interest group power to 

manipulate government in order to obtain special advantages. Rent-seeking involves the use 

of real resources to capture a pure transfer. Tullock (1965) argued that it becomes wrong 

when rent-seeking means trying to collect rents from capital that is not the rightful possession 

of the rent-seeker. This can be legally accomplished via means that secure property rights in 

the first place: politics and the law (Tullock, 1965, 1967). Through political influence, people 

can be given ownership of things that are not their property. McChesney (1997) expanded on 

this concept of rent-seeking by modelling politicians as active forces in the political process. 

Under his model, rents can be extracted from the private sector by threatening regulation or 

taxes (McChesney, 1997). Hence, the absence of regulation does not necessarily indicate that 

there has been no resources waste through the rent-seeking process (Hill, 1999, p. 3). 

Researchers have recognised the relationship between rent-seeking and property rights. 

Buchanan (1980) has shown that the process of assigning property rights can lead to rent-

seeking, which usually occurs when the state controls property rights or ‘can easily assign and 

transfer rights that are supposedly in private hands’ (Benson, 1984, p. 396). The empirical 

evidence suggests that there is a link between rent-seeking, poor economic performance and 

income inequality, especially in developing and transition nations (Chakraborty and Dabla-

Norris, n.d).  

Prior academic research on rent-seeking focuses particularly on governmental action as a 

source of entry barriers (Salop, Scheffman and Schwartz, 1984). Economists working in the 

public choice tradition developed a model of the public policy process as a system of market-

like exchange. The public choice theory treats politicians as self-interested, seeking to 
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exchange ‘inducements’, such as political contributions, for favourable votes and regulation 

(Spiller, 1990; Stigler, 1971). Shleifer and Vishny (1994) argued that public enterprises are 

highly inefficient due to the political pressures that are applied by the politicians who control 

them. Those connected companies, in many cases, produce the goods desired by politicians 

rather than by consumers. Incumbent politicians can use their power to affect managers to 

make corporate decisions that present favourable outcomes for themselves. Hence, connected 

firms may have to devote tremendous resources to politicians’ rent-seeking extraction, which 

in turn may distort their own investment decisions and firm value (Choi, 2014).   

Khwaja and Mian (2005) also explored political rent-seeking behaviour, turning their 

attention to Pakistan’s banking and political system. The authors found that politically 

connected firms with the power to obtain rents from state banks exercised their political 

influence on bank employees. They suggested that, the more powerful and successful a 

politician, the greater their ability to influence government banks. This effect stems from the 

organisational design of government banks that enables politicians to threaten bank officers 

with transfers and removals or reward them with appointments and promotions (Khwaja and 

Mian, 2005). Yu, Hui and Pan (2010) provided evidence that rent-seeking political behaviour 

enables private firms to capture local government staff who have the power to distribute fiscal 

subsidies, and therefore maximise the support they receive. Government staff members are 

thereby prone to involvement in high levels of corruption. The authors also found that, in 

China, rent-seeking activities were more significant in provinces with weaker property rights 

protections. Further, connected private firms with subsidies are negatively related to firm 

performance and social performance; unconnected firms with subsidies are positively related 

to firm performance and social performance (Yu, Hui and Pan, 2010). These findings provide 

evidence of political corruption and, more specifically, the influence of political actors and 

state-owned institutions on earnings and the provision of rents in markets. According to 

Shleifer and Vishny (1994), when managers control firms, politicians use subsidies and bribes 

to convince managers to pursue political objectives. When politicians control firms, managers 

use bribes to convince politicians not to push firms to pursue political objectives.  

In line with the grabbing hand view, a number of economists and political scientists have 

related instances of corruption to varying degrees, in terms of government intervention 

(Hopkin and Rodriguez-Pose, 2007; Knack and Keefer, 1995; Mauro, 1995). Government 

personnel are assumed to be just as self-interested as any other economic actor, and will 

thereby exploit their monopoly over certain decisions to generate rents (Hopkin and 
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Rodriguez-Pose, 2007). Scholars have argued that governments tend to reward narrow rather 

than encompassing interests (Becker, 1983), provide poor-quality services at high cost (Tanzi 

and Schuknecht, 2000) and manipulate macroeconomic policy for political ends (Alesina, 

Gerald and Roubini, 1992). Mauro (1995) and Knack and Keefer (1995) both asserted that 

corruption is a particular manifestation of the rent-seeking behaviour in which government 

officials engage, and such a damaging one in light of its consequences for economic 

performance. Tanzi (2000) claimed that ‘the growth of corruption is probably closely linked 

with the growth of some of the activities of the government in the economy’ and concluded 

that ‘corruption will be reduced mainly in those countries where governments are willing to 

substantially reduce some of their functions’ (p. 133). However, Hopkin and Rodriguez-Pose 

(2007) showed that the magnitude of government intervention in the economy, in its broadest 

sense, has little to do with corruption. They found that there is no apparent association 

between corruption and government-owned firms, or the level of labour regulation.  

The potential for government intervention is particularly high in China, where the state not 

only is often the largest shareholder but also retains ultimate control of personnel in the 

corporate sector (Cheung et al., 2010). Cheung et al. (2010) examined whether the presence of 

government-affiliated directors helped or hurt minority shareholders of firms listed on the 

Shanghai and Shenzhen stock exchanges in China. They demonstrate how does the grabbing 

hand grab? Tunnelling assets from Chinese listed companies to the stated that the influence of 

related-party transactions on minority shareholders differed significantly among firms 

connected to Chinese governments. Consistent with the grabbing hand view, the authors 

documented that, for firms connected with local governments, wealth was transferred from 

minority shareholders to state-owned controlling shareholders. The transfer was substantial: 

minority shareholders lost up to half of the value of the related-party transaction (Cheung et 

al., 2010). In contrast, consistent with the helping hand hypothesis, related-party transactions 

by firms with central government connections appeared to benefit the minority shareholders 

of the public firms. Interestingly, the proportion of state ownership was not significant in 

explaining the wealth transfer (Cheung et al., 2010). What was significant were the types of 

government shareholders and the political affiliation of the firms’ directors. Cheung et al. 

(2010) explained the results by stating that local governments have more opportunities to 

expropriate. In many provinces, off-budget non-tax revenues exceed tax revenues, but its use 

is not transparent, which provides opportunities for corruption. 
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2.5.3.2  The helping hand view 

The resource-based view (RBV) assumes that firms compete against their counterparts in the 

political environment as they would in the traditional economic environment. ‘Resources’ 

refers to all the tangible or intangible assets that a firm owns, controls or has access to, which 

it is difficult or costly for other firms to obtain (Wernerfelt, 1984). Firms make efforts to take 

advantage of the power of government to benefit themselves, by engaging in policymaking 

and utilising their government connections. Bonardi, Hillman and Keim (2005) built a 

framework of RBV, and explained why and when firms, as potential demanders of public 

policies, decide to be involved in political activities. In this framework, politicians exchange 

policy favours for resources from organised interest groups, to improve their electoral 

prospects. Hillman and Hitt (1999) discussed that valuable resources can include votes from 

supporting interest groups or other resources, such as financial resources and information. In 

addition, politicians can use their authority to grant favours to politically connected firms, 

which can take various forms, including preferential access to credit (Faccio, 2010; Johnson 

and Mitton, 2003), lower taxes (Faccio, 2010), the granting of government contracts, 

receiving favourable regulatory protections (Agrawal and Knoeber, 2001), capital control 

(Johnson and Mitton, 2003), and government aid for financially troubled firms (Faccio, 

Masulis and McConnell, 2006). In the context of RBV, a firm has a competitive advantage 

when it possesses tangible and intangible assets that are difficult or costly for other firms to 

obtain. Therefore, according to RBV, political connections that lead to government 

intervention are regarded as potential resources.  

The helping hand view is commonly mentioned in discussions about China (Walder, 1995). 

Frye and Shleifer (1997) described the helping hand view (p. 354): 

Bureaucrats are intimately involved in promoting private economic activity: they 

support some firms and kill off others, pursue industrial policy and often have close 

economic and family ties to entrepreneurs. The legal framework plays a limited role 

in this model because bureaucrats adjudicate most disputes. Bureaucrats are corrupt, 

but corruption is relatively limited and organized. 

Blanchard and Shleifer (2001) compared the differences in the roles of government in China 

and Russia, arguing that economic transition in China has taken place under the tight control 

of the Communist Party of China. As a result, the central government has been in a strong 

position, and disciplined enough to reward or punish local administrations, and reduce both 
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the risk of local capture and the scope of competition for rents, which in turn induces the local 

government to favour growth (Blanchard and Shleifer, 2001; Huang, 1998). In contrast, 

economic transition in Russia has come with the emergence of a fledgling democracy. In 

Russia, local governments do not benefit from an expansion in the local tax base, because an 

increase in taxes by local government was offset by obligations to remit taxes to the central 

government (Chen et al., 2002). The central government of Russia has not been strong enough 

to either pose its views or set clear rules about sharing the proceeds of growth (Shleifer and 

Treisman, 1999). As a result, Russian local governments have had few incentives to either 

resist capture or rein in competition for rents (Blanchard and Shleifer, 2001). Therefore, in 

China, the central government has been described as representing the helping hand model; in 

Russia, it is not. In general, government intervention is economically justified when the 

private market fails to provide a socially optimal level of goods and services. There is a role 

for the government in capital markets, but the success of government intervention has been 

mixed and the subject of longstanding debate around the world (Blanchard and Shleifer, 

2001). 

In China, after three decades of economic reforms, the government still maintains substantial 

influence in business activities, through different forms of intervention (Shao, Hernández and 

Liu, 2015). The first form of intervention is Chinese state ownership of corporate firms. 

Studies examining the effect of government ownership have reported that high levels of 

government ownership are often associated with the pursuit of political and social objectives 

(Shleifer and Vishny, 1994), and that state-owned banks often make lending decisions based 

on social and political goals, including providing jobs for the benefit of society and/or bailing 

out financially distressed firms (Cull and Xu, 2003; La Porta et al., 2002). Chinese firms with 

higher government ownership may take advantage of government dual-ownership to gain 

easier access to bank loans. Consequently, these firms tend to have higher leverage, use more 

long-term debt and hold less cash (Shao, Hernández and Liu, 2015).  

Consistent with Frye and Shleifer’s (1997) helping hand, Zhou, Guo, Hua and Doukas (2015) 

provided supplementary evidence that Chinese government intervention helps Chinese SOEs 

to acquire more financial resources and superior competitive status in the market. Zhou et al. 

(2015) also provided additional evidence that the gains from government intervention 

outweigh the efficiency cost of state ownership in China, which is consistent with findings by 

Calomiris, Fisman and Wang (2010). Further analysis of Chinese state ownership will be 

discussed in section 2.5.4.2, State ownership in China. Che and Qian (1998) have shown that 
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local government ownership can limit predatory behaviours by the state. Che (1999) extended 

the study by Che and Qian and found that local government ownership can serve as a 

commitment mechanism, through which government agencies will limit rent-seeking 

activities by the local government itself. Such a commitment is shown to promote private 

incentives and ultimately benefit government agencies (Che, 1999). 

The second form of government intervention is the Chinese government’s decision to 

strategically select some special economic development areas (EDAs) (Shao, Hernández and 

Liu, 2015). During the economic reforms, China strategically established four EDAs, at 

Yangtze River Delta, Pearl River Delta, Beijing-Tianjin-Hebei and Chengdu-Chongqing. The 

government has implemented a number of preferential policies in these areas to create more 

favourable economic, technical and industrial opportunities so that the developments in these 

areas can serve as an economic engine to drive the economy in the rest of the nation. While 

the establishment of these EDAs was successful in boosting the national economy, it also 

produced unintended consequences, such as creating severe economic disparities across 

regions (Chen, Khan, Yu, and Zhang, 2013). 

2.5.3.3   Summary 

Overall, results from research on the value of political connections are intriguing. It is 

difficult to provide a complete picture of political connections, because of the different 

regulatory environments involved and limited access to useful information across countries. 

These constraints often affect the size of, and bias in, the sample of firms with political 

connections. In the literature, corporate political connections tend to be personal, financial or 

geographic. The literature suggests that these political ties have a crucial role in political 

intervention, which can affect firm value and performance. A number of papers documented a 

stock price response to shifts in the political landscape, and this response is larger and more 

sensitive in countries with higher degrees of corruption (Faccio and Parsley, 2009), in larger 

companies, and in businesses with stronger political power. However, despite extensive 

robustness checks of causality in the literature, the endogeneity of political connections 

remains a thorny issue (Choi, 2014). In addition, it may be difficult to generalise results from 

prior studies, because they are based on short-term, isolated events. As a result, it is difficult 

to say whether or not political connections enhance or jeopardise a firm’s value and 

performance; indeed, political connections result in both merits and costs.  
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As this study mainly focuses on state-owned corporations rather than personal party 

membership links in the Chinese context, the next section will combine the helping hand view 

and the grabbing hand view to discuss the role and effect of state ownership, as discussed in 

the literature, in the Chinese context. 

2.5.4  State ownership 

2.5.4.1  The role of state ownership 

State ownership is a direct form of political connection, representing a more direct tie with the 

government than firms having connected managers. Often motivated by the desire to keep a 

nationally important firm viable, state-owned firms could be susceptible to having their 

monitoring functions compromised, due to the government’s broad network of connections 

and varied political objectives (Borisova, Brockman, Salas and Zagorchev, 2012). One 

political view of government ownership, canvassed by La Porta et al. (2002), emphasised the 

desire of politicians to guide firm investments in order to achieve their own political goals, 

such as providing employment or benefits to favoured constituents. State ownership of firms 

is frequently criticised because of the political intervention involved, and the need for firms to 

help achieve government objectives (Boycko, Shleifer and Vishny, 1996). This view is 

consistent with the grabbing hand view, discussed in section 2.5.3.1. 

In line with agency theory, recent research demonstrates that, particularly in emerging 

economies, a dual-principal problem arises when a public firm is owned by state and non-state 

shareholders that have different goals (Thomsen and Pedersen, 2000). Substantial government 

representation enables governments to exercise extensive control and intervention in the firm 

(Tian, 2005; Xu and Chen, 2003), which increases the possibility of goal conflicts between 

state and non-state owners (Dharwadker et al., 2000). The dominant state and minority non-

state shareholders may impose important limits on corporate priorities and behaviours – in 

different directions. Normally, the dominant state shareholder has a stronger influence, as its 

support has significant implications for determining the goals and strategies ultimately 

pursued by the firm (Song, Wang and Cavusgil, 2015; Thomsen and Pedersen, 2000). 

Therefore, state ownership is found to be associated with acute agency problems and weak 

monitoring (Chen and Al-Najjar, 2012). 

Empirical results also show that government ownership is generally detrimental to good 

corporate governance quality, which is consistent with the state’s interests not being 
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completely in line with those of the firm. Shleifer (1998) suggested that state ownership 

entails inferior governance quality compared with private ownership, due to a contracting 

ability problem. Borisova et al. (2012) tested the impact of government ownership on 

corporate governance in the European Union (EU) countries; they found that the negative 

effect of state holdings was mostly due to national ownership. They also found that central 

governments have a particularly damaging impact on governance by decreasing the number of 

board committees and augmenting CEO power, implying that governments attempt to 

maintain control by concentrating power within a firm (Borisova et al., 2012). In a study of 

Argentine banks, Berger, Clarke, Cull, Klapper and Udell (2005) associated the governance 

fostered by state ownership with inefficiencies and poor performance. These results suggest 

that government ownership in corporations is negatively related to the quality of corporate 

governance.  

Further, Boateng and Glaister (2002) argued that state ownership may lead to frequent 

interference in operational decisions by government ministers. It is thus argued that ministers 

lack not only the necessary information but also the managerial perspective and confidence to 

make correct and expeditious decisions required for a company to compete effectively in a 

changing business environment. This line of reasoning is consistent with that of Friedmann 

and Buguin (1971), who reported that, in developing countries, sharing management or 

control at the board level with the government can affect performance. According to 

Friedmann and Buguin (1971), if civil servants are on the board, each major question may be 

referred to the ministries for a decision. Consequently, the entire operation may be slowed 

down, with resultant negative effects on performance. 

On the other hand, according to the development view of government ownership, as described 

in La Porta et al. (2002), the government can intervene to provide support to firms and 

markets by using its legal powers when necessary. La Porta et al. (2002) emphasised 

politicians’ desire to guide firm investments in order to achieve political goals, such as 

providing employment or benefits to favoured constituents. This view is consistent with the 

helping hand view, discussed in section 2.5.3.2. Investigating governance structure, Ang and 

Ding (2006) found that in Singapore government-linked companies (GLCs) practised better 

corporate governance compared with a control group of non-GLCs. Their study highlights 

how government can monitor firms without exercising day-to-day operating control, and it 

explains how Singaporean GLCs have started implementing international best practices in 

their corporate governance structures. Gomes (2000) suggested that this high concentration of 
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state ownership is a signal of the controlling owners’ commitment to building a reputation for 

not expropriating minority shareholders. Therefore, the ownership concentration reduces 

agency costs and opportunistic behaviour, by aligning the interests of controlling owners with 

those of the company. 

Studies such as those by Caves and Christensen (1980), Kay and Thompson (1986), and Kole 

and Mulherin (1997) suggest that state ownership is not necessarily less efficient than private 

ownership. Stergiou (2011) claimed that the state ownership might be inefficient in 

monitoring but can also be a driver of good corporate governance practices. Actually, when a 

government privatises, it seldom sells all of its stakes or controlling shares to private hands, 

for political reasons or due to the country’s legal structure (Biais and Perotti, 2002; Bortolotti, 

Fantini, and Scarpa, 2002). Perotti (1995) argued that retaining partial government ownership 

can have a positive effect from an economic perspective. By being the largest shareholder of a 

partially privatised SOE, the government sends a signal to the market that it is not 

expropriating shareholder wealth (Perotti, 1995). Boardman and Laurin (2000) also claimed 

that a positive relationship exists between government ownership and the stock returns of 

companies undergoing privatisation.  

Empirical research also finds that government ownership can also help firms to cope with 

external uncertainties (Agrawal and Kneber, 2001; Hillman, Withers and Collins, 2009) and 

can facilitate access to financial resources such as bank loans (Faccio, 2006; Khwaja and 

Mian, 2005) by providing explicit and implicit guarantees to secure debt financing. 

Government ownership may signal the government’s commitment to bail out the firm in times 

of economic distress, thereby minimising the risk of default (Borisova and Megginson, 2011; 

Borisova et al., 2012) and allowing firms to take on more risk (Boubakri, Mansi and Saffar, 

2013). This may ultimately increase the value of government-owned firms. 

2.5.4.2  State ownership in China 

The Chinese market is a good example of state ownership. China is a socialist country in 

which the interests of the state are supreme. The essential goal of establishing stock markets is 

to fund the restructuring of SOEs (Wei and Geng, 2008). Yu (2013) stated that, because the 

Chinese government privatised small and medium-sized SOEs and corporatised large SOEs 

during China’s economic reforms, many Chinese publicly listed firms have high levels of 

state ownership. In 1978, the central government transferred the control rights of many SOEs 

to local government, to encourage the development of local economies (Chang and Wong, 
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2002; Wu et al,. 2010). China continues reforming and corporatising large SOEs. The 

approach has been to sell shares in the companies, to inspire companies via improved 

corporate governance. However, the state has retained highly significant shareholdings in 

many of these companies, even though They are listed on the Chinese stock exchanges (Tian 

and Estrin, 2008). As the ultimate owner, the government has the power to intervene in the 

operation of SOEs and the incentive to pursue political and social goals, such as reducing 

unemployment (Wu et al., 2010). In China’s case, the stock market is dominated by SOEs. As 

stated by the Chinese government, the original purpose of the stock market was to help SOEs 

raise funds and improve their operating performance. For this historical reason, the majority 

of currently listed Chinese companies are restructured SOEs and are still controlled by the 

state and/or other non-listed SOEs (Ding et al., 2007).  

The ownership structure of SOEs in China takes the form of pyramid holdings, held primarily 

by the government, followed by institutions and individuals (Liu and Sun, 2005). Individual 

shareholders may hold one-third of firm equity but control less than 1% of board positions. In 

contrast, the state owns an average of 30% equity in these companies yet represents over 50% 

of board membership. Hence, after privatisation, governance largely remains determined by 

the state (Ng, Yuce and Chen, 2009; Wang, 2014). This highly concentrated government 

ownership often results in inefficient operations in the SOEs, as their key target was to carry 

out the government’s political agenda rather than to maximise shareholders’ wealth (Liu and 

Sun, 2005). While Fu (2014) stated that the Chinese model of state ownership is a new model, 

calling it a ‘state-led stakeholder model’ (p. 12), it remains state-centric but moves away from 

the narrowly focused state-led model. The state is still involved in corporate decision-making 

at the core, and it makes intensified efforts to strengthen the monitoring of managers, as well 

as to provide better protection to minority shareholders and other stakeholders, such as 

employees, customers, suppliers and the community in which the company operates (Fu, 

2014). 

To improve efficiency, and hence the economic performance, of the firms, the Chinese 

government has undertaken measures to reduce its holdings in listed companies through the 

sale of state shares to other groups of investors, such as institutional and individual investors 

(Chan, Lin and Zhang, 2007). This reform of ownership structure is aimed at transforming the 

SOEs to give more autonomy to managers to run the firms with reduced government impact, 

and to make them more responsive to the market and investors (Chan, Mo, and Zhou, 2013). 

However, for most listed firms in China, the government still maintains a controlling 
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ownership, particularly in important industries such as banking, energy, transportation, natural 

resources and telecommunications (Liu and Lu, 2007). 

A distinctive feature of Chinese government ownership is that the government is often the 

majority owner of both state-owned firms and large banks, also known as dual-ownership 

(Shao, Hernández and Liu, 2015). The Chinese government owns many large banks, 

including the four pillar banks, which in total provide more than 80% of commercial and 

industrial loans to corporations. The dual-ownership structure provides a unique institutional 

setting to examine how government ownership affects firms’ corporate decisions, because the 

dual-ownership structure allows the government to instruct the banks it owns to make 

preferential loans to firms it owns. Even though many SOEs are now partially privatised, they 

are still under the strong control of the government and have the goals of providing social and 

economic stability and generating profits (Shao, Hernández and Liu, 2015). 

Compared with the diffuse ownership structure found in most Western countries, the 

ownership of many Chinese listed companies is concentrated in the hands of the government 

through state-owned shares or legal person shares (indirectly owned by the government) (Xu 

and Wang, 1997). The state shares are held by the central government, local government, and 

institutions that are authorised by the state. Legal person shares are held by domestic legal 

entities and institutions which include stock companies, state–private mixed enterprises, and 

non-bank financial institutions (Huang and Boateng, 2013). State and legal person shares are 

not tradable on the stock exchange, and represent a form of concentrated ownership. In 

contrast, individual shares are tradable and widely held (Chen, Firth and Xu, 2009). For these 

firms, whose power is concentrated, and the reach of power is large (Chan et al., 2003). Most 

of the time, it is the government that appoints, motivates and disciplines managers and 

investors in government-controlled firms, and the government seldom appoints directors who 

represent minority shareholders (Fan et al., 2007; Zhang, 2006). 

Previous researchers have carried out many empirical studies on state ownership in the 

Chinese market; however, results have been mixed and controversial. In the Chinese context, 

political considerations are often considered to be impediments for SOEs in achieving greater 

efficiency, wealth maximisation, and strong managerial incentives (Clarke, 2003a). Tian and 

Estrin (2007) show that debt financing in Chinese firms fails to improve corporate governance, 

because government ownership encourages soft budget constraints. Qi et al. (2000) examined 

a sample of Chinese firms listed on the Shanghai Stock Exchange from 1991 to 1996, 
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concluding that state equity ownership is negatively related to operating performance. Their 

examination implied that firms with higher levels of state ownership tended to underperform, 

and that privatisation is beneficial. Chen et al. (2008) investigated the controlled transfer of 

Chinese listed companies, finding a positive market response and improved performance 

following the transfer of ownership from government to private hands.  

The two main government objectives that local SOEs can contribute to are increasing local 

GDP and reducing unemployment, both of which are linked to the promotion of local officials 

(Li and Zhou, 2005). Fan et al. (2007) and Hung et al. (2012) suggested that political 

connections in Chinese SOEs are associated with intensified government intervention in 

business, which is consistent with the grabbing hand view. In China, a convenient, feasible 

and effective way for SOEs to implement these objectives is to increase investment, which 

can substantially contribute to the growth of GDP (Wu et al., 2012). In other words, to satisfy 

the goals of local government, SOEs with politically connected managers are more likely to 

increase investment, even when that increase results in a loss or over-investment. Accordingly, 

local SOEs with connected managers face more severe over-investment problems (Wu et al., 

2012). In addition, politically connected firms also have to bear the costs of catering to the 

interests of the political party to which they are affiliated (Micco, Panizza and Yanez, 2007). 

The risk is that, to preserve and serve the political relationship, members of the management 

team who produce financial reports may manage earnings to serve the interests of the firms’ 

political allies at the expense of other stakeholders, such as the shareholders and creditors.  

Further, the government as a controlling shareholder often engages in self-serving tunnelling, 

or pursues social objectives at the expense of other minority shareholders (Berkman et al., 

2010; Jiang, Lee and Yue, 2010). Political connections can be considered by top directors or 

controlling shareholders to be perquisite, which also represents an agency problem (Aggarwal, 

Meschke and Wang, 2009). The negative effect of politically connected SOE managers on 

firm performance is mainly derived from their conflicts of interest with shareholders, as they 

are more likely to pursue the governments’ social and political objectives than to maximise 

firm value (Wu et al., 2012). The government has both the power and the incentive to appoint 

connected managers to positions within SOEs (Wu et al., 2012). This is especially the case for 

local governments, which face inter jurisdictional competition and promote officials on the 

basis of the local GDP growth rates and unemployment levels (Li and Zhou, 2005). Local 

governments thereby have a greater incentive to use the connected managers of local SOEs to 

implement their political and social objectives, such as increasing GDP and reducing 
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unemployment. These managers and board members in the politically connected firms are 

often incompetent bureaucrats with private agendas, ranging from seeking future political 

promotions to receiving financial kickbacks from business transactions (Conyon and He, 2011; 

Tu, Lin and Liu, 2013). These managers will thus carry a greater policy burden, which will 

detract from firm performance (Wu et al., 2012). Boubakri, Guedhami, Mishra and Saffar 

(2012) showed that firms with connected boards do not have managerial incentives that 

maximise the wealth of minority shareholders.  

Empirical research also suggests that the pyramid ownership structures in China enable the 

dominant owners to expropriate value from minority shareholders or tunnel corporate 

resources for their own interests (Lu and Yao, 2006). Fan et al. (2007) found that Chinese 

government-owned firms which retain politically connected CEOs perform worse than those 

with unconnected CEOs. The authors also found that firms with politically connected CEOs 

show a lower degree of professionalism, and experience poorer three-year post-IPO earnings 

growth, sales growth and returns on sales. The negative effect of CEOs’ political connections 

appears in the first-day stock return, and politically connected CEOs are more likely to 

appoint other bureaucrats to the board of directors. Thus, the agency issue for government-

controlled firms can be quite different from that of non-government-controlled enterprises in 

the Chinese context (Chan et al., 2013).  

Clarke (2003b) and Yeung (2009) noted that the absence of an ultimate principal may be the 

key cause of ineffective monitoring of managers. The ultimate principal of state ownership is 

Chinese citizenry. However, the citizenry of China is too dispersed and has no significant 

influence on monitoring management. Without sufficient monitoring, agents of the state, such 

as top managers, usually consider political issues and their private benefits at the expense of 

other minority shareholders (Huang and Boateng, 2013). The performance of these appointed 

top managers is often assessed by the government rather than shareholders in the stock market 

(Fottler, 1981). This exacerbates ‘an absence of a direct link between the agent’s rewards and 

the financial performance of the companies they oversee’ (Chen and Al-Najjar, 2012, p. 834). 

The state shareholder can, therefore, override other shareholders in setting its own objectives, 

and it often limits the firm’s ability to maximise wealth, at the expense of other shareholders 

(Li, 2005; Lin, Liu and Zhang, 2004; Song et al., 2015). Qian, Pan and Yeung (2011) reported 

that political connections in firms, especially connections that help to secure access to bank 

loans, affect the incentive of controlling shareholders to expropriate minority shareholders, 
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through self-dealing and tunnelling, which results in lower firm performance. As a result, 

political connections in SOEs may actually impair, instead of enhance, shareholder value.  

Contrary to the viewpoints outlined above, a few studies support the positive effects of 

government support. Taking private companies listed between 2004 and 2006 as their sample, 

Luo and Liu (2009) discussed that, the closer the political relations between government and 

private firms, the more possible it was that those enterprises would enter high-barrier 

industries and perform better in high-barrier industries than other companies. Pan, Dai and Li 

(2009) wrote that firm performance could be improved for the first year after the firm 

received state patronage, whereas long-term improvements in firm performance varied 

according to the degree of political connections and ownership. Yeh et al. (2013) found 

evidence of a positive relationship between political connections and preferential bank loans; 

they also found that a positive relationship between political connections and firm 

performance depended upon the types of parties involved. Calomiris et al. (2010) found that a 

significant proportion of the value of Chinese listed SOEs comes from government ownership. 

The authors found that state ownership reduction schemes had a negative announcement 

effect on the stock prices of SOEs, and a positive announcement effect in response to the 

cancellation of a government sell-off. They argued that this results from the absence of a 

Chinese political transition to accompany economic reforms, so that the positive effects on 

profits of political ties through government ownership outweigh the potential efficiency costs 

of government shareholdings (Calomiris et al., 2010). Tian and Estrin (2008) also confirmed 

that, in China, the government is in favour of the firms that it owns improving their corporate 

value, and the positive relationship indicates that the government has the motive to support 

these government-owned firms if its holdings are large enough. They also suggested that, 

under dispersed shareholding structures, state-based governance may be superior to a 

governance vacuum.  

Ke (2008) investigated a sample of state-owned and privately owned companies in China’s 

real estate industry from 2000 to 2005 and found no evidence that such companies are more 

efficient than state-owned companies. Instead, companies controlled by the state tended to 

receive a greater degree of preferential treatment from the government, such as the ability to 

acquire land at a lower cost, cheaper financing, and tax incentives. Furthermore, a study by 

Hess et al. (2010) indicates a U-shape relationship between firm performance and state 

shareholdings. The results suggest that, when the government owns a smaller share of a firm, 

the company tends to have little or no access to soft loans and other incentives, compared with 
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firms with dominant government ownership (Huang and Boateng, 2013). In addition, Wei et 

al. (2005) studied Chinese firms that were listed between 1991 and 2001, concluding that 

there is a convex relationship between state ownership and market performance. This is the 

opposite of the relationship found by Sun et al. (2002), and it implies that both high state 

ownership and low state ownership are related to the stronger performance of Chinese public 

firms. Wang, Xu and Zhu (2004) found that a high concentration of state ownership and a 

better balance of power are beneficial to Chinese corporate performance. Overall, it is still 

predicted that the likelihood of preferential treatment by the government is larger for 

underperforming firms, which makes the impact of political connections more valuable in 

these firms. If shareholders have the same view, the positive market reaction to political 

connections will be stronger for underperforming firms. 

Some empirical studies showed mixed results for the relationship between state ownership 

and firm performance in the Chinese context. Ng et al. (2009) expanded on Wang et al.’s 

(2004) study and examined the effects of state ownership on firm performance. They claimed 

that, in the years prior to 2000, market performance was not associated with state ownership; 

after 2000, market performance was related to state ownership. This finding suggests that the 

Chinese government decided to keep its shares in profitable SOEs and those with strong 

market value. Ng et al. (2009) also found that firms with a high degree of either state or 

private control had significantly greater operating performance than firms with mixed control. 

Huang and Boateng (2013) utilised data on the ownership structures of listed real estate firms 

and analysed the different roles the government played during the pre-boom period (1999–

2004) versus the boom period (2005–2010). Their results suggest that higher state 

shareholding is associated with poor performance in the pre-boom years and better 

performance in the boom years. Their findings show that private real estate firms are at a 

disadvantage in competing against firms with higher levels of state shareholdings. Cheung, 

Rau and Stouraitis (2010) also examine partially state-owned listed firms as well, to identify 

whether different types of government shareholders helped or hurt minority shareholders. It is 

based on a different sample base within a different testing period from Che and Qian (1998). 

Using a different method, they separately examined the value of government ownership and 

connections at the national and local levels. Cheung et al (2010) and Che and Qian (1998) 

hold different findings, Cheung et al. find that local government and central government 

behaved differently. Connections to local government may result in more opportunities to 
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expropriate minority shareholders, consistent with the grabbing hand view. The results for 

central governments, on the contrary, are consistent with the helping hand view.    

In spite of all these efforts to investigate the effect of state ownership on firms’ performance, 

few studies have analysed the ownership structure and its main characteristics. No study has 

discussed market reactions to state ownership in an overseas-listing context. After reviewing 

the existing literature, this study will examine how the Hong Kong market reacts to state 

ownership and whether cross-listing valuation differences exist between Chinese HK-listed 

firms and HK-local firms. 

2.5.5  Overseas-listing and political connections  

It is not unusual for governments to list SOEs abroad. Bortolotti et al. (2002) explained that 

governments in developing countries might want to sell firms abroad. Economically limited 

bank financing and small debt markets could drive them to seek external financing. Politically, 

selling firms to foreign investors could signal that a government is committed to supporting 

market-oriented policies (Piotroski and Zhang, 2012). Existing research (Khwaja and Mian, 

2005; Leuz and Oberholzer-Gee, 2006) looks at single-country cases and suggests that 

politically influential firms will have preferential access to domestic debt because allied 

politicians can pressure banks into offering loans at below market rates. Holding this 

predominant view, Ritcher (2009) empirically investigated the role that political connections 

at the domestic firm level play in firms’ financing choices and, in particular, firms’ choice to 

globalise their financing through cross-listing securities. His findings show that political 

connections improve firms’ access to foreign finance in addition to domestic finance, and 

firms with domestic political ties are more likely to cross-list if they are from countries with 

weak property rights.  

Ritcher (2009) also supported the view that the role of political connections is providing tacit 

property rights that reduce firms’ risk premium. If political connections afford firms the 

ability to operate as if they were in a superior property rights environment, then connected 

firms’ cash flows will be more secure than otherwise similar peers, reducing the connected 

firms’ relative risk premiums. Another interesting implication by Ritcher (2009) is that cross-

listing may, in fact, strengthen the position of firms with domestic political connections, since 

foreign financiers rationally fund firms that can influence their domestic policy environment. 

Additionally, Ang and Ding (2006) used samples from Singapore to argue that, when 
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companies operate in contestable international markets, their government involvements will 

be lower. However, these views have not been researched in the context of Chinese cross-

listed companies.  

Hung, Wong and Zhang (2008) investigated the causes and consequences of Chinese SOEs 

using overseas-listing as a privatisation strategy. Their findings show that the decision of 

Chinese SOEs to list on overseas stock markets is not motivated purely by commercial 

interests but is politically driven, for politicians’ national political agendas, economic plans or 

private goals. This result is consistent with research by Kung and Cheng (2012) Firm-specific 

economic considerations, such as the need to raise capital or strengthen companies’ overseas 

product markets (Agrawal and Knoeber, 2001; Ang and Ding, 2006), do not seem to explain 

overseas-listing decisions in the Chinese context. In promoting overseas-listings, the Chinese 

government is not simply raising funds but seeking a means to enforce vigorous discipline on 

SOEs (Leuz and Oberholzer-Gee, 2006).  

Hung et al. (2007) and Miao (2012) claimed that overseas-listings significantly improve 

governance, accounting and investment policies for overseas-listed Chinese SOEs. 

Specifically, they found that, compared to domestically listed peers, overseas-listed Chinese 

SOEs keep a higher percentage of independent board members, engage in fewer instances of 

earnings management, and enjoy greater investment efficiency. This suggests that, although 

overseas-listing is likely to be driven by political incentives, the better institutions in the 

overseas markets mitigate politicians’ propensity to take private benefits. Hung et al. (2008) 

concluded that overseas financial markets play a credible role in constraining politicians from 

taking private benefits, therefore improving efficiency for partially private Chinese SOEs.  

Jia, Sun and Tong (2005) examined 53 SOEs with IPOs in Hong Kong over the period 1993 

to 2002. They compared changes in the performance of sample SOEs before and after IPO by 

using cross-section regressions, by looking at the stock returns of these SOEs after listing, and 

finally by a panel data analysis. They found that partial privatisation of Chinese firms via a 

listing on the Hong Kong stock exchange led to a median increase of 70% in real net profits, 

80% in real sales and 50% in capital spending, and a mild improvement in coverage ratios. 

This result is consistent with the finding of Hung et al. (2008) that overseas-listed Chinese 

SOEs have better post-listing stock performance, less IPO under-pricing and greater firm 

valuation.  
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On the other hand, Hung et al. (2012) examined earnings management accounts and found no 

significant difference in earnings management proxies between Chinese SOEs and Chinese 

non-politically connected firms. Hung et al. (2012) concluded that the weaker post-listing 

performance of politically connected firms is not due to greater earnings management in these 

firms. Additionally, Hung et al. (2012) argued that Chinese SOEs are in a different situation; 

thus, their findings differ from those of Leuz and Oberholzer-Gee (2006). This difference is 

likely due in part to the fact that overseas-listing can facilitate Chinese managers to increase 

their political recognition and advance their political careers. Unlike Indonesian firms, 

Chinese managers do not need to face embarrassing outcomes from delisting; they are likely 

to receive support from the government and parent companies if they face the threat of 

delisting (Jian and Wong, 2010). Hung et al. (2012) further compared the performance of 

Chinese SOEs that are not politically connected that are listed overseas and domestically, 

showing that the effect of partial privatisation depends on the institutional environment, with 

more informative stock markets having more of a monitoring effect when the government 

remains the controlling owner.  

The studies outlined above tell us that political connections can influence decisions to cross-

list. However, the studies did not examine the impact that being a politically connected firm 

has in external capital markets. This is a gap between the literature and this study. In addition, 

none of the previous empirical research compares overseas-listed SOEs, overseas-listed non-

SOEs, and local peers; hence, we still have no idea about how the overseas market perceives 

these overseas-listed SOEs.  

2.6  Conclusion 

The literature review in this chapter illustrated the two theoretical frameworks around 

political connections with government intervention: the helping hand view and the grabbing 

hand view. This section also discussed a combination of these two views, with state 

ownership in general and in the Chinese context. However, the few studies which support the 

grabbing hand view focused on a particular aspect of CEOs’ party membership and personal 

tunnelling, mainly the extent of corporate control over managers and bureaucracy, and 

therefore failed to provide a broad analysis of the impact of the Chinese form of state 

ownership. Studies supporting the helping hand view are limited to the Chinese domestic 

market rather than undertaken in an international environment.  
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Section 2.5 went through the literature on political connections and overseas-listing; however, 

it discussed only the causes and consequences of overseas-listed Chinese companies before 

and after listing. A limitation is that most of these studies have not paid sufficient attention to 

the market’s perception of these politically connected firms in the international environment 

that Chinese policymakers and corporate managers face in their decision-making. These 

deficiencies, as discussed, call for a comprehensive study of Chinese overseas-listed firms 

from the perspective of the non-domestic market, by taking into account their political 

connections, especially state ownership. Chapter 3 begins this analysis by setting out the 

background of this study, comparing the Chinese and Hong Kong stock markets.  
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Chapter 3  Background information: Chinese and Hong Kong stock 

markets 

As discussed in Chapter 1, ‘overseas listing’ usually refers to trade shares on a non-domestic 

stock exchange. In China, overseas-listing of shares has gained importance since the 1980s. In 

that time, it has become a widespread corporate strategy to access foreign markets, 

particularly for large companies with an international orientation. Historically, the foreign 

stock exchanges have been considered the ultimate destination for cross-listing, probably due 

to their more liquid trading environment than Chinese domestic market, a larger investor base 

and higher availability of equity capital (Dodd, 2011). Since 1993, the number of Chinese 

overseas-listed firms has dramatically risen, from 10 in 1993 to 510 in 2008 (Lu, Goh, and 

Liang, 2011). This chapter presents an assessment of the Chinese market in a broad context – 

in terms of its history, economics and politics – to produce a rounded picture and offer a 

supplementary explanation for Chinese firms pursuing overseas-listing. 

This study examines the phenomenon of Chinese HK-listed firms and asks about the Hong 

Kong market’s perception of this phenomenon, by comparing their performance against HK-

local firms. Hence, there is a need to consider why Chinese companies want to cross-list. 

There are factors on both the demand side and the supply side that cause companies to seek a 

listing in an overseas market. In essence, this entails an investigation of the weakness in the 

domestic market that drives companies to consider overseas-listing, and the strengths in 

overseas markets that encourage overseas-listing. Consequently, to apply the theoretical 

framework to the case of Chinese HK-listed companies, this chapter presents reasons that 

Chinese companies are ‘pushed’ overseas, and why they are mainly ‘pulled’ to Hong Kong. 

Therefore, this chapter starts by introducing the Chinese socialist economy market, which 

nurtures its stock market, and proceeds to lay out the phases of its development, along with 

the motivation of Chinese firms seeking overseas-listing. It then presents an examination of 

the Hong Kong market and its economic and historical conditions. A comparison is made of 

the Chinese and Hong Kong markets, to consider whether the Hong Kong environment is 

superior to China’s. This chapter also addresses, in general, the reasons that companies cross-

list – more broadly and in the Chinese context – and, more specifically, why Chinese 

companies list in the Hong Kong market.  
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3.1 Development of Chinese market  

3.1.1  History of the Chinese market 

To better understand the motivations of overseas-listed Chinese firms, an overview of China’s 

domestic stock market is provided in this section. Before the late 1970s, China was a centrally 

planned economy; the Chinese government strictly controlled every channel of investment. 

There were only two types of firms in China: SOEs and collective-owned firms, which 

represented ‘the whole people’ (Huang and Yeung, 2014, p. 31). These two types of firms 

were the principal producers of energy, transportation, telecommunications, and industrial and 

technical equipment. The entire financial system was nominated by the central banks (such as 

the People’s Bank of China), a few specialised state-owned banks and their local branches. 

The bureaucratic process that allocated investment across regions and sectors was often 

inefficient and led to a significant waste of resources (Art and Gu, 1995; Pistor and Xu, 2005).   

In the early 1980s, China started the gradual transition to a market economy. Local 

government began experimenting with selling shares of collectively owned enterprises to 

domestic individuals. The major goal of the reform was to eliminate the enormous waste and 

inefficiency in the Chinese economy at that time (Xia, Lin and Grub, 1995). It was possible to 

use the shareholding system to improve the corporate ownership and governance structure. 

Some enterprises started to issue equity shares to the public in order to raise capital. For 

example, Shenzhen Baoan Joint Investment Company made China’s first IPO of equities in 

1983. Curbed trading of shares soon began and was quickly followed by over-the-counter 

(OTC) trading in more organised, but still informal, exchanges. The increasing number of 

shareholding companies and equity shares created a huge shareholder demand for the 

exchange of these shares (Wong, 2006). 

The birth and development of China’s capital markets were closely linked to the reform of the 

SOEs. In SOE reform, the main focus was on obtaining autonomy for SOEs and 

implementing the responsibility system (Huang and Yeung, 2014). At the same time, two 

problems were raised and needed to be solved (Malkiel and Taylor, 2008). First, economic 

growth required capital investment, and mechanisms had to be established to ensure the 

capital could be provided. Second, many of the companies operated by the state proved to be 

poorly managed and highly inefficient. To cope with these problems, the Chinese government 

established the Shanghai Stock Exchange (SHSE) in December of 1990 and the Shenzhen 
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Stock Exchange (SZSE) in July 1991. The establishment of the stock markets released the 

market from the funding problem. In addition, it was hoped that exposing SOEs to the capital 

markets would improve internal management and raise productivity (Huang and Yeung, 

2014). Therefore, SHSE and SZSE would be disciplinary tools providing a measure of 

management effectiveness.  

The establishment of the two exchanges centralised the trading of shares and promoted 

advanced trading mechanisms (Song, 2002). Since the formation of national exchanges, 

China’s stock markets have developed rapidly. Only 10 companies were listed on Shanghai 

stock exchanges in 1990; by the end of 2005, however, 1,383 companies were listed on the 

two stock exchanges. China’s total stock market capitalisation had swelled to more than 

US$540.5 billion. That made China’s stock market capitalisation the second largest in Asia, 

after Japan (Zakaria, 2005). Among more than 1,300 listed companies in the A-share market, 

only 6% of these companies’ market capital exceeded US$1 billion, accounting for more than 

half of the total market capital (Lou and Gui, 2010). This is because, in this early stage of 

development for China’s stock market, it was employed as a fundraising vehicle by the 

government for SOEs (Wong, 2006).  

With the establishment of SHSE and SZSE, the development of a securities regulatory 

framework in China had passed through two stages, distinguished by the creation of the 

national securities commission (Huang and Yeung, 2014). In the early stage, the People’s 

Bank of China was denominated as a watchdog to oversee the stock market in conjunction 

with bodies of governments. In the second stage, the Securities Committee of the State 

Council and the China Securities Regulatory Commission (CSRC) was established, in 1992. 

This marked a milestone, as China’s stock market began to align with a single centralised 

regulatory framework (Huang and Yeung, 2014). 

In the meantime, the Chinese government, desperate for capital, opened its capital market in 

two ways: first, by creating the domestic B-share market; second, by restructuring Chinese 

SOEs for overseas-listing. B-shares were created at the beginning of the 1990s for the sole 

purpose of enabling foreign investors to participate in the domestic market. The goal was to 

have outlets available for the investment capital of non-mainland Chinese investors so that 

Chinese companies were able to access an external source of capital (Huang and Yeung, 

2014). The foreign investors in B-share regulation were initially defined to include 

institutional and individual investors from foreign countries. The scope now has been 
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extended to include Chinese citizens who reside permanently abroad. Following the B-share 

scheme, a further step was taken to open up Chinese stock markets, with nine Chinese 

companies’ listing overseas in Hong Kong in 1993. Overseas-listing provided more options 

for Chinese enterprises and led to the initial exposure of international investment banks to 

China. The overseas-listings also accelerated the restructuring of large SOEs and enhanced 

their reputation and competitiveness (Huang and Yeung, 2014). 

Although China’s stock markets have made significant progress, they are still in an infant 

stage (CSRC, 2006). There still exist tremendous opportunities for further growth to improve 

the Chinese stock exchanges, which are relatively small compared with other developed stock 

markets in terms of market capitalisation and total value traded weighted by the country’s 

GDP (Allen, Qian, and Qian, 2005). In addition, according to Allen et al. (2005), Chinese 

stock markets are less efficient than other stock exchanges. These disadvantages are mainly 

manifested in two aspects: first, the concentration ratio of China’s stock market, which 

identifies the faction of total market capitalisation of an exchange, was less than half that of 

the developed stock markets; second, medium- and small-cap stocks were more common in 

Chinese share markets (Allen et al., 2005). These disadvantages finally become the potential 

drives to push Chinese companies to pursue overseas-listing. 

3.1.2  Politics, law and finance in China 

3.1.2.1  Legal system in China’s economy 

La Porta et al. (1997, 1998, 2000) have examined the effect of legal rules and stated that the 

legal environment, including both legal rules and their enforcement, is vital in determining the 

size and extent of a country’s capital market. This is because a good legal environment 

protects small investors against expropriation by entrepreneurs. Investors are willing to invest 

in exchanges for securities (Huang and Yeung, 2014). Therefore, La Porta et al. (1997, 1998, 

2000) evidenced a positive correlation between levels of investor protection and the 

development of capital markets. However, China, a developing country transiting from a 

centrally planned system with communal property ownership, did not have a well-established 

legal regime or recognition of private ownership (Yao and Yueh, 2009). The financial sector 

was in its nascent stage, as state-owned banks dominated lending and other financial 

transactions until market-oriented reforms began to commercialise the sector in the mid to late 

1980s. Before we turn to a comparison of the Hong Kong stock market, this section will 
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briefly present an assessment of how China’s legal system and politics work in China’s 

economy. 

Given the dominance of the state in the banking and financial sector, the legal and regulatory 

framework supporting the sector was understandably underdeveloped (Yao and Yueh, 2009). 

For example, the banking regulator (China Banking Regulatory Commission, or CBRC) was 

created to oversee banking sector reforms in 2003, including the corporatisation of the 

formerly state-owned or cooperatively-owned banks, which were transformed into 

shareholding companies. A similar pattern can be seen in the regulatory framework of 

Chinese capital markets. Until China established the SHSE and SZSE, there was no 

corresponding need for securities regulation. This is a unique feature of Chinese law, in which 

the formal legal framework is usually put in place at a relatively late stage. Likewise, even 

though stock exchanges in Shanghai and Shenzhen were established in the early 1990s, the 

first set of securities law did not come into effect until 1999 (Huang and Yeung, 2014). 

MacNeil (2002) considered that this pattern of development could be linked with the Chinese 

tendency to subordinate law to government authority, and exercise detailed administrative 

control over economic activities rather than permitting activities within a range defined by 

law. 

The progress of legal and institutional reforms was made more challenging by the nature of 

China’s transitional economy. Yao and Yueh (2009) stated that the Chinese economic 

transactions these institutional reforms were intended to support were often put in place 

gradually, in a manner that preserved elements of state ownership. This has been evidenced 

by the non-tradable shares in the stock market that were owned by the state, either directly or 

by legal persons which were state-owned institutions (Yao and Yueh, 2009). This pattern 

reduces transparency and the information necessary for regulation and efficient markets. 

Moreover, there is another significant issue of weak enforcement and poorly implemented 

regulatory structures, even though the laws have been written on the books (Pistor, Raiser and 

Gelfer, 2000). Allen et al. (2005) examined measures of China’s legal system and compared 

them to 49 countries from different legal origins. In terms of creditor rights, Allen et al. (2005) 

found that China falls between the English-origin countries that have the highest measures of 

protection and French-origin countries that have the lowest. China’s shareholder protections 

show a similar pattern. Most countries have better creditor and shareholder protections than 

China. 
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Allen et al. (2005) also compared China’s legal system to those of other emerging markets, 

and they found that China’s corruption index is the fifth worst among the 15 selected 

countries. One reason behind this is that the judicial system in China had an insufficient 

supply of qualified legal professionals. Among the approximately five million business 

companies in China, only 4% had regular legal advisers, and only one-fifth of all legal 

advisers had law degrees (Allen et al., 2005). Studies have also expanded the literature on the 

relationship between law and financial and economic development in the Chinese context. 

Some of these studies found that China’s legal system fails in terms of the absence of an 

effective court system, the lack of an independent judiciary, and inadequate regulation when 

compared against a cross-section of other countries (Pistor and Xu, 2005; Yao and Yueh, 

2005) and with respect to the enforcement of commercial contracts (Pei, 2001). China stands 

out as an exception to the rule set up by La Porta et al. (1997, 1998, 2000), scoring extremely 

poorly on both the legal system and enforcement of laws, yet enjoying one of the fastest 

economic growth rates. Therefore, China remains a paradox for its weak legal system and 

remarkable growth, and its experience instead suggests that more nuanced measures of laws, 

institutions and development be considered within the context of the particular circumstances 

of a country (Yao and Yueh, 2009).  

3.1.2.2  Politics in China’s economy 

The Chinese government has a high degree of control over market regulation. Even with the 

substantial changes that have made to the structure of the legal system, from learnings from 

Western countries, socialism is still the basic system in the Chinese context (Liang, 2008). 

For Chinese leaders, the use of non-socialist development and the taste of capitalism are only 

tools to create in China a ‘socialist utopia’ (Hu, 1993). Therefore, the new Chinese Company 

Law still has the feature of social democracies that requires the presence of the representatives 

of workers on both the board of directors and the supervisory board (Zhu, 2000). Zhu (2000) 

found that, since 1987, two main themes have been running throughout the development of 

securities regulation in China: one to ensure the primacy of socialist ownership, the other to 

restrict foreign ownership in SOEs. A distinctive feature that separates China’s stock market 

from those in other countries is that two-thirds of outstanding shares in China are non-tradable. 

Any SOE converting into a shareholding company has to divide its shares into three roughly 

equal parts (Green, 2003; Huang and Yueng, 2014): around one-third of the shares can be 

publicly issued and freely traded; the remaining two-thirds are allocated to state shares and 

legal person shares which cannot be traded on the stock market.  
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Such non-tradable shares had been issued to the founders of a corporation, business partners 

or employees.  These shares served two purposes: to keep control of SOEs that were floated 

on the market, and to maximise IPO proceeds (Beltratti and Bortolotti, 2006). Clarke et al. 

(2008) pointed out that these diagnoses, and the implementation of corporatisation as 

solutions, are flawed. The chief purpose of corporatisation was to promote higher efficiency 

through better management. Indeed, the state owner was still the direct owner of companies in 

several sectors. Therefore, it was too difficult for the state, as the majority shareholder, to 

effectively exercise its monitoring role (Huang and Yueng, 2014). Huang and Yueng (2014) 

agreed that the politics of China might adversely inhibit the growth of the Chinese market, in 

two major ways. First, the state retained the majority of ownership in many large SOEs. This 

reduced the circulation of shares on the market. In addition, as the owner, the state failed to 

exercise a meaningful monitoring role and hindered enforcement by public authorities. 

Second, the domestic market was still heavily regulated in China, with foreign participation 

restricted (Huang and Yueng, 2014). This heavy governmental intervention might not be 

desirable for the development of a capital market. 

With the party’s strong intervention, another reason for the ineffective enforcement of laws in 

China was the intrinsic conflict between ‘fair play’ in practising law and the monopoly power 

of the ruling party – especially in cases in which government officials or their affiliates were 

involved (Allen et al., 2005). Formally prescribed laws alone did not provide a comprehensive 

picture in commercial transactions; but it is necessary to consider the informal enforcement 

mechanisms that did play a role, such as the use of social networks and membership of the 

Communist Party of China (Alford, 2000; Knight and Yueh, 2008). Clarke (2003b) argued 

that formally defined property rights and enforcement of the same are not as important in 

China, as the security of the property is held often on a less formal premises. In addition, this 

ineffective enforcement with poor legal protections for minority and outside investors was 

mainly affected by Chinese political control power. Allen et al. (2005) categorised the 

Chinese firms into three sectors: 1) the state sector, which included all companies of which 

government had ultimate control (SOEs); 2) the listed sector, which included all firms that are 

publicly traded on an exchange; and 3) the private sector, which included all the other firms 

with various types of private and local government ownership. They found that the standard 

law–finance–growth arrangement worked well for the state and listed sectors, while the 

corporate governance mechanisms were weak and ineffective in the listed sector. Huang and 



72 

Yueng (2014) argued that cross-listing might be a feasible remedy to curb these problems by 

featuring an even more diversified pattern of ownership. 

3.1.3  The transition stage of China’s economy 

As China’s transition from a command economy to a market economy proceeds, corporate 

governance has been identified as the vital element of a modern enterprise mechanism, toward 

which China’s lagging state sector has been pursuing, to the extent that China’s corporate 

governance reform was aimed at transforming its traditional SOEs to modern competitive 

companies operating on market basics (Leng, 2009). At its early transition stage, according to 

the China Corporate Governance Report 2003 (SHSE, 2003), the SHSE had identified several 

shortfalls in its corporate governance practices. Among these shortfalls, two were particularly 

important: 

First, there is a conflict of interest when the government is both the referee and the player 

with regard to Chinese listed companies. On the one hand, the government enacts laws and 

regulations, sets up rules for the market, regulates economic activities, and supervises the 

implementation of corporate governance institutions that it imposes on companies. On the 

other hand, the government is a major shareholder of companies. Chinese listed companies 

have an unique shareholding structure, which has an overwhelmingly large percentage of non-

tradable shares. In a majority of listed companies, non-tradable shares represent 60–80% of 

the total number. A few companies even have more than 90% of shares that are not tradable. 

Second, China’s legal and regulatory framework is far from mature. Apart from the fact that 

China’s legal infrastructure is constantly improving, the Company Law and the Securities 

Law are especially inadequate in many aspects due to the outdated concepts and limited 

practical experience that were in place at the time they were drafted. For example, there is a 

lack of measures to prevent controlling shareholders from abusing the limited liability 

principle, inadequate protection for minority shareholders, and an excess reliance on 

administrative measures to directly limit the improper behaviour of market participants. 

This report was released almost a decade ago; there have obviously been some developments 

since then, in both areas. For example, the government started a pilot program in 2005 in 

which 46 companies would convert their non-tradable shares into tradable shares (Yeung, 

2009). In addition, in 2005 the National People’s Congress (NPC) made amendments to the 

Company Law and Securities Law. However, these did not solve all of the problems. 
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According to a recent corporate governance report edited by the Chinese Academy of Social 

Sciences, the problems of ownership structure still existed (Lu, Zhong and Jie, 2006). Leng 

(2009) also pointed out that early attempts at state enterprise reforms had achieved limited 

consequences in solving the persistent problem of SOE inefficiency. This was largely because 

these programs had focused on managerial incentive building and autonomy expansion 

without seriously addressing the ownership and governance mechanism issues (Leng, 2009). 

The root of these issues made the nature of Chinese listed companies different from that of 

Hong Kong local firms. It is crucial to notice the shortfalls of the Chinese economy. 

3.1.3.1  The problem of ownership structure 

China’s corporatisation process started from ground zero in the mid-1980s and developed 

rapidly in the 1990s (Xu and Wang, 1999). As mentioned above, since 1987 there had been 

two main themes through the development of securities in China. One was to make sure that 

socialist ownership was of utmost importance; the other was to restrict foreign ownership of 

SOEs (Zhu, 2000). In China, an SOE must be converted into a limited liability shareholding 

company before going public (Xiang, 1998). Therefore, it was necessary for SOEs to carve 

out their non-productive and unprofitable units and keep only profitable business units in the 

shareholding companies, in order to attract investors (Aharony et al., 2000). As a result of 

restructuring, the old SOEs often became the leading sponsor of the new shareholding 

companies, which refers to sponsor enterprises (Tian and Lau, 2001). SOE reform in China 

can be described as a partial privatisation reform; the aim was to bring Chinese state 

enterprises further within the market’s orbit without privatising their ownership structure (Cao, 

2000; Ramamuri, 2000). The government had followed a strategy of transforming SOEs 

selectively and gradually, while maintaining state control through the state assets management 

system (Cao, 2000; Tian and Lau, 2001). However, the concentration of state ownership had 

decreased as institutional shareholders’ equity ownership increased. It was suggested that the 

sponsor enterprise was an institutional shareholder worthy of special attention due to its 

historical linkage with the shareholding company (Tian and Lau, 2001). 

A distinctive feature that separates China’s public companies from those of other countries is 

the floatability of shares, which refers to the phenomenon that two-thirds of the outstanding 

shares in China are non-tradable. These non-tradable shares served two purposes: to keep 

SOEs that were floated in the market firmly under the government’s control, and to maximise 

IPO proceeds (Yao and Yeh, 2009). In China, the ownership issue did not arise from 
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controlling shareholders but from the state as a majority shareholder (Clark, 2003). In practice, 

a large number of corporatised SOEs remained dominated by a single state shareholder that 

implemented its power through varied channels, such as shareholder voting and appointment 

of key personnel (Clark, 2003). Huang and Yeung (2014) pointed out that it was ironic that 

the state as the majority shareholder played an ineffective role in monitoring the behaviour of 

managers on a continual basis, due to its nature as a collective body; nobody had sufficient 

and appropriate incentives to perform the role. Meanwhile, the holders of tradable shares were 

typically minority shareholders with limited power to affect management decisions (Huang 

and Yeung, 2014).  

Therefore, the issue of ownership problems is two-fold. First, there is a majority–minority 

conflict (Huang and Yeung, 2014). The state’s interest, as the majority shareholder, may not 

necessarily intersect with that of minority shareholders, which was pure profit maximisation. 

Second, without adequate shareholder pressure, it is doubtful whether managers are 

trustworthy. However, many Chinese firms were characterised by excessive CEO power, 

insider control, and weak transparency. These issues caused severe agency problems and led 

to weak corporate governance (Luo, Fang and Esqueada, 2012). Corruption remained 

widespread in China, and an effective legal and regulatory regime were highly desirable (Hua 

et al., 2006; Huang and Yeung, 2014).   

3.1.3.2  The problem of weak corporate governance 

When large shareholders effectively control a company, its policies may lead to tunnelling 

(Johnson et al., 2000); manipulating prices in transactions with its related-party transactions 

(Clarke, 2006); controlling shareholders enriching themselves by not paying out dividends 

(Huang and Yeung, 2014); or exploiting the company through the pursuit of non-profit-

maximising objectives by large investors (La Porta et al., 1998; Shleifer and Vishny, 1997). 

Large shareholders were also an issue in China. In Chinese SOEs, there was a government-

affiliated entity, like a central or local State-owned Assets Supervision and Administration 

Commission, as a majority shareholder, and its ultimate controller was the government (Miao, 

2012). In China, exchanges were built under the background of the costly restructuring of 

SOEs, instead of facilitating promising investment opportunities, and the establishment of 

exchanges had the key purpose of tapping private savings to supplement or replace the fiscal 

revenue desired by SOEs (Kenneth, 2006).  
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The phenomenon of controlling shareholders expropriating the minority in China is well 

documented. Berkman, Cole and Fu (2009) claimed that a form of tunnelling in China was 

that Chinese listed companies issue loan guarantees to their related parties (always controlling 

shareholders), consequently expropriating minority interests. On the national platforms, the 

government controllers have been driven by non-financial goals to utilise the listed companies 

for their aims, such as improving employment and investing in other social and political tasks. 

In addition, more serious issues included controlling shareholders’ directly borrowed money 

from listed firms or letting the latter stand guarantee for the former in a loan (Miao, 2012). 

The controllers often had no intention to pay back, right from the very start. Unfair related 

transactions are common despite the law prohibiting these activities (Miao, 2012). 

A significant degree of controlling shareholders largely resulted in tunnelling (Liu and Lu, 

2007). In the Chinese context, the government had a tolerance for SOE autonomy in the 

business. SOEs could cooperate to shift value from the minority shareholders to the 

controlling government shareholder (Miao, 2012). According to the corporate governance 

report by SHSE in 2005, about 40% of listed companies in China were involved in related-

party transactions with their top 10 shareholders, and 78.94% of related-party transactions 

were related to SOEs (SHSE, 2005). Although a related-party transaction was not necessarily 

a transaction on terms that were unfair to the entity, given that the SOEs account for the 

weight ratio of listed companies, and that there was a lack of institutional safeguards that 

might ensure the fair terms in China, there were legitimate grounds for concern (Clarke, 2006; 

He, 2011).  

The major components of Chinese overseas-listed companies were large SOEs with better 

company performance. The reason was that overseas-listing gave them the opportunity to 

access a wide base of international investors’, capital markets that were more liquid, and 

mechanisms that would facilitate ownership reform, and to promote the company’s reputation 

and global image (Leng, 2009; Peng and Belvins, 2012; Peng and Su, 2012). Although 

headway has been made in terms of improved corporate governance mechanisms under 

stricter regulation and market discipline, Chinese overseas-listed companies with critical 

weaknesses in internal controls and other kinds of corporate governance deficiencies were 

closely related to the incomplete transition; thus, Chinese overseas-listed SOEs had intrinsic 

differences from Hong Kong local firms and non-SOEs.  
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3.2 Development of Hong Kong market 

3.2.1  The Hong Kong model 

Hong Kong is frequently described as having a mix of Chinese roots and colonial British 

culture. Geography and history have made Hong Kong home to the largest concentration of 

Chinese nationals outside of mainland China (Huang and Yeung, 2014). This unique 

combination of East and West has seen Hong Kong become a metropolis with a remarkable 

level of prosperity and economic development. Hong Kong now has a leading international 

securities market, with a major capitalist service economy characterised by taxation law, free 

trade and minimum government intervention under the ethos of positive non-interventionism 

(Huang and Yeung, 2014). According to the Wall Street Journal (2014), Hong Kong has been 

rated the world’s freest economy throughout the 20-year history of the index of economic 

freedom. The Special Administrative Region of Hong Kong is part of the People’s Republic 

of China but is self-governing on a day-by-day basis under its Basic Law. Some scholars 

point out that several economic factors still imply that Hong Kong is far from being open and 

competitive (Williams, 2005). 

The Hong Kong government’s primary role is to provide the fundamental ‘software’, such as 

personal liberty, the rule of law, a clean and efficient administration, and a level playing field 

for all business (Huang and Yeung, 2014). The government has a duty to provide the land and 

the infrastructural hardware – like schools, roads and airports – that Hong Kong needs for its 

growth (Huang and Yeung, 2014). The government also needs to protect and promote Hong 

Kong’s commercial interests in national and international arenas by negotiating and entering 

into bilateral arrangements with other countries (Huang and Yeung, 2014). The policy of non-

intervention does not mean that the government does not do anything. Instead, the role of 

government is limited to providing a business-friendly environment; the government allows 

the economy to be led by market forces (Tsang, 2000). Hong Kong has successfully 

transformed from an entrepot to a manufacturing centre, to an international financial centre, 

with market force (Tsang, 2000). It is in this spirit that the Hong Kong government has been 

involved in the market over the last 50 years, except for a few exceptions. Government 

activities have included the establishment of the linked exchange rate system, which stabilised 

Hong Kong currency against the US dollar, and the development of the Mass Transit Railway 

(Tsang, 2000). One can argue that such initiatives have improved the business environment 



77 

and that they are actually part of the policy of non-intervention rather than exceptions to the 

rule (Huang and Yeung, 2014). 

3.2.1.1  History of Hong Kong stock market 

Hong Kong has experienced more than 100 years of stock market development; records of 

securities trading in Hong Kong date back to 1866 (SEHK, 1999). In 1891 the Association of 

Stockbrokers in Hong Kong was formed. It was later renamed the Hong Kong Stock 

Exchange, in 1914. By 1972, Hong Kong had four stock exchanges in operation. The stock 

market crash of 1973 and the oil crisis in 1974 led to the enactment of the Hong Kong 

government’s first significant securities legislation: the Securities Ordinance and the 

Protection of Investors Ordinance (Huang and Yeung, 2014). The Commissioner for 

Securities and the Securities and Futures Commission were also established to regulate and 

oversee the exchanges. The need to strengthen market regulation and unify the four exchanges 

prompted the incorporation of the Stock Exchange of Hong Kong (SEHK) in 1986 (SEHK, 

1999). 

Since 1986, a number of major developments have taken place. The 1987 market crash 

revealed flaws in the market and led to the Davison Report, which recommended a series of 

reforms of the Hong Kong securities industry. This led to significant regulatory changes and 

infrastructural development; these reforms included the establishment of the Securities and 

Futures Commission (SFC) as the single statutory securities market regulator (SEHK, 1999; 

SFC, 2002). A sophisticated regulatory framework was set up. In addition, the market 

infrastructure was much improved with the introduction by the exchange of the Central 

Clearing and Settlement System (CCASS) in 1992 and the Automatic Order Matching and 

Execution System (AMS) in 1993 (SEHK, 1999). Since then, the framework of market rules 

and regulations, either exchange-administered or otherwise, has undergone continued review 

and revision to meet changing market needs while ensuring effective market regulation. The 

Exchange Listing Rules have been made more comprehensive, and other existing regulations 

have been improved to enhance market development and investor protection.  

In order to meet the requirements of the globalisation of the international financial market and 

needs of the increasingly sophisticated investors both locally and globally, fundamental 

reform of the existing market structure is desirable (SEHK, 1999). As part of the reform 

started in the Financial Budget in 1999, the SEHK and the Hong Kong Futures Exchange 

demutualised. Together with the Hong Kong Securities Clearing Company, they merged and 
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became wholly owned subsidiaries of SEHK, and sought a public listing in 2000 (SEHK, 

1999). Since the return of the sovereignty of Hong Kong from the UK to China in 1997, as a 

Special Administrative Region, the ‘one country, two systems’ concept has been working 

convincingly, and Hong Kong remains an active international financial centre. 

3.2.1.2  An international financial centre 

Cassis (2010) concluded that the success of Hong Kong is attributable to the following. First, 

Hong Kong’s market did not start from scratch. By the 1920s, it had already emerged from 

the main financial centres, and continuously played a role after 1945. Second, it had solid 

banking institutions dating from the 19th century and benefited from the presence of British 

overseas banks, particularly the Hong Kong and Shanghai Banking Corporation. Third, it 

enjoyed an advantageous geographical location, with lively ports, as well as being linked to 

the rest of the world by excellent transport, especially air transport and telecommunications 

networks. Last, its political regime had been stable, despite the troubles that plagued Hong 

Kong during the Chinese Cultural Revolution at the end of the 1960s and the uncertainty in 

relation to its handover to China in 1997 (Cassis, 2010). Because of the positive determinants 

listed above, Hong Kong led the way in Asian capital markets. Traders and financiers in Hong 

Kong always operated in multi-tiered national, regional and global economics: ‘Recognition 

of this business scope provided one key to unlocking the enigma of Hong Kong as the global 

metropolis for Asia’ (Meyer, 2000, p. 2). In recent years, Hong Kong has been a high scorer 

in several international rankings, which serves as an indication of how well Hong Kong is 

recognised internationally (Huang and Yeung, 2014). 

After returning to China in 1997, socio-economic integration between Hong Kong and China 

started, and Hong Kong began to hold a strategic position between China and the global 

economy (Huang and Yeung, 2014). It was more than just a city with global connectivity and 

important economic functions. As Sassen (2001, p. 174) pointed out, ‘Hong Kong has been a 

key intersection of different worlds’. The distinct feature of the socio-economic changes in 

Hong Kong over the past two decades has been the significant attraction of Chinese 

companies. The particular nature of Hong Kong earned it the central position in Chinese 

capitalism, and it became a premier trading centre for the Chinese mainland companies to 

trade their shares (Chiu and Lui, 2009). The geographical proximity and cultural affinity of 

Hong Kong stock markets were also advantages that attracted an increasing number of 

mainland enterprises; in turn, Hong Kong markets provided a regional and global network of 
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economic ties via organisational and personal linkages with other parts of the world. 

According to research by Chiu and Lui (2009), during the period 1997–2007, more than 70% 

of trading in the shares of mainland companies that were also listed in the US and UK was 

conducted in the Hong Kong markets. The listings of mainland enterprises have widened the 

breadth of Hong Kong stock markets and provided more choices for investors. 

SEHK now operates two trading platforms of the securities market: the Main Board and the 

Growth Enterprise Market (GEM). According to existing Regulatory Framework and Rules 

(SEHK, 2013), both markets adopted a disclosure-based regulatory regime in which listed 

issuers are required to make timely disclosure of price-sensitive information to help investors 

make informed investment decisions. The Main Board is a market for capital formation by 

established companies with a profitable operating track record or companies meeting 

alternative financial standards to the profit requirement (SEHK, 2013). The GEM is an 

alternative market, established in January 1999, to provide capital formation opportunities for 

growth companies from all industries and of all sizes (SEHK 2013). 

3.2.2  Comparison of Chinese and Hong Kong stock markets 

The development of a given market cannot be isolated from its historical background. Putting 

Chinese and Hong Kong markets into the context of historic, economic and political 

preconditions, we can see that their patterns of market development are highly different from 

each other (Huang and Yeung, 2014). In this case, the Chinese government was not just a 

market participant, it mostly intervenes in specific affairs. In this circumstance, the Chinese 

domestic market appears to be intensively policy directed (Ran, 2009). Meanwhile, facing a 

number of significant structural challenges, the Chinese domestic financial market remains 

undeveloped, with a lack of experienced institutional investors, weakened elements in the 

banking system, and the lack of a predictable, transparent regulatory structure that fosters 

financial innovation (Ran, 2009). 

China adopts a socialist market economic pattern characterised by government planning. On 

the contrary, the Hong Kong market largely evolved from a market-forced economy with 

minimum government intervention, despite ownership and control of several vital factors of 

production (Williams, 2005). Hong Kong comprises an integrated network of institutions and 

markets which provide a wide range of financial products and services on an international 

base. It is categorised by high liquidity and effective operation under transparent regulation. 
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Established upon strong economic freedom, Hong Kong provides a mature, regulated, active 

marketplace for global institutional investors (Ran, 2009). The emergence of the securities 

markets appears to have been a natural outcome as a result of the political economy (Huang 

and Yeung, 2014). The role of the Chinese stock markets is to raise funds for SOEs and 

Chinese markets, while the main function of the Hong Kong market is to facilitate corporate 

financing and a more diversified ownership structure featuring investors from all over the 

world (Friedman, 2002).  

Compared to the 20-year history of China’s capital markets, the Hong Kong market has 

already undergone more than 100 years of development. It has long been positioned as an 

international financial centre in Asia, bridging the mainland and international markets 

(Friedman, 2002). Hong Kong takes advantage of its mixture of Eastern and Western culture. 

It is rooted in China and enjoys investment and labour inflow from the mainland; in the 

meantime, it benefits from a colonial legacy of common law institutions and a free market 

(Huang and Yeung, 2014). In this perspective, it is clearly ahead of its peers in mainland 

China. Unlike Hong Kong, China, as a later starter, did not establish formal stock exchanges 

until the 1990s. It has confronted tremendous difficulties in developing its stock markets. 

Officials and scholars claim that China needs a more developed legal system because ‘a 

market economy is an economy governed by law’ (Lubman, 2000, p. 174). A constructive and 

practical approach to nurture the Chinese market, which is still in the transition stage, would 

be to learn practices from a well-developed market (Huang and Yeung, 2014). There is no 

doubt that there have been improvements in China’s legal infrastructure and market 

institutions. Despite a rapid growth in China’s stock market in recent years, there is still a 

long way to go before China will be able to develop mature securities markets.  

3.3 Chinese overseas-listing 

The finance and economics literature has largely used three hypotheses to illustrate why firms 

cross-list (Peng and Blevins, 2012): 1) market segmentation, 2) bonding and 3) proximity. 

However, the reasons that Chinese companies decide to list in the Hong Kong market 

probably differ from those of their Western counterparts’ with overseas-listings. Kung and 

Cheng (2012) found that, because most H-shares companies listed in Hong Kong are SOEs, 

factors related to both politics and corporate governance have a profound impact on the 

decisions pursue overseas-listing. Luo (2014) and Hung et al. (2008) also claimed that 

motivations of Chinese A-share firms to cross-list as H shares are based on political 
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considerations rather than economic merits, serving as a vehicle to signal the quality of SOEs. 

Therefore, it is important to address the role of the state and executives in overseas-listings, 

especially for Chinese SOEs. We discuss in this section the motivation of Chinese firms to 

pursue overseas-listing. 

3.3.1 IPO quota system 

The creation of China’s stock markets was politically, rather than market, motivated. China’s 

stock market relies primarily on the quota system, which is a basic state and regional 

economic management plan in China for allocating critical resources among regions (Pistor 

and Xu, 2005). The quota system, based on decentralised administrative governance, served 

two important functions. It not only facilitated the mitigation of a serious problem with 

information asymmetry in transition economies but also created incentives for local 

bureaucrats to select viable companies at the IPO stage (Pistor and Xu, 2005). In the Chinese 

stock market’s infancy, to maintain market order to prevent the market from crashing the 

Chinese government imposed the quota system to regulate the listing of firms in the market 

(Mei et al., 2005; Sun, Tong and Wu, 2006). When an SOE was willing to go public, it was 

required to seek permission from the local government or its affiliate local government, which 

received the IPO quota from the CSRC (Sun et al., 2006; Wong, 2006). This was a unique 

feature of China’s stock market development.  

The stock market is unbalanced, with SOEs holding a strong market share. However, the 

demand to be listed was much larger than the quota; many firms had to wait in the queue for 

years. The quota system prevented many large companies, and those with high growth 

potential, from listing; the domestic capital market was unable to digest large and continuous 

IPO pressure (Sun et al., 2006). As a way to relieve the listing pressure in the domestic market, 

the government chose to list many large SOEs on overseas stock exchanges (Sun, Tong and 

Wu, 2006). Subrahmanyam and Titman (1999) and Megginson, Nash, Netter and Poulsen 

(2004) showed that overseas IPOs facilitate the development of domestic stock markets. 

Eventually, firms with a net worth above RMB400 million and a previous year’s net profit 

greater than RMB60 million were allowed to apply for an overseas-listing.  

Therefore, diverting large IPOs to overseas markets eases the issuing pressure in the domestic 

market. Compared with the newly established Chinese stock market, the Hong Kong market 

is a mature and fast-growing open market, with significant market capability and more listed 
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securities than the two China domestic stock exchanges. Hong Kong’s mature market makes a 

bigger contribution in channelling foreign funds to mainland enterprises (Ran, 2009). In other 

words, the SEHK is preferable for large-scale China-backed companies to maximise capital 

raised. 

3.3.2  Corporate governance 

At the early stage, overseas-listing by large SOEs was prompted by the government. As most 

companies listed on the domestic stock exchanges had been converted from SOEs, it is 

understandable that corporate governance was not well developed. The adverse effect of 

politics in China lies in the fact that the market has been dominated by state-owned listed 

companies. This has led to suboptimal enforcement and greater majority–minority conflicts. 

The reason SOEs have paramount importance in China is that the state has been reluctant to 

cede its control in these companies (Huang and Yeung, 2014). There have been many news 

pieces about listed SOEs and insider trading, related-party transactions, ineffective or even 

collusive boards of directors, expropriation of minority investors, and accounting 

irregularities (Berkman et al., 2009; Chen and Yuan, 2004; Liu and Lu, 2007). 

The Chinese government generally realised the importance of establishing a modern corporate 

governance system, and aimed to improve the management and performance of Chinese firms 

to reach international norms (Wang, 2011). Sun et al. (2006) suggested a governance 

hypothesis based on the bonding hypothesis (Coffee, 1999, 2002). They stated that the 

bureaucrats who own the control rights of SOEs are indeed likely to be keen on reform. The 

Chinese government has the incentive to make use of the advanced bonding mechanism 

requirements in Western markets to improve the corporate system of Chinese SOEs. The 

former Chief of the China's State-owned Assets Supervision and Administration Commission 

(SASAC), Li Rongrong, has claimed that it was China’s governmental strategy to 

continuously list Chinese SOEs in overseas markets, and that this will facilitate Chinese SOEs 

to establish modern corporate governance mechanisms (Sun et al., 2006). In addition, inspired 

by the policy of ‘reforming and opening up’, international investors were willing to get 

Chinese equity, and investment banks foraged China for restructured SOEs that desired to 

raise capital overseas. In response to this, the State Council quickly issued the first regulation 

on overseas-listing: A Special Regulation on Raising Capital and Listing Overseas by a Joint-

Stock Company, in 1993 (Sun et al., 2006).  
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Overseas-listing, therefore, was chosen as a policy tool, and SOEs were forced to undergo a 

thorough restructuring of their internal governance structure to abide by the stringent listing 

requirements of foreign stock exchanges, and to be disciplined and monitored by a more 

demanding investment community (Wang, 2011). Subsequently, a program aimed at 

supporting the overseas-listing of SOEs was enforced under the direct leadership of the State 

Council of the People’s Republic of China (i.e., China’s highest organ of state administration). 

The program pursued three main goals: first, to learn from the experience of mature securities 

markets; second, to promote the reform of SOEs and establish sound corporate governance 

mechanisms for them; third, to attract foreign investment (Liu, 2012).  

3.3.3  Red-chip shares 

At the same time, some industrial authorities and local governments also started to support 

SOEs to access the international capital market through overseas business restructuring. Some 

SOEs preferred an indirect way of trading shares in the overseas market, called ‘reverse 

merge’, or ‘red-chip’. In the beginning, red-chips were referred to as companies incorporated 

in Hong Kong and listed on the SEHK but with controlling shareholders from mainland 

Chinese entities (Su, 2003). In the early stage of development in Chinese stock markets, some 

large SOEs successfully bypassed the official listing channels and were listed. Under the 

strategy, a Chinese company would purchase a listed ‘shell’ firm on the foreign market and 

then merge with this shell firm; hence, that Chinese firm would become a new company listed 

on the foreign market. As a result, Chinese enterprises found a new way, apart from direct 

issue IPOs on foreign stock markets, to indirectly listed on foreign stock exchanges (Liu, 

2012).  

After the establishment of the CSRC, all foreign listings were required to be approved by the 

CSRC and the regulatory authority of the foreign stock exchange. A Chinese company 

seeking to issue and list foreign investment shares on the foreign stock exchange was required 

to complete a three-stage procedure (Li, Su and Zhu, 2011; Su, 2003). The first stage involved 

making an application to the local government or the department in charge of the relevant 

industry, which would review the application. If the company was deemed appropriate, its 

application would be sent to the CSRC. The second stage involved a selection process 

conducted by the CSRC in consultation with the local government or department in charge. A 

shortlist of successful companies was notified, which was then released to the public. The last 

stage comprised examination and approval by the CSRC, during which the CSRC would 
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review prescribed documents in accordance with applicable securities laws and regulations 

(Li et al., 2011). Red-chip companies do not fall within the supervision of mainland Chinese 

authorities. Therefore, they are more easily able to conduct restructuring activities and raise 

funds from overseas for new investment (Wang, 2011b). In the following decades, many 

enterprises, even some private companies, adopted this model of building red-chip 

architecture before their IPO. 

3.3.4  Non-SOEs 

There are some differences in the methods of overseas-listing for SOEs and non-SOEs, 

largely due to the impact of government in China. Due to differences in ownership structure 

(Peng et al., 2009), the political connections between non-SOEs and government are not as 

strong as those between SOEs and government. As a result, the differences in structure 

between SOEs and non-SOEs lead to different listing models for these overseas-listed 

companies. As for non-SOEs, the weaker connections to the government may lead to a higher 

cost of capital at home, lower brand recognition, and even fewer regulatory advantages for 

non-SOEs, as they are not backed up by the government. Therefore, to compete with SOEs 

and to offset these disadvantages, non-SOEs – especially small and medium enterprises – 

have to look outside China to reap lower costs of capital (Peng and Blevins, 2012). Although 

the Chinese market has matured rapidly, it still cannot feed the growing demand for capital, 

especially the small and medium enterprises that are not state-owned (Fong, 2011). 

The non-SOEs confront difficulties in raising capital at home due to a lack of adequate access 

to banking finance, inadequate financial assistance from government and difficulties in listing 

on the domestic market (Chen and Li, 2004; Liang, 2005; Liu and Tian, 2009; Wang, 2004; 

Wu et al., 2008). In order to avoid listing barriers and opt into better legal regimes, a number 

of Chinese small and medium enterprises (SMEs) opt to become a publicly traded company in 

overseas markets. It is easy for them to access to financing resources (Wu et al., 2008). The 

immature state of the stock market in China limits the capacity of the Chinese market to 

absorb the number of companies that need to list (Su and Chong, 2007; Zhang and King, 

2007). The Chinese equity market is quite young and inefficient. For instance, the IPO 

channel was shut down in October 2012 after a sharp decline in share prices and reports of 

fraud and misleading accounting (Reuters, 2014). The A-share IPOs are severely under-

valued by issuers and underwritten at offer but over-valued by investors on listing day (Sohn, 

Tsui, Zhang and Zhang, 2012). Both these conditions lead to the severe under-pricing of IPOs 
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in the A-share market (Liu, n.d.; Sohn et al., 2012). Ma (2010) found that, from 1993 to 2008, 

the average IPO under-pricing ratio in Shanghai and Shenzhen stock exchanges was 175.21%. 

In mature stock markets, IPO under-pricing ratios are usually no more than 20%, even in 

other emerging stock markets, the average IPO under-pricing ratios range from 30% to 80% 

(Zhang, 2010). This kind of under-pricing in a financial environment is not favourable to non-

SOEs without government support. 

Wang (2011a, 2011b) used a large sample of overseas-listed Chinese firms to compare the 

characteristics of SOEs and non-SOEs from the view of the listed location, industries and 

models. She found that the motivation of these two groups of companies were different. SOEs 

listed in foreign markets led by the government were motivated to establish a rational capital 

structure, improve their corporate governance mechanism, improve their reputation, and 

protect their capital market order (Wang, 2011a). However, the Chinese overseas-listed non-

SOEs had strong financial and non-financial motivations, which were based on their own 

needs. First, the core motivation of Chinese overseas-listed non-SOEs was to overcome the 

barriers to obtaining finance, and to raise a large amount of capital (Fong, 2011; Wang, 2011a, 

2011b). Second, growing non-SOEs pursued a sound corporate governance mechanism 

through their overseas-listing. Chinese non-SOEs have the characteristics of highly-centred 

control of property rights and operation rights, low levels of corporate governance and low 

levels of manager independence (Wang and Yang, 2010). This will ultimately lead to poor 

internal control systems and corporate failure. Therefore, to break the bottleneck created by a 

lack of effective corporate governance system, non-SOEs were willing to list on overseas 

stock exchanges (Wang, 2011b). Third, Chinese non-SOEs were motivated to list on overseas 

stock exchanges due to the security and equal treatment they would obtain. Chinese non-

SOEs are vulnerable groups in the domestic market. Overseas-listing by red-chip method 

turns Chinese non-SOEs into foreign investment companies, which enjoy better market 

treatment and firm recognition. In addition, listing on the foreign market allows non-SOEs to 

avoid certain legal restrictions, making it easier to access to capital (Wang, 2011a). For 

Chinese companies, the overseas market affords those non-SOEs options not available in 

other markets, such as dual-class structure and the ability to list without sacrificing profit. It 

also offers far more liquidity than the growing mainland China IPO market (Reuters, 2014). 

In addition, the GEM is particularly designed for growth enterprises that do not fulfil the 

profitability record requirement of the Main Board. New applicants in the GEM must 

demonstrate at least 24 months of active business pursuits immediately preceding the date of 
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submission of the listing application, with a minimum market capitalisation of no less than 

HK$46 million (SEHK, 2013). Because profitability is removed from conditions of listing, 

growth enterprises – like Chinese privately owned enterprises or other non-SOEs – are able to 

raise capital on the growth opportunities of the region under a well-established market and 

regulatory infrastructure. This motivates Chinese non-SOEs to issue their shares in Hong 

Kong. 

3.3.5  Price premium in the domestic market 

There was a large magnitude of under-pricing in Chinese domestic IPO markets at an early 

stage. Su and Fleisher (1999) found an under-pricing level to be as high as 948.6% for A-

share IPOs before 1996; Tian (2005) observed an average initial return of 267% from 1991 to 

2000. Chen, Firth and Kim (2004) claimed that the first-day closing prices of China A-share 

IPOs were about 145% higher than the offering prices during the period 1992–1997. In any 

case, the reported levels of under-pricing in China’s A-share market are much higher than the 

mean of 60% in other emerging markets in the same period (Jenkinson and Ljungqvist, 2001). 

This domestic under-pricing implies an imperfect and less efficient marketplace, rather than 

one in which offering proceeds are maximised (Ran, 2009). Therefore, Chinese companies 

crowded round to access a well-developed international market. 

In Hong Kong, the pricing of IPOs is based on the enterprises’ size, financial position and 

performance, productive profitability, earnings and dividends, growth potentials, industry 

average pricing level, market movement et cetera (Ran, 2009). The initial returns are hence 

systematically related to these characteristics. On the contrary, most offering prices of A-

share stocks more reflect government’s subjective estimation than companies’ specific 

situation or information on public demand gathered during the pre-filing period (Tian, 2005). 

Therefore, all A-share stocks’ initial returns were dramatically high, whether in a bull or bear 

market (Tian, 2005). This gap indicates that Hong Kong has a reliable ability to accommodate 

more and larger listed firms, to help them access highly standardised accounting and 

disclosure practices, and supervise them in establishing modern corporate governance. All of 

these considerations are vital for Chinese SOEs (Ran, 2009). Most of the firms seeking public 

offerings expect a steady and flourishing trading platform. The Hong Kong market has 

experienced continued growth in most aspects and therefore represents an optimal option for 

the issuing of shares. 
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3.4  Conclusion 

In a comparison of the Chinese and Hong Kong domestic financial markets, this chapter 

mainly discussed the possible explanations and motivations for Chinese companies to pursue 

overseas-listing. The Chinese government regards overseas-listing as part of domestic 

privatisation and an important step in economic reforms. Overseas-listing is considered a 

means of forcing SOEs to conform to international standards and establish modern corporate 

governance. Therefore, large and qualified SOEs within the government’s supporting 

industries are more likely to issue their shares on foreign, open and well-developed stock 

exchanges when the valuation level is appropriated, in order to raise more capital, operate 

under international standards, send a positive signal of Chinese economic reform, and 

indirectly protect the development of the domestic financial market. 

In China, listing in Hong Kong is not only an economic but also a political manner. The 

Chinese government is hardly concerned about sending signals to the market or gaining 

political support. Its main target at the early stage was to raise foreign capital. Later, the 

Chinese government wished to use foreign listings as means of improving the quality of SOEs 

and of making them role models for locally listed SOEs. The Hong Kong market is able to 

provide a strong and attractive foundation as an offshore capital market for China-related 

companies to raise funds. It has sufficient market capability and disclosure practices, liquidity, 

various investment alternatives, as well as knowledgeable investors. Therefore, Hong Kong 

has been regarded as the optimal target platform for Chinese mainland enterprises to raise 

capital from outside the home market. 

Most Chinese local investors buy A-shares, the shares of companies traded on the domestic 

Shanghai and Shenzhen stock markets. The Hong Kong market is more international and has 

more institutional investors. Institutional investors account for 65% of total turnover (SEHK, 

2008). Therefore, as for Chinese companies from mainland China, the Hong Kong stock 

market is an attractive option that enables them to tap into one of the largest pools of foreign 

capital. For these reasons, this research will examine Chinese companies listed on the SEHK, 

in the period 2000–2014, to conduct a detailed analysis of the market’s perception of Chinese 

firms with political connections. 
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Chapter 4  Hypotheses development  

4.1  Overview 

This chapter synthesises the findings in the literature review and presents the development of 

the hypotheses to be tested in this study. This study explores whether there is valuation 

difference between Chinese HK-listed firms and HK-local firms. Numerous studies have 

examined valuation differences between the Hong Kong H-share market and the Chinese A-

share market (Chen et al., 2008; Jian, et al., 2011). For example, Shen et al. (2010) studied the 

relative valuation differences between Chinese companies listed in the Hong Kong market 

and the Chinese market. With Tobin’s Q, Shen et al. (2010) tied the results to corporate 

governance by declaring that the evidence suggests that cross-listed companies are more 

valuable than their domestic peers due to the legal bonding theory. However, those articles 

focus on the valuation differences between Chinese overseas-listed companies and Chinese 

companies only listed at home. The literature remains silent on the valuation differences 

between Chinese overseas-listed companies and their local peers, and on how the market 

perceives those Chinese overseas-listed companies (Fresard and Salva, 2010; Shen et al., 

2010). Hence, we might not understand barriers that may remain after overseas-listing and the 

extent to which a Chinese overseas-listed company becomes integrated and accepted by the 

local capital market. To shed light on this point, this section develops research questions and 

hypotheses to explore the valuation differences between Chinese HK-listed companies and 

HK-local firms.  

4.2  Hypotheses development 

4.2.1  Market’s perception to overseas-listing 

RQ1. Are there valuation differentials between Chinese HK-listed companies and HK-

local firms? 

Existing research strongly suggests that cross-listing generates significant effects on a firm’s 

market value. Doidge et al. (2004) showed that firms cross-listed on a US exchange exhibit 

higher valuation than comparable domestic firms that are not cross-listed. Hail and Leuz 

(2009) also reported that cross-listed firms enjoy a lower cost of capital than comparable 

firms that are not cross-listed. Shen et al. (2010) showed Chinese cross-listed companies on 

the Hong Kong exchange have a firm valuation premium against domestic firms listed only 
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on the A-share market of China. However, the literature does not mention enough empirical 

evidence on how cross-listed firms compare to their host country peers. 

Only a few studies compare cross-listed companies and locally listed peers, and they all use 

firm valuation differences to examine the market’s perception. Research has shown that firms 

with competitive advantages accordingly achieve superior performance (Asdemir, Fernando 

and Tripathy, 2013). Thus, if firms actually realise superior performance, capital markets 

should recognise this and place a positive value on such firms (Asdemir et al., 2013). Firm 

value is the market’s consensus opinion of the value of the firm. It is a metric that is neutral 

on capital structure, which is useful to measure diverse capital structures (Ammann et al., 

2011). Firm value is an appropriate variable to compare a market’s perceptions of companies. 

For instance, a high relative market value may signal ‘good’ and ‘financially sound’ firms. 

These labels turn out to be particularly important when firms tap into the equity or debt 

markets (Statman, Fisher and Anginer, 2008). 

Fresard and Salva (2010) examined whether cross-listed firms have similar valuations to 

comparable US local firms. They assembled shares listed on US exchanges between 1989 and 

2006, measured the difference in valuation using Tobin’s Q, and reported that the dummy 

variable for cross-listing has a negative coefficient with Tobin’s Q. This indicates that locally 

listed US companies are more highly valued than cross-listed foreign companies; the authors 

concluded that this represented a cross-listing discount. Even though the country of origin of 

these cross-listed firms came from advanced economies with well-developed capital markets, 

those foreign companies still experienced the cross-listing discount (Fresard and Salva, 2010). 

In addition, Fresard and Salva (2010) discussed that valuation ratios are commonly used by 

sell-side analysts to justify and determine price targets and their investment recommendations, 

and by buy-side analysts as key ingredients of their investment strategies. For all these 

reasons, Fresard and Salva (2010) argued that, if cross-listed firms fail to reach similar 

valuations to those of their target market peers, they might not reap the potential benefits that 

they initially looked for when accessing the overseas market. Therefore, firm value gives an 

indication of the market’s perceptions of the quality or attractiveness of the cross-listed firms. 

The current study will follow previous studies and use firm value as the proxy for market 

perception and the dependent variable for all research questions. 

Chau (2010) also explored the differential effects of cross-listing, using Tobin’s Q as a 

benchmark measure of firm value and contrasting the value of foreign firms that are cross-
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listed on a US exchange to that of comparable US firms. Consistent with previous results, 

Chau (2010) observed negative and significant coefficients on dummy cross-listings, which 

means foreign firms suffer a discount. Interestingly, the author also claimed that dual-listed 

firms have a higher valuation than single-listed foreign firms, as dual-listed firms are 

perceived to have more liquidity and visibility, as well as higher foreign sales and trading 

volumes. However, these studies did not include in their samples Chinese overseas-listed 

companies, so it is unclear whether these findings would apply to overseas-listed Chinese 

firms. Hence, the literature leads to the first hypothesis: 

H1: There is no discount for Chinese HK-listed companies compared to matched HK-

local firms. 

4.2.2  Home bias and valuation differences 

RQ2. Does home bias contribute to the valuation differences for Chinese HK-listed 

companies? 

Prior studies suggest that home bias reflects the influence of familiarity on investors’ portfolio 

choices, which is one factor that leads to the cross-listing discount (Fresard and Salva, 2012; 

Karolyi and Stulz, 2003; King and Segal, 2003). In general, investors tend to favour domestic 

stocks either because they possess superior information on them or because they are more 

familiar with them (Huberman, 2001). Chan, Covrig and Ng (2005) also documented that 

investors are reluctant to hold stocks in firms that they are not familiar with. Overall, these 

studies suggest that investors’ portfolio choices are affected by familiarity. In addition, some 

studies also show that familiarity has an impact on valuation. Alter and Oppenheimer (2008) 

showed that people value familiar products at a significant premium. Cao, Han, Zang and 

Hirshleifer (2011) developed a model where unfamiliar assets may sell at a discount in the 

presence of high uncertainty and those investors that favour familiar assets. 

In the cross-listing literature, Fresard and Salva (2012) note that familiarity bias plays an 

important role on the valuation differences between cross-listed firms and local firms, as firms 

which are more familiar to US local investors have valuations closer to companies that 

originated in the US. Fresard and Salva (2010) found that US investors favour familiar dual-

listed stocks and expect these stocks to be more intensively traded in the US market. King and 

Segal (2003) found that Canadian firms that are predominantly traded in the US receive 

similar valuations to other locally listed US firms, while cross-listed Canadian firms with little 
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US turnover continue to trade at a discount (King and Segal, 2003). Chau (2010) showed that 

foreign firms known to local investors are traded at a discount that is three times lower than 

unfamiliar foreign firms in the US. In Chau’s study (2010), Canadian firms had smaller 

discounts than Israeli firms in the US market. On this ground, non-domestic overseas-listing 

on the SEHK is associated with local familiarity, which leads to the following hypothesis: 

H2: Chinese HK-listed firms have higher firm valuations than HK-local firms. 

4.2.3  Concentrated ownership and valuation differences 

RQ3. Does the Chinese concentrated ownership structure contribute to the valuation 

differences for Chinese HK-listed companies? 

Chapter 2, Literature review stated that corporate governance is distinguished into two 

different systems according to prevailing ownership structure (Berglof, 1997), and that 

different ownership structures determine the dimensions of corporate governance (Bebchuk 

and Hamdani, 2009). Previous empirical work from the US market is based on a market-based 

governance model, but Chinese companies work within a control-based governance system, 

and experience different conflicts. Hong Kong and mainland China differ in corporate 

ownership structure, which implies different governance standards accordingly. In Hong 

Kong, family ownership is the norm, and normally the controlling shareholders are the 

founder family (Francis et al., 2009; Lee, 2014). However, mainland Chinese state-owned 

enterprises (SOEs) feature a higher concentration of corporate ownership in the hands of the 

government through shares held by different levels of government and institutions that are 

authorised by the state (Xu and Wang, 1997). This study, therefore, will examine the effects 

of corporate governance on overseas-listed valuation differences from the perspective of 

concentrated ownership structure, rather than whole governance indexes.  

According to literature on concentrated ownership, a large number of shareholders cannot 

exercise enough power to oversee managerial performance; highly concentrated ownership 

gives the controlling shareholders more discretionary power to serve their own benefits, 

which leads to reductions in firm value (Copley and Douthett, 2002; Thomsen and Pedersen, 

2000). In the literature on overseas-listing, King and Segal (2003) conducted a cross-country 

comparison and found that Canadian firms listed on US stock exchanges were traded at a 

discount compared with locally listed US firms, due to ownership structure. Concentrated 

ownership may result in minority shareholders being treated unfairly if the controlling 
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shareholder uses its position to extract rents or otherwise limit the growth opportunities for 

the business (King and Segal, 2003). Fresard and Salva (2012) also suggested that the cross-

listing discount can be mainly attributed to corporate ownership structure, as companies from 

countries with weaker shareholder protections actually experience larger cross-listing 

discounts.  

Therefore, the Hong Kong market’s perception may be affected by the highly concentrated 

ownership of Chinese HK-listed firms, which leads to the third hypothesis: 

H3: Chinese HK-listed firms with highly concentrated ownership have lower firm 

valuation than HK-local firms. 

4.2.4  Political connections and valuation differences  

RQ4. Does political connection contribute to valuation differences for Chinese HK-

listed companies? 

Section 2.5.3.2 outlined the helping hand view of government, and the benefits that can result 

from a relationship between a firm’s political connections and its value. Politically connected 

firms can benefit financially through their political ties in the form of direct and indirect 

government subsidies (Faccio, 2006). In addition, overseas-listing provides managers of 

connected firms with a channel to realise political rents, which also leads to a higher firm 

valuation (Hung et al., 2012). In the Chinese context, the cultivation of political connections 

becomes an important tool for firms to overcome market failure (Li et al., 2008). Chinese 

firms have to rely on this relationship with government authorities to secure bank loans, 

circumvent government regulations, and obtain favourable tax deductions (Li et al., 2008). 

Political connections thus enables these firms to gain access to government dominated 

channels of resource allocation and dispersion and overcome ineffective market factors and 

ambiguous property rights (He et al., 2014).  

On the other hand, according to the grabbing hand view (Shleifer and Vishny, 1998), 

described in section 2.5.3.1, and as suggested by Fan et al. (2007) and Hung et al. (2012), 

political connections in Chinese SOEs are associated with intensified government intervention 

in business. This view argues that managers and board members in these politically connected 

firms are often incompetent bureaucrats with private agendas who seek future political 

promotion and financial kickbacks from business transactions (Conyon and He, 2011; Tu et 
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al., 2013). Yet no-one has discussed the effects of political connections on firm value in the 

cross-listing context; the target market’s perception of political connections is unknown from 

the literature. Hence, this study examines whether political connections is one factor that leads 

to valuation differences between Chinese HK-listed companies and HK-local peers. This 

leads to hypothesis 4: 

H4: There is no difference in the discount between Chinese HK-listed SOEs, Chinese 

HK-listed non-SOEs, and HK-local firms. 

4.3  Models for testing hypotheses 

This section introduces the methods employed to conduct this research. Methods are derived 

from existing literature, mainly from King and Segal (2006) and Fresard and Salva (2012), 

who conducted the two main studies on the cross-listing discount. Ordinary least squares 

(OLS) regression will be used as the main tool for statistical analysis. Tobin’s Q in this model 

is the dependent variable in all of the regressions. The main focus will be on the dummy that 

captures the difference in the valuation which is derived from overseas-listing and in line with 

the hypotheses. 

4.3.1 Model 1: Market perception 

This study is interested in how close the valuation of Chinese HK-listed firms is to that of 

similar Hong Kong local firms. Thus, the first objective of this study is to systematically 

investigate the market’s perception of Chinese firms listed in the Hong Kong capital market. 

To capture the degree of market perception, we follow Fresard and Salva (2010) to look at 

valuation differentials. According to the first hypothesis: 

H1: There is no discount for Chinese HK-listed companies compared to matched HK-

local firms. 

To assess the general market perception of Chinese HK-listed firms and HK-local firms, this 

study measures the valuation differences between observations by following Fresard and 

Salva (2010) and specifying a simple regression model. Using Tobin’s Q as a yardstick 

measure of firm value, we contrast the value of the observed Chinese HK-listed companies 

with that of comparable HK-local firms. The baseline valuation regression is: 
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Tobin′s 𝑄𝑖,𝑡 = 𝛽0 + 𝛽1𝑂𝑣𝑒𝑟𝑠𝑒𝑎𝑠𝑖,𝑡  + 𝛽2𝑆𝐼𝑍𝐸𝑖,𝑡  + 𝛽3𝐿𝐸𝑉𝑖,𝑡 + 𝛽4𝐺𝑟𝑜𝑤𝑡ℎ𝑖,𝑡 +  𝛽5𝑅𝑂𝐴𝑖,𝑡  +

 ∑ 𝛽4+𝑘
10
𝑘=2 𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦𝑘      1) 

4.3.1.1  Tobin’s Q 

A number of authors suggest that, as a measure of market perception, Tobin’s Q is 

significantly superior to most accounting indicators (Lang and Stulz, 1994; Megna and Klock, 

1993). Hovey (2004) examined 38 studies regarding the relationship between firm 

performance and corporate governance, finding that 21 studies (55%) used Tobin’s Q, nine 

(23%) used return on assets (ROA), and eight (22%) used return on equity (ROE). Song, 

Zhang and Li (2004) indicated that Tobin’s Q is a forward-looking indicator. The numerator 

of Q, a firm’s market value, could automatically reflect a firm’s expected future profits 

(McFarland, 1988). That is, it has the following characteristics: 1) it captures the market’s 

expectation of the firm’s growth opportunity; 2) it ignores the irregular distribution of 

cashflows; and 3) it provides an unbiased estimate of a firm’s intangible assets. Different from 

the accounting indicators, Tobin’s Q is passively disclosed by the stock market; thereby, it is 

less prone to being manipulated by managers (Song et al., 2004). Lang and Stulz (1994) also 

pointed out that no risk adjustment is required to compare Q across firms, because a firm’s 

market value is also influenced by the variance of expected profits.  

Following prior studies (Fresad and Salva, 2012; King and Segal, 2006), the valuation 

measure is Tobin’s Q, which relates the market value of total assets to the book value of 

assets. This model measures Tobin’s Q at the end of the calendar year for all firms in our 

sample. To assess the market’s perception of Chinese companies listed on the SEHK 

compared to matched HK firms, this study uses Tobin’s Q. Following prior studies (Doidge et 

al., 2004; Fresard and Salva, 2012), the Tobin’s Q is calculated as: 

 Tobin’s QI = 
𝐵𝑉(𝑇𝐴) − 𝐵𝑉(𝐸) + 𝑀𝑉(𝐸)

𝐵𝑉(𝑇𝐴)
 = 

𝐵𝑉(𝑇𝐿) + 𝑀𝑉(𝐸)

𝐵𝑉(𝑇𝐴)
 

Where BV(TA) is a firm’s book value of total assets, BV(E) as its book value of common 

equity, and MV(E) is market value of equity. The market value of equity is complicated since 

it is not in the database and needs to be calculated. Following previous research (Berg, 2012), 

this study uses share price at the end of each year and the total common shares outstanding at 

the end of each year to work out the market value of equity. A Tobin’s Q that is greater than 1 

indicates that the firm has a market value greater than its recorded assets, which can be 
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attributed to the intellectual capital or positive market sentiment of the firm (Ang et al., 2013). 

A higher Tobin’s Q value is associated with superior firm value. 

 

4.3.1.2  Overseas-listing 

In order to test the first hypothesis, overseas-listing is set as a dummy variable which takes 

the value of 1 for Chinese HK-listed firms and 0 for HK-local firms. The Chinese capital 

market is categorised as a less developed market due to a higher level of expropriation of 

minority shareholders; the SEHK environment has better social norms and a sophisticated 

legal system, and is conscious of protecting each shareholder as compared with mainland 

China (Piotrosiki and Wong, 2012). It is thus expected that Chinese HK-listed firms may have 

a lower valuation, proxied by lower Tobin’s Q scores, compared with comparable HK-local 

firms. 

For control variables, I follow previous academic literature (mainly Fresard and Salva, 2011) 

and use firm-level characteristics that may affect firm performance. The most common firm 

characteristics that are controlled for are firm size, leverage, profitability and sales growth. 

The definition of control variables is discussed next.  

4.3.1.3  Firm size (lnSIZE)  

lnSIZE is used to control for economies of scale or the size effect. The effect of the size 

variable is difficult to forecast. Lang and Stulz (1994) found a significant negative 

relationship between firm size and firm performance. Similarly, Malkiel and Xu (1997) found 

that smaller firms tend to earn higher returns than big firms. There is another aspect of the 

impact that size could have on the market’s perceptions of companies tested. It has been 

suggested that larger firms are more likely to exploit economies of scale and enjoy higher 

negotiation power over their clients and suppliers, leading to better performance (Mansfield, 

1962; Singh and Whittington, 1975). 

Following Fresard and Salva (2012), it is possible that Hong Kong investors are more familiar 

with large Chinese companies, such as China Mobile and Tencent, than smaller HK-local 

firms. Yet, according to Shen et al. (2010), firm size has a negative effect; in both papers, the 

effect is significant. Because this paper concentrates on China and Hong Kong, like the study 

by Shen et al. (2010) it is justified to expect that size will have a negative effect on valuation.  
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Firm size can be measured in different ways. Gilson (1997) concluded that alternative 

measurements do not materially impact on inferences. Following prior studies, firm size 

(lnSIZE) in this study is calculated as the natural log of total assets (Fresard and Salva, 2012; 

Liu, 2010; Wu et al., 2010).  

4.3.1.4 Leverage (LEV)  

In this study, leverage (LEV) is measured as the ratio of total debts to total assets. It is 

important because it controls for what types of capital firms tend to raise (debt or equity) 

(Richter, 2010). The free cashflow hypothesis argues that leverage mitigates agency problems 

and thus increases market valuation; hence, there is a positive relationship between firm value 

and leverage (Wu et al., 2010, p. 704). On the other hand, according to the pecking order 

theory (Meier and Tarham, 2007; Myers, 1999; Myers and Majluf, 1984), debt is negatively 

correlated to profitability. Therefore, the higher the leverage level, the lower the firm’s value. 

As SOEs usually borrow from state-owned banks, ‘debtor monitoring efficiency is 

compromised’ (Wu et al., 2010). In Fresard and Salva’s (2012) study based on US data, 

leverage is negatively related to firm performance. However, Shen et al. (2010) found a 

different relationship in their analysis of Chinese cross-listed H-share data. In this study, 

leverage (LEV) is expected to have a negative effect on firm value.  

4.3.1.5 Growth rate (GROWTH) 

Sales growth is the percentage change in sales over the preceding years (Dodd, 2011). It is 

suggested that, in an efficient market, firms with good growth prospects are always valued 

higher. La Porta et al. (2006), Doidge et al. (2004), and King and Segal (2003) use the two 

years of geometric annual sales as the measurement of the growth rate to firm performance. 

Therefore, consistent with prior studies, this study also uses two-year sales or revenue growth 

rate as the proxy for growth rate. 

4.3.1.6  Profitability (ROA) 

Haugen and Baker (1996) and Yang et al. (2010) stated that, the greater a firm’s profitability, 

the more distributable earnings there are for shareholders, and the higher the expected firm 

value will be. Intuitively, the market seems to favour a higher profitability rate, leading to a 

higher Tobin’s Q. Following prior studies (Booth et al., 2001; Friend and Lang, 1988; Rajan 
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and Zingales, 1995), this study adopts ROA as the measure of profitability. ROA is measured 

as the ratio of earnings before interest and taxes to total assets. 

Furthermore, Fresard and Salva (2011) also used the dividend ratio (cash dividends over total 

assets) as one of the control variables. However, the amount of cash dividends is only 

disclosed for a fraction of the companies, so the variable is excluded in this study. King and 

Segal (2006) used a measure of annual share turnover to control for the liquidity in a firm’s 

shares to examine whether there was an increase in share turnover for Canadian firms listed in 

America. The purpose of the annual share turnover for King and Segal (2006) was to compare 

the cross-listed Canadian firms and Canadian firms that were listed only at home. In this study, 

all companies listed on the SEHK should share the same investor base, so these variables are 

not included. 

4.3.2 Model 2: Home bias  

This study does not aim to identify the specific routes through which familiarity may 

influence firm valuation, but simply follows prior studies (Fresard and Salva, 2012; King and 

Segal, 2003) and examines whether familiarity is related to the cross-listing discount. The 

related hypothesis is: 

H2: Chinese HK-listed firms have higher firm valuations than HK-local firms. 

With regard to the measurement of familiarity, it is difficult to directly observe investors’ 

preference or determine their precise holdings of cross-listed firms. Prior studies used various 

firm-level proxies to test familiarity in the target market. First, Frieder and Subrahmanyam 

(2005) found that firms with more visible brands are more familiar to investors. In Fresard 

and Savla’s research, they discuss that advertising can raise public awareness, so they used 

firms’ annual expenses on advertising (total advertising expenditures/total sales) as a 

familiarity proxy. Unfortunately, HK listed firms do not disclose their detailed advertising 

expenses in their annual reports or segment reports. Hence, this proxy cannot be used in this 

study.  

The second proxy for familiarity in Fresard and Salva’s research is the fraction of sales 

realised in the target market. King and Segal (2003) found that cross-listed Canadian 

companies are treated similarly to local listed US firms. Accordingly, if Chinese HK-listed 

firms have trading in the Hong Kong local market, local investors may treat them similarly to 
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comparable HK-local firms, which should lead to small valuation differences. We thus follow 

prior studies and use the fraction of trading of a firm’s products that takes place in Hong Kong 

as a proxy for familiarity. Unfortunately, most Chinese HK-listed companies do not specify 

the Hong Kong trade volume in their annual reports or segment reports. Thus, after 

controlling other firm-level control variables, we use a dummy variable (HKtrading), which 

takes the value of 1 for Chinese HK-listed firms that trade products in the Hong Kong market 

and 0 for Chinese HK-listed firms that do not trade in the Hong Kong market. The regression 

model to test familiarity is as follows: 

Tobin′s 𝑄𝑖,𝑡 = 𝛽0 + 𝛽1𝐻𝐾𝑡𝑟𝑎𝑑𝑖𝑛𝑔𝑖,𝑡 +  𝛽2𝑆𝐼𝑍𝐸𝑖,𝑡  + 𝛽3𝐿𝐸𝑉𝑖,𝑡 + 𝛽4𝐺𝑟𝑜𝑤𝑡ℎ𝑖,𝑡   + 𝛽5𝑅𝑂𝐴𝑖,𝑡 +

 ∑ 𝛽4+𝑘
10
𝑘=2 𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦𝑘     2)  

4.3.3 Model 3: Ownership concentration 

In line with research question 3, this section of the thesis presents a model to test whether 

ownership concentration contributes to a cross-listing discount in the Hong Kong market. The 

hypothesis is: 

H3: Chinese HK-listed firms with highly concentrated ownership have lower firm 

valuation than HK-local firms. 

To gain a sense of the concentration of ownership, Francis et al. (2009) identified the largest 

shareholder of the firms in the sample. Doidge, Karolyi, Lins, Miller and Stulz (2009) also 

used the largest blockholder as the controlling shareholder for the ultimate control rights. The 

current study follows this method, using the percentage of shares owned by the largest 

shareholder as a proxy for ownership concentration (Driffield, et al., 2006; Himmelberg, 

Hubbard and Palia, 1999). Tian and Estrin (2008) also stated that the shareholder with the 

largest stake is often the controlling shareholder in China, holding control of the board of 

directors, and that there are few instances as yet of smaller shareholders collaborating to 

counter the largest shareholder. Therefore, the variable implicating ownership concentration is 

the percentage held by the largest shareholder (SH1) to see whether the monitoring effect 

exists for Chinese HK-listed firms. Accordingly, I introduce a regression model analysis to 

examine the relationship between ownership concentration and valuation differences: 
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Tobin′s 𝑄𝑖,𝑡 = 𝛽0 + 𝛽1𝑂𝑣𝑒𝑟𝑠𝑒𝑎𝑠𝑖,𝑡  + 𝛽2𝑆𝐻1𝑖,𝑡 + 𝛽3𝑆𝐼𝑍𝐸𝑖,𝑡  +  𝛽4𝐿𝐸𝑉𝑖,𝑡 +  𝛽5𝐺𝑟𝑜𝑤𝑡ℎ𝑖,𝑡 +

 𝛽6𝑅𝑂𝐴𝑖,𝑡  + ∑ 𝛽5+𝑘
10
𝑘=2 𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦𝑘             

     3) 

Although in China share ownership types include state share and legal person shares, some 

studies, such as that by Sun et al. (2002), include the state share proportion and the legal 

person share proportion in the same regression model. Xu and Wang (1999) point out that 

including both in the same regression is problematic because these share proportions are 

highly negatively correlated with one another. Most studies deal with this multicollinearity 

problem by including either the state share proportion or the legal share proportion in a given 

regression. However, this also has the drawback of complicating the interpretation of the 

coefficient to the state share proportion as capturing only the effect itself but not that of the 

legal share proportion, and vice versa (Jiang et al., 2007). Sun et al. (2002) aggregated the two 

share proportions, which is another approach to dealing with the multicollinearity problem. 

However, this does not allow for the possibility that the state and legal person share 

proportions might affect firm performance in different – perhaps even opposite – ways (Jiang 

et al., 2007). Therefore, regardless of whether shares are government-owned or tradable, I use 

the variable SH1 as a measure of concentration in the model, as does prior literature (Jiang et 

al., 2007). 

4.3.4 Model 4: Political connections  

Previous studies (Chau, 2010; Fresard and Salva, 2010; King and Segal, 2003) illustrate that 

the familiarity issue and corporate governance can lead to a cross-listing discount for non-US 

firms. However, they do not take into consideration the effect of political connections on 

these valuation differences. This research thus aims to test the relationship between political 

connections and cross-listing discount for Chinese HK-listed companies. The hypothesis 

relating to the research question is: 

H4: There is no difference in the discount between Chinese HK-listed SOEs, Chinese 

HK-listed non-SOEs, and HK-local firms. 

The political connections of Chinese firms can be measured in two major ways. Some 

previous studies used CEO membership of the Communist Party of China as the proxy for 

political connections (Bai et al., 2004; Fan et al., 2010; Wu et al., 2010). Others used 

‘political connections’ to refer only to entities owned by the government (Francis et al., 2009). 
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However, CEOs or chairmen of Chinese firms being party members is no longer exclusive to 

SOEs: privately owned firms now also employ politically connected managers or directors 

with party membership, to help them seek favourable treatment from the government, and 

finally maximise profits (Bai et al., 2004; Li et al., 2006; Li et al., 2008). On the contrary, 

when SOEs list publicly, they keep their state ownership status – the state maintains control. 

Therefore, government ownership represents a better direct measure of political connections 

than whether the CEO is a party member (Wu et al., 2010).  

As discussed in section 2.5.2, Definition of ‘political connections’ in the Chinese context, in 

this study, state ownership is used to determine the political connections of a firm, since the 

ownership link is more explicit and stable than a personal link with the government, and I 

expect that the market is more likely to react to the ownership structure. This study will trace 

political connections by examining whether a firm is controlled by the government. The 

model is also based on a test of the political effects. Therefore, the logit model is:  

Tobin′s 𝑄𝑖,𝑡 =  𝛽0 + 𝛽1𝑂𝑣𝑒𝑟𝑠𝑒𝑎𝑠𝑖,𝑡 + 𝛽2𝑆𝐼𝑍𝐸𝑖,𝑡  +  𝛽3𝐿𝐸𝑉𝑖,𝑡  + 𝛽4𝐺𝑟𝑜𝑤𝑡ℎ𝑖,𝑡 +  𝛽5𝑅𝑂𝐴𝑖,𝑡 +

 ∑ 𝛽5+𝑘
10
𝑘=2 𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦𝑘     4) 

In this study, the model is set up as in two sub-models to examine the valuation differences 

between Chinese HK-listed SOEs, Chinese HK-listed non-SOEs, and local HK-local firms. In 

the first sub-model, the dummy variable 𝑂𝑣𝑒𝑟𝑠𝑒𝑎𝑠𝑖,𝑡 takes the value as of 1 if the firm is a 

Chinese HK-listed SOE, which means its ownership lies with the Chinese government; or 0 if 

firms are for HK-local firms. In the second sub-model, the dummy variable 𝑂𝑣𝑒𝑟𝑠𝑒𝑎𝑠𝑖,𝑡 

takes the value as of 1 if the firm is for Chinese HK-listed non-SOEs and 0 if for firms are 

comparable HK-local firms.  
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Chapter 5  Data and results 

5.1  Data  

To test the hypotheses presented above and to identify whether any valuation difference is due 

to familiarity or perceptions of political connections, this study will interrogate a multi-level 

dataset that includes firms in a variety of industries. This section presents the key variables of 

interest and the analytical tests to be employed.  

5.1.1 Data and samples 

Chinese HK-listed firms were identified via the SEHK database, and the detailed information 

was retrieved from the iFind database and China Stock Market and Accounting Research 

(CSMAR) database. Chinese mainland companies started listing in the Hong Kong market in 

1993 (TsingTao Beer, HK code 0168). Before 2001, most Chinese firms listed in the Hong 

Kong market were large SOEs; their listing was considered to be of vital importance to the 

national economy and encouraged by central government (Huang and Yeung, 2014; Pan and 

Brooker, n.d.). After 2001, more privately owned firms and other types of non-SOEs 

increasingly listed on the SEHK, and the H-share market has seen the entry of small to 

medium enterprises on Hong Kong’s GEM (Huang and Yeung, 2014; Pan and Brooker, n.d.). 

This study, therefore, does not include the entire Hong Kong dataset; rather, the sample 

comprises Chinese HK-listed companies and HK-local firms over a 15-year period, spanning 

2001 to 2014. In addition, in 2001, an increasing number of Chinese companies started to 

adopt the A-share + H-share model to dual-list their shares on both mainland China domestic 

exchanges and the SEHK (Liu, 2011). 

The original population was 1,850 companies listed in SEHK, which included 374 Chinese 

companies. The list of 374 Chinese HK-listed companies contained 206 H-share firms and 

140 red-chip firms listed on the Main Board, and 23 H-share firms and five red-chip firms 

listed on the GEM (SEHK, 2015). In addition, during the period 2001–2014, around 178 

Chinese companies were delisted by SEHK (iFind database). After delisting, the annual 

reports and detailed information of these companies were removed from the SEHK database 

and the companies’ websites. This is a limitation of this study in that we are not able to 

examine the market’s perception of these delisted companies, and it is unknown whether 

investors perception led to their delisting.  
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Chinese companies listed by SEHK take two legal forms: H-share and red-chip. H-share 

companies are incorporated in mainland China, approved by the China Securities Regulatory 

Commission (CSRC), and directly listed on the SEHK (SEHK, 2012). H-share companies are 

still subject to Chinese law, but they also have to comply with, and are bound by, certain 

portion of Hong Kong’s the company law, securities regulations and listing rules (Donald, 

2014). After finding its way into the listing rules, the term ‘H-share’ came to be accepted and 

widely used in the market. As discussed in chapters 1 and 3, the red-chip is an alternative 

model for Chinese companies to get listed easily. The most important difference between a 

red-chip company and an H-share company is that a red-chip company is not mainland-

incorporated (SEHK, 2012). I also checked the list of red-chip companies provided by the 

SEHK. All of the Chinese red chip entities are controlled by municipal authorities.  

In this study, financial firms were excluded from samples, which follows with previous 

studies (Berg, 2012; Fresard and Salva, 2011; King and Segal, 2003; Shen et al., 2010). It is 

explained by Eugene Fama and Ken French (1992) that financial firms always have high 

leverage that is normal for these firms but probably not have the same meanings for non-

financial firms where high leverage more likely indicates distress. This study therefore 

eliminated firms listed in the Hang Seng Index (HSI), from the following groups which are 

included in the definition of financial firms: depository institutions, security and commodity 

brokers, non-depository credit institutions, dealers, exchanges, and services, insurance carriers, 

insurance agents, brokers, service, real estate, holding and other investment offices. As a 

result, 84 firms were removed from the sample, leaving 290 Chinese HK-listed companies. 

This pool was reduced by another 35 companies, which had listed after 2014, as this research 

covers Chinese HK-listed companies that have available at least two years of annual 

accounting data after listing. Therefore, the final sample size of Chinese cross-listed firms 

used in this study was 255, of which 38 are non-SOEs. 

As for HK-local firms, I collected 393 original samples from the iFind and ChinaScope 

databases. Like Chinese HK-listed samples, 114 firms in the financial industry, according to 

the HIS, were excluded, as were 53 firms that were listed after 2014. Even though some 

companies in the sample were incorporated in Hong Kong, their main services and business 

are conducted in other countries or regions, and their assets and revenue allocated in other 

areas. For example, Goldlion Holdings Limited (HK code 00533) is incorporated in Hong 

Kong, and its head office is located there. However, the majority of its operations are 

conducted in mainland China and Singapore, and its assets are located in mainland China. 
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Therefore, I conducted a manual check of the 226 Hong Kong companies and excluded 24 

companies, leaving a sample of 202. As discussed by Berg (2012), some companies are 

incorporated in the Cayman Islands and Bermuda; it is quite difficult to judge whether these 

companies are from China or Hong Kong (or other countries). In order to avoid including 

companies whose real country of origin could not be identified, these companies were 

excluded from the sample. This study defined ‘HK listed companies’ as those which had the 

majority of their assets located in Hong Kong and obtained the majority of their revenues 

from Hong Kong. As a result, 188 HK-local firms are included in the sample.  

To examine the market’s perception of firms, the study controlled for industries and used a 

matching method to choose the control sample. The observed sample includes 443 HK listed 

firms listed between 2001 and 2014, calculated on the first day for each year. These 443 firms 

– including 188 HK-local firms (42.44%) and 255 Chinese firms (57.66%) are grouped 

according to the following 10 HIS industries (see Table 2). According to the Table 2, three 

industries dominated the sample, which are Consumer goods (22.57%), Services (17.38%) 

and the Industrial goods (17.16%). The IT industry and properties and constructions industry, 

which boost in Chinese economy during examined period, account for less than 11% of the 

sample respectively. In order to understand better the differences between the Mainland 

Chinese firms and Hong Kong local firms, these samples are divided according to its original 

places and industries (Figure 1). 

[Insert Table 2] 

Figure 1: Industry categories summary provides an extension of the industry categories observed 

based on Table 2. As for the Consumer goods category, which as the highest portion in table 2, 

54 are Hong Kong local firms while 46 are Mainland Chinese firms. The Services category is 

composed of 60 Hong Kong firms and 17 Mainland Chinese ones; while the Industrial goods 

category is made up of 17 Hong Kong locals and 59 Mainland Chinese firms. Chinese firms 

are located in all 10 of the HIS industry categories; however, there are no HK-local firms 

from the energy category listed in the SEHK database, as all companies from the energy 

category listed are from the Chinese group (17). Interestingly, there are more Chinese HK-

listed firms than HK-local firms listed in the Hong Kong market for the information 

technology, materials, properties and construction, and utilities categories. Combined the 

Table 2 and Figure 1, it gives a general idea that Hong Kong is with developed tertiary 

industries and companies domain the Consumer goods and Services industries. On the other 
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hand, Mainland Chinese allocations to the Energy, Industrial goods and Utilities stand out the 

industry categories, it mainly due to the Mainland China is with solid industry basis and 

supported by the government. 

Figure 1: Industry categories summary 

 

 

5.1.2 Data description and sample selection  

This section presents the results of this study. Table 3-1 and Table 3-2 provide a summary of 

descriptive statistics of variables in the regression models. The descriptive statistic is used to 

describe a set of cases upon which an observation was made. It can describe the 

characteristics of the sample in the method section of study (Pallant, 2005). The variables 

have been 95% winsorized. In practice, this means that all the observations in the fifth 

percentile are replaced with the highest observation in the percentile, and all the observations 

in the 95th percentile are replaced with the lowest observation in the percentile (Berg, 2012). 

This winsorizing method limits extreme values in the statistical data to reduce the effect of 

possibly spurious outliers. Descriptive statistics were reported for sample companies in terms 

of independent and control variables, broken down by Tobin’s Q, firm size (lnSIZE), leverage 

(LEV), sale growth (GROWTH), profitability (ROA), ownership (SH1) and listing period 

(IPOyears). The definition and meaning of these variables have been discussed in Section 

4.3.1, this section discusses the descriptive statistics of Chinese HK-listed firms and HK-local 

firms from these perspectives. 
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The Table 3-1 compares the statistics between the Chinese HK-listed firms and HK-local 

firms from a general view. As observed, the aggregate average Tobin’s Q for Chinese HK-

listed firms is 1.49 and that for HK-local firms is 2.39. Yet Chinese HK-listed firms have 

higher minimum Tobin’s Q (0.20) and median (1.02) than HK-local firms (0.05 and 0.95 

respectively). The average lnSIZE for the Chinese HK-listed companies is 5.90 and that for 

HK-local firms is 5.00. The mean and median parts tell us that Chinese HK-listed firms and 

HK-local firms have similar size scales. It is interesting to see there are great differences in 

the leverage ratio for both Chinese (ranging from 1.19 to 1211.86) and HK-local firms 

(ranging from 0.23 to 2591.71); while the Mean and Median figures of Chinese (51.69 and 

47.31 respectively) are higher than ones of HK-local firms (47.31 and 33.68). This result 

implies that most of Chinese HK-listed firms have higher leverage ratio than HK-local firms. 

The average ROA (3.14) and Growth (46.88) for Chinese HK-listed firms are higher than the 

average ROA (0.18) and Growth (40.93). The level of ownership concentration of Chinese 

HK-listed firms ranges from a minimum 0.46% to a maximum 90%, with a mean value of 

46.68%, which indicates that ownership concentration is significantly high and differs quite 

widely across Chinese HK-listed firms. The level of ownership concentration of HK-local 

firms ranges from a minimum 0.1% to a maximum 84.57%, with a mean value of 42.54%, 

which implies a bit high concentrated ownership structure across Chinese HK-listed firms as 

well. The Mean, Standard Deviation and Median of listing period (IPOyear) for Chinese 

companies are less than HK-local peers, which aligns with the reality. 
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The Table 3-2 illustrates the descriptive statistics between Chinese SOEs and non-SOEs listed 

in Hong Kong from same perspectives of Table 3-1. The average Tobin’s Q figures of non-

SOEs (Mean 1.47) are lower than ones of SOEs (Mean 1.50) and HK-local firms (2.39); while 

the figures of Growth and ROA of non-SOEs are much higher than ones of SOEs and HK-

local firms. It implies that Chinese non-SOEs have better marketing performance. The figures 

of Mean and Median of leverage ratio for SOEs and non-SOEs are not much different, higher 

than leverage ratio for HK-local firms. The results of leverage indicate that Mainland Chinese 

companies have good leverage capabilities. The ownership concentration of non-SOEs (Mean 

41.64 and Median 40.49) is lower than SOEs (Mean 47.54 and Median 49.99), but similar to 

the ownership concentration of HK-local firms (Mean 42.36 and Median 42.54). The 

Maximum of IPOyears for non-SOEs is only 20 years, which is true that Chinese non-SOEs 

have a short listing period in Hong Kong market.  

[Insert Table 3] 

Multicollinearity could affect the reliability of results from the ordinary least squares (OLS) 

regression if there is a high correlation between independent variables; hence, before the 

regression tests, I calculated the correlation coefficient. Table 4 below presents a correlation 

matrix with p values, which denote the significance of the correlation coefficients. Tobin’s Q 

is highly positively correlated with the leverage (LEV) (0.7855) and HKtrading (0.0381) but 

negatively correlated with firm size (lnSIZE), Overseas and profitability (ROA). The variable 

Overseas is highly correlated with lnSIZE (0.4234) but negatively correlated with a listing 

period (IPOyears). The listing period (IPOyear) is positively correlated with HKtrading 

(0.287) and Political (0.206). HKtrading has a positive correlation with Political (0.1121) and 

a negative correlation with lnSIZE. Political is highly correlated with lnSIZE (0.2791) but 

negatively correlated with LEV. As shown in Table 4, as the majority of variable correlations 

are not quite high, the issue of multicollinearity presents as not serious. Therefore, these 

variables are used in the regression model to further observe the coefficients. 

[Insert Table 4] 
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5.2 Quantitative and Qualitative Research Approach 

Lee (2014) summarises that the quantitative approach is constructed as a research strategy 

emphasizing quantification in data collection and data analysis. Lee (2014s) concludes that 

the purpose of quantitative research is to project their findings onto the larger population 

through an objective research process. Normally, quantitative research tends to emphasize 

relatively large scale and representative sets of data, the data are collected and analysed in a 

numeric method in a quantitative research (Blaxter, Hughes, & Tight, 1996). Results of 

quantitative research are interpreted to identify the probability that the conclusion found from 

the sample can be replicated within the larger or original population. The statistical analysis 

with the sample data deduces to the conclusions (Creswell, 2008).  

On the contrary, the qualitative approach usually emphasizes word descriptions rather than 

quantification in the data collection and data analysis (Lee, 2014). Singh (2007) also discusses 

that qualitative research method focuses on the importance of observation, the need to reveal 

the hidden areas and the value of subjective human interpretation in the evaluation process as 

propounded in ‘grounded theory’ (Glaser and Strauss, 1967). Qualitative studies are usually 

about exploring issues, understanding phenomena and investigating the causes, and answering 

the exploratory questions, which can be conducted through participant observation, in-depth 

interviews, and case study etc. (Patton, 2002; Yin, 2003; Singleton and Straits, 2005).  

Qualitative data measures behaviour which is not computable by arithmetic relations and is 

represented by pictures, words, or images. Yet quantitative data is a numerical record that 

results from a process of measurement and on which basic mathematical operations can be 

done (Singh, 2007). For example, though we may represent gender variable values, male and 

female as 1 and 2, but as no mathematical operation can be done on these values (adding 1 

and 2 does not make any sense), the data remains qualitative in nature (Singh, 2007). As this 

study is a basic research with numerical analysed data, the deductive theory and functionalist 

paradigm is applied, the quantitative approach which the data sources from the Hong Kong 

stock exchange is employed in this study. 
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5.3 Empirical results 

After providing a broad picture of the samples, this section shows valuation difference 

between Chinese HK-listed firms and HK-local firms. To address the research question, I 

employed five regressions for the hypotheses (see Chapter 4). The results of regression 

analysis were computed by Stata and are shown in Table 5. This table presents all the 

regression results covering each hypothesis, with coefficients and t-statistics (in brackets). 

Tobin’s Q is the dependent variable, and the explanatory variables used in each model are 

listed on the left. The number of observations and the adjusted R-squared received is 

presented below the regression coefficients and t-statistics.  

Although Berg (2012) finds that the H-shares of the cross-listed companies have relatively 

lower valuation than other Hong Kong peers, the results from Berg are not acceptable, there 

are big discrepancies between these two data samples. Firstly, in Breg’s research, he 

identified 164 H-shares only; while in this thesis, the sample size was 255, including both H-

shares and Red-chips. Secondly, when Berg examined the cross-listing discount in his 

research, he focused on the cross-listed H-shares (listed on both Mainland market and Hong 

Kong market) and compared with the local Hong Kong companies. Yet in this thesis, the 

sample of Chinese listed companies includes both cross-listed and single listed companies, 

which has larger sample base than Berg does. Therefore, these two studies have different 

sample bases, which in turn lead to different empirical results. 

 

5.3.1  Results of regression analyses 

5.3.1.1 Model 1: Valuation differences  

The valuation differences between Chinese HK-listed shares and target market peers are 

examined in relation to hypothesis 1. According to Fresard and Salva (2010), it is expected 

that the HK-local companies would be more highly valued – that is, have higher Tobin’s Q – 

than Chinese HK-listed companies. To test the valuation differences, a regression is 

conducted with a sample consisting of Chinese HK-listed firms and matched HK-local firms.  

 Tobin′s 𝑄𝑖,𝑡 = 𝛽0 + 𝛽1𝑂𝑣𝑒𝑟𝑠𝑒𝑎𝑠𝑖,𝑡  +  𝛽2𝑙𝑛𝑆𝐼𝑍𝐸𝑖,𝑡 + 𝛽3𝐿𝐸𝑉𝑖,𝑡  +  𝛽4𝐺𝑟𝑜𝑤𝑡ℎ𝑖,𝑡 +

 𝛽5𝑅𝑂𝐴𝑖,𝑡 + ∑ 𝛽4+𝑘
10
𝑘=2 𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦𝑘 + ε         1) 
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Column (1) of Table 5 reports the results of this regression. It can be seen that the dummy 

variable Overseas has a positive coefficient of 0.430, which is positive at 5% significance 

level. It means the Tobin’s Q of Chinese HK-listed firms are higher than that of HK-local 

firms, by 0.43 after controlling the other factors. Also, lnSIZE is negatively correlated with 

Tobin’s Q, while leverage and profitability are positively correlated with Tobin’s Q.  

[Insert Table 5] 

Hypothesis 1 is rejected. Chinese HK-listed firms enjoy a valuation premium compared with 

matched HK-local firms. This valuation difference in the Chinese context contradicts previous 

studies conducted in the US context (Fresard and Salva, 2010; King and Segal, 2003). This 

model examines only the aggregate valuation differences between Chinese HK-listed firms 

and HK-local firms. It does not specify the factors which contribute to the results. The 

following regression models will examine home bias, concentrated ownership and political 

connections on valuation differences for cross-listed firms, to identify which variables – if any 

– explain this result.  

Fresard and Salva (2010) tested the cross-listing discount, starting from the point at which 

cross-listed firms access the US exchange for the first time. They noted that the cross-listed 

discount is sustained over time and broadens over the cross-listing lifetime. The possible 

explanation that they provide for this widening of the discount is that unobserved 

characteristics of cross-listed firms changed after their listing. To compare the data from this 

study with previous studies of cross-listing (Chau, 2013; Fresard and Salva, 2010), I also used 

the dynamic pattern of the valuation differences through time from Fresard and Salva (2010). 

To track the evolution of valuation differences between Chinese HK-listed firms and HK-

local firms, the study used the following regression model:  

Tobin′s 𝑄𝑖,𝑡 = 𝛽0 + 𝛽1𝑂𝑣𝑒𝑟𝑠𝑒𝑎𝑠𝑖,𝑡  +  𝛽2𝐼𝑃𝑂𝑦𝑒𝑎𝑟𝑖,𝑡 + 𝛽3𝑙𝑛𝑆𝐼𝑍𝐸𝑖,𝑡  +  𝛽4𝐿𝐸𝑉𝑖,𝑡 +

 𝛽5𝐺𝑟𝑜𝑤𝑡ℎ𝑖,𝑡 +  𝛽6𝑅𝑂𝐴𝑖,𝑡  +  ∑ 𝛽5+𝑘
10
𝑘=2 𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦𝑘 + ε    1-1) 

The listing periods are categorised in Table 6, showing that 33 firms (7.45%) had been listed 

for 17 years, 29 (6.55%) for 11 years, and 28 (6.32%) only since 2013. Additionally, 84 HK 

listed firms (18.96%) listed on SEHK had a history of less than five years history. Table 6 

also indicates an influx of listings from 1997, peaking in 2001 and 2007; this is also 

consistent with Huang and Yeung’s finding (2014). 

[Insert Table 6] 
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In line with prior studies, I estimated the dynamic pattern of valuation differences in event 

time. I followed Fresard and Salva (2010) to test the effects of different listing periods, by 

creating a set of event time dummy variables, where the starting year (year 1) represents the 

cross-listing year for a given firm. It starts from year 1 and gives sub-periods of five years, in 

line with previous studies. Therefore, the dummy Year[1,5] equals 1 for the listing year [1–5 

years] and the four subsequent years, and 0 in all other years. Then the dummy Year[6,10] 

equals 1 for years 6 to 8 after the cross-listing event, and 0 in all other years et cetera. Then I 

used baseline model 2) but replaced IPOyear with the set of event time variables. Regression 

results for events relative to the year of cross-listing are shown in Table 7. 

[Insert Table 7] 

By and large, the coefficients of Overseas in all of four subsequent periods are positive and 

significant, which is consistent with the result of model 1 in Table 5. Therefore, Chinese HK-

listed firms experience a value premium through their cross-listing lifetime. The results in 

Table 6 reveal that the By and large, the coefficients of Overseas in all of four subsequent 

periods are positive and significant, dummies (Year) are positive for periods [1, 5], [6, 10] and 

[11, 15], while only the coefficient of period [6, 10] is significant. However, the coefficient of 

Year[16+] is negative (–0.210) and significant at 1% level. I estimate that firms that have 

been listed on the Hong Kong market for more than 16 years have lower firm valuations than 

new entries. The results are different from Fresard and Salva’s (2010), which may support the 

explanation by Li, Livdan and Zhang (2009) that when considering the long-term 

performance of cross-listed firms, their valuation mechanically decreases and the valuation 

premium vanishes.  

As the cross-listing premium cannot be explained by firm-specific variables, the following 

models will examine whether variables may explain the differences in the market’s 

perceptions of domestic versus cross-listed firms. 

 

5.3.1.2 Model 2: Home bias 

The literature suggests that cross-listing reflects, rather than reduces, the information barriers 

that lead to investor home bias in international investment (Kang and Stulz, 1997; Sarkissian 

and Schill, 2004). Fresard and Salva (2010) also demonstrated that home bias is one reason 
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for the cross-listing discount they found for overseas firms listed on US markets. Therefore, a 

positive coefficient implies that the more familiar a market with a firm, the higher the firm’s 

value. Hypothesis 2 examines whether home bias also occurs in the Chinese context. As 

discussed in section 4.3.2, Model 2: Home bias, relying on existing studies by using a firm-

level familiarity proxy, we created the dummy variable HKtrading, which takes the value of 1 

for Chinese HK-listed firms that undertake business in the Hong Kong area and 0 for those 

that do not. The regression model is: 

Tobin′s 𝑄𝑖,𝑡 = 𝛽0 + 𝛽1𝐻𝐾𝑡𝑟𝑎𝑑𝑖𝑛𝑔 +  𝛽2𝑙𝑛𝑆𝐼𝑍𝐸𝑖,𝑡 + 𝛽3𝐿𝐸𝑉𝑖,𝑡  +  𝛽4𝐺𝑟𝑜𝑤𝑡ℎ𝑖,𝑡 +

 𝛽5𝑅𝑂𝐴𝑖,𝑡 + ∑ 𝛽4+𝑘
10
𝑘=2 𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦𝑘 + ε      2) 

The results are shown in column (2) of Table 5; it is positively (0.371) correlated with 

Tobin’s Q but statistically insignificant. This finding indicates that whether or not Chinese 

HK-listed firms trade goods and/or services in the Hong Kong market does not affect firm 

valuation. Additionally, coefficients of other control variables – such as lnSize, LEV and ROA 

– are consistent with the results of model 1. This result contradicts the findings of prior 

studies (Chau, 2010; Fresard and Salva, 2010) on the familiarity issue in US markets. 

Therefore, familiarity, or home bias, does not apply to Chinese HK-listed firms, and 

hypothesis 2 is rejected. 

5.3.1.3 Model 3: Ownership concentration  

According to Fresard and Salva (2010) and King and Segal (2003), corporate governance is 

another factor leading to the cross-listing discount. In the Chinese context, it is unknown 

whether concentrated ownership affects the market’s perception of cross-listed firms. Model 3 

was developed to answer research question 3 and hypothesis 3 tests whether ownership 

concentration plays a role in valuation differences between Chinese HK-listed companies and 

HK-local firms. Therefore, in line with model 1, Overseas takes the value of 1 for Chinese 

HK-listed firms and 0 for HK-local firms. As discussed, I classified the dominant shareholder 

and regressed the percentage of shares held by the largest shareholders (SH1), and controlled 

for other firm characteristics such as size, leverage, sales growth, profitability and industries. 

The regression model for hypothesis 3 is:  

Tobin′s 𝑄𝑖,𝑡 = 𝛽0 + 𝛽1𝑂𝑣𝑒𝑟𝑠𝑒𝑎𝑠𝑖,𝑡  + 𝛽2𝑆𝐻1𝑖,𝑡 + 𝛽3𝑙𝑛𝑆𝐼𝑍𝐸𝑖,𝑡  + 𝛽4𝐿𝐸𝑉𝑖,𝑡 + 𝛽5𝐺𝑟𝑜𝑤𝑡ℎ𝑖,𝑡 +

 𝛽6𝑅𝑂𝐴𝑖,𝑡  + ∑ 𝛽5+𝑘
10
𝑘=2 𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦𝑘 + ε        3) 
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The results in column (3) in Table 5 show that the coefficient Overseas is positive (0.284) and 

significant at 1% level, which is consistent with model 1. Additionally, ownership (SH1) is 

positively related to Tobin’s Q (0.00631) and statistically significant at 1% level. These 

correlation statistics are consistent with prior studies by Perrini et al. (2008), Ke and Issac 

(2007) and Zhou (2009), which showed that, the higher the concentrated of ownership, the 

higher the value of Tobin’s Q. Therefore, this study suggests that Chinese HK-listed firms 

have higher firm value than HK-local firms, and the concentrated ownership has a positive 

influence on firm valuation differences. Hypothesis 3 was thus rejected.  

Model 3 did not separate the effects of concentrated ownership and political connections. 

Political connections and ownership concentration are addressed separately later in Model 6a) 

and 6b). 

 

5.3.1.4 Model 4: Political connections  

Model 4 examines whether political connections affects the market’s perceptions of Chinese 

HK-listed firms. The findings relating to model 1 show that, in aggregate, Chinese HK-listed 

companies have higher firm values, compared to HK-local firms. However, that model does 

not indicate whether these results apply to all Chinese firms, or whether political connection 

has an impact. In brief, the results from model 1 do not show the Hong Kong market’s 

perception of Chinese political connected companies. This is tested in model 4, which tests 

the relationship between political connections and firm valuation to check the market’s 

perception of politically connected firms. If political connection contributes positively to firm 

valuation, the coefficient will have a positive impact on Tobin’s Q. As discussed, mode 1 is 

employed in this situation, but the dummy variable ‘Overseas’ was valued for the Chinese 

SOEs and non-SOEs separately. The regression model takes the form of two sub-models, 4a) 

and 4b):  

Tobin′s 𝑄𝑖,𝑡 = 𝛽0 + 𝛽1𝑂𝑣𝑒𝑟𝑠𝑒𝑎𝑠𝑖,𝑡  + 𝛽2𝑙𝑛𝑆𝐼𝑍𝐸𝑖,𝑡 + 𝛽3𝐿𝐸𝑉𝑖,𝑡  +  𝛽4𝐺𝑟𝑜𝑤𝑡ℎ𝑖,𝑡 +  𝛽5𝑅𝑂𝐴𝑖,𝑡 +

∑ 𝛽4+𝑘
10
𝑘=2 𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦𝑘 + ε        

      4a and 4b 

Results are presented in columns (4a) and (4b) in Table 5. The dummy variable Overseas in 

model 4a takes a value of 1 for Chinese HK-listed SOEs and 0 for HK-local firms. The 

coefficient Overseas in model 4a is positive (0.788), with the Tobin’s Q at 1% significance 
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level. This means Chinese HK-listed SOEs have higher firm valuations than that of matched 

HK-local firms, by 0.788 after controlling the firm-level characteristics and industries.  

This finding is consistent with the literature, and shows that the Chinese government is 

playing the role of a helping hand (Blanchard and Shleifer, 2001). Li et al. (2008) found that 

political connections play a positive role through a number of mechanisms. Ding et al. (2014) 

found that these SOEs enjoy certain advantages and a value premium from their connection to 

the government. Similarly, Zhan (n.d.) and Yu (2013) found a positive relationship between 

concentrated ownership and firm value in the Chinese context, stating that government 

ownership, either directly or via state-controlled legal persons, has a positive impact on 

protecting minority shareholders in terms of improving firm market value. The results of non-

SOEs are also consistent with prior literature showing that non-SOEs are at a disadvantage 

(Neil, Tenev and Wagle, 2000). 

This suggests that investors in the Hong Kong market are confident about investing in 

Chinese HK-listed SOEs. In model 4b the dummy variable Overseas equals 1 for Chinese 

HK-listed non-SOEs and 0 for HK-local firms. According to column 4b in Table 5, the 

coefficient Overseas is negative (–0.301) but not significant. Regression results show that 

HK-local firms indeed have a slightly higher value, but the dummy variable is statistically 

insignificant. Therefore, the conclusion is that the valuation difference does not deviate 

significantly from 0 between Chinese HK-listed non-SOEs and HK-local firms. Overall, the 

results from model 4 indicate that politically connected firms enjoy a listing premium over 

non-connected firms and HK-local firms in the Hong Kong market; therefore, hypothesis 4 is 

rejected.  

 

5.3.1.5 Additional models 

Model 1 examined the cross-listing valuation differences at an aggregate level. Models 2 and 

3 then examined the impact of home bias and ownership structure, respectively, on cross-

listing valuation differences. However, these three models compared only HK-local firms and 

all Chinese HK-listed firms; they did not take into consideration the role of political 

connections. In this section, based on models 2, 3 and 4, sub-models are built to look in depth 

at the premium for SOEs, as it is important to identify whether the premium for SOEs is 

caused by familiarity, concentrated ownership structure or political connections. 
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Model 5 based on model 2, adds the variable Political to check the home bias issue between 

Chinese HK-listed SOEs and Chinese HK-listed non-SOEs. In the model, Political is a 

dummy variable that equals 1 for Chinese firms that are politically connected and 0 otherwise. 

The variable HKtrading has the same meaning as the one in model 2; that is, it takes a value 

of 1 for firms that trade goods and/or services in the Hong Kong market, and 0 otherwise. The 

results are shown in Error! Reference source not found. 

Tobin′s 𝑄𝑖,𝑡 = 𝛽0 + 𝛽1𝑃𝑜𝑙𝑖𝑡𝑖𝑐𝑎𝑙 + 𝛽2𝐻𝐾𝑡𝑟𝑎𝑑𝑖𝑛𝑔 +  𝛽3𝑙𝑛𝑆𝐼𝑍𝐸𝑖,𝑡 + 𝛽4𝐿𝐸𝑉𝑖,𝑡  +

 𝛽5𝐺𝑟𝑜𝑤𝑡ℎ𝑖,𝑡 +  𝛽6𝑅𝑂𝐴𝑖,𝑡 + ∑ 𝛽4+𝑘
10
𝑘=2 𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦𝑘 + ε    5)          

As shown in Table 8 column (5), the coefficient Political is positive (0.998) and significant at 

1% level. This implies that SOEs have higher firm valuation than non-SOEs, which is 

consistent with the results of model 4. On the other hand, the coefficient HKtrading is 

positive (0.00189) but not significant, which is in line with the results of model 2. Therefore, 

the home bias issue is not applicable to Chinese cross-listings, and political connection has a 

superior influence on valuation.  

[Insert Table 8] 

Model 3 follows prior studies (Fresard and Salva, 2010) to examine the effect of concentrated 

ownership structures. Results found that concentrated ownership contributes to the cross-

listing premium for Chinese HK-listed firms. Yet the model did not take into account the role 

of political connections. A further test is required to check the effects of political connections. 

Model 6 is based on the models 3 and 4 to identify whether the premium for SOEs is caused 

by concentrated ownership structure or political connections. Model 6 distinguishes between 

SOEs and non-SOEs by using the variable Overseas in two sub-models, model 6a and model 

6b. The dummy variable Overseas in model 6a takes a value of 1 for Chinese HK-listed SOEs 

and 0 for HK-local firms. In model 6b, the dummy variable Overseas is 1 for Chinese HK-

listed non-SOEs and 0 for HK-local firms. SH1 remains as the concentrated ownership proxy, 

as it is in model 3. Models 6a and 6b compare Chinese HK-listed SOEs and Chinese HK-

listed non-SOEs, respectively, with comparable Hong Kong listed firms. Results are 

illustrated in Table 8 below. 

𝑇𝑜𝑏𝑖𝑛′s 𝑄𝑖,𝑡 = 𝛽0 + 𝛽1𝑂𝑣𝑒𝑟𝑠𝑒𝑎𝑠𝑖,𝑡  +  𝛽2𝑆𝐻1𝑖,𝑡 + 𝛽3𝑙𝑛𝑆𝐼𝑍𝐸𝑖,𝑡  +  𝛽4𝐿𝐸𝑉𝑖,𝑡 + 𝛽5𝐺𝑟𝑜𝑤𝑡ℎ𝑖,𝑡 +

 𝛽6𝑅𝑂𝐴𝑖,𝑡  + ∑ 𝛽5+𝑘
10
𝑘=2 𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦𝑘 + ε         6a 

and 6b 
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In model 6a, the dummy Overseas is positively significant (0.795) at 1% with Tobin’s Q, 

while SH1 is not statistically significant. On the other hand, in model 6b, neither of the 

variables Overseas or SH1 are statistically significant. When combined with the results of 

model 4, the results suggest that Chinese HK-listed SOEs have much higher firm value than 

comparable HK-local firms. This state of political connections has a superior influence on 

cross-listing valuation differences, exceeding the effect of concentrated ownership. As for 

Chinese HK-listed non-SOEs, the Hong Kong market treats them the same as HK-local firms. 

 

5.3.1.6 Other variables 

For the control variables, the results found that lnSIZE has a negative sign significant at 1% 

level, which indicates that firm size is negatively related to market valuation. This is 

consistent with the expectation and previous literature (Demsetz and Villalonga, 2001; Shen 

et al., 2010; Wu et al., 2010). Other authors argued that, the larger the firm size, the larger the 

capital sum investors require to win a given share of a firm. In this study, Chinese HK-listed 

firms were greater in size than HK-local firms in terms of mean and other indexes (Table 3), 

and Chinese HK-listed SOEs were much bigger than Chinese HK-listed non-SOEs (only 38 

non-SOEs were included in the sample). This eventually led to a negative relationship 

between firm size and firm valuation.  

The profitability proxy, ROA, is positive and significant; that is, better profitability leads to a 

higher valuation, which is consistent with theoretical inference (Shen et al., 2010).  

The financial leverage, LEV, has a positive sign significant at 1% level, suggesting that more 

leverage leads to a higher valuation. This result is consistent with the leverage governance 

theory that debt finance can effectively restrict the activities of controlling shareholders and 

managers, so as to alleviate agency problems and raise the firm’s value (Shen et al., 2010; Wu, 

et al., 2010). Wu et al. (2010) additionally explain that, as SOEs usually borrow from state-

owned banks and receive greater government subsidisation, debtor monitoring efficiency is 

compromised. Thus, among Chinese HK-listed SOEs, greater leverage could lead to a higher 

valuation.  

Sales growth rate, GROWTH, has a positive coefficient which is statistically insignificantly. 

In Model 2) and 3), the values of R-square are low, yet it is argued that R-square value does 
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not decide the fitting degree of regression model. Effect size is small doesn’t mean it’s bad. In 

table 5, the model 2) and 3) are interested in testing whether one predictor (bias and 

ownership concentration respectively) has a significant effect then the overall magnitude of 

R-square doesn't matter on this issue (The Minitab Blog, 2013). 

The industry coefficients results from the models also reveal the influence of political 

connections on firm value, in different industries. As presented in the Table 2, the coefficients 

of industry 4 (industrials goods) and industry 7 (property and construction) are negative and 

significant correlated with Tobin’s Q at 10% (models 1 and 2) and at 1% (model 4) levels. 

This result is consistent with that of Zhao (2014), who explained that natural monopoly 

industries, such as the energy industry (industry 3) and telecommunications (industry 9), have 

a strong comprehensive degree of political connections in China. The intensity of this relation 

between natural monopoly and political connections has a positive impact on firm valuation, 

which reflects the effect of the government’s helping hand function. Zhao (2014) also found 

when the industry is full of keen competition, such as property and construction (industry 7), 

politically connected firms have lower firm value than non-connected peers, which reflects 

the government’s grabbing hand function. 

 

5.4  Endogeneity 

The previous section introduced the formula of Tobin’s Q:  

Tobin’s QI = 
𝐵𝑉(𝑇𝐴) − 𝐵𝑉(𝐸) + 𝑀𝑉(𝐸)

𝐵𝑉(𝑇𝐴)
 =

𝐵𝑉(𝑇𝐿) + 𝑀𝑉(𝐸)

𝐵𝑉(𝑇𝐴)
. 7) 

The definition of LEV in this study is the ratio of total debts to total assets; firm size is 

measured as the natural log of total assets (lnSIZE). Therefore, in the model, the ratio of 

liability to assets is a confounder on both sides of the regression models. An increase in firm 

assets is associated with a corresponding decrease in Tobin’s Q, a decrease in leverage and an 

increase in firm size. Therefore, there is an uncontrolled confounder causing both independent 

and dependent variables in models, which results in independent and dependent variables 

codetermined and affecting the other. This relationship is subject to a potential simultaneity 

issue (Coles, Lemmon and Meschke, 2012; Wooldridge, 2013). Simultaneity (or causal 

effects) thus exists in original regression models, which lead to an endogeneity issue (Chen 

and Fan, 2010). I also applied a Durbin-Wu-Hausman test (Chen, 2010; Davidson and 
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MacKinnon, 1993) to further verify the endogeneity issues in the original regression models. 

After putting the control variables into the Hausman test, the results showed that p=0.0000, 

which implies a H0 hypothesis: ‘variables are exogenous’ is rejected. Therefore, those control 

variables in the original models are endogenous. 

Figure 2: Test for endogeneity issue based on original regression models 

 

Simultaneity is a concern in many empirical economic analyses. In this situation, instrumental 

variables and two-stage least squares regression analyses were always applied in previous 

studies (Hassan, 2009; Hung et al., 2012). Another approach employed to avoid this 

simultaneity issue was replacing a suspected endogenous variable with its lagged values 

(Aschhof and Schmidt, 2008; Bania, Gary and Stone, 2007; Doidge, Karolyi and Stulz, 2007; 

Rajan and Zingales, 1995). Coles et al. (2012) suggested that instrumental variables do not 

generally provide a reliable solution to simultaneity bias. Clemens, Radelet, Bhavnani and 

Bazzi (2012) were also concerned that using lagged variables could avoid poor-quality 

instrumental variables. Cornett, Marcus, Saunders and Tehranian (2007) suggested that the 

lag structure allows time for the effect of any change to show up in firm performance.  

In line with Cornett et al. (2007), if political connection does affect the cross-listing premium, 

it presumably would do so prior to the year of improved performance, which is consistent 

with the use of a lag structure. Therefore, this study followed prior studies and performed 

additional analyses with a lag structure on right-hand-side variables as robustness tests to 

control for potential endogeneity. This lag structure eliminates a form of reverse causality, 

accordingly. 

 

5.5  Robustness test  

Based on the discussion stated above, this section covers the robustness checks of the results. 

This section concludes three robustness tests to secure the results. First is to examine whether 
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the results are subjects to endogeneity. Second robustness test is to avoid the possible 

spurious results due to extreme value. Thirdly, it will test whether the data are subject to 

heteroscedasticity and the rectified results. If these factors had distorted the results the 

robustness test would reveal it. 

5.5.1 Robustness Test for Endogeneity 

To check that the results are not subject to endogeneity, I used the original basic models but 

added a lag structure. In the robustness test, I followed previous studies (Cornett et al., 2007; 

Doidge, Karolyi and Stulz, 2007) and lagged the control variables by one period to reduce the 

problem of endogeneity. However, because the right-hand-side variables were lagged for one 

period, the observations at the beginning of the sample period were lost. The observations 

details appear in Table 9. 

Yan (2001) stated that it is reasonable to assume that leverage does not affect firm 

performance right away but rather in subsequent periods. Yan’s study (2001) used the current 

year’s firm performance proxy as the dependent variable, and the previous leverage as the 

independent variable to do a regression analysis. In order to address the endogeneity problem, 

Wu et al. (2010) controlled the financial variables, such as leverage and firm size of a firm, in 

the previous year. As discussed, in the original models in this study there is a possible 

simultaneity issue due to the confounder on both sides; hence, LEV and the firm size proxy 

lnSIZE were lagged to avoid potential simultaneity. Buch, Koch and Koetter (2013) used 

lagged variables to account for the endogeneity issue on a right-hand-side variable in 

regression models. They suggested that current market powers are unlikely to have an effect 

on previous firm performances which have passed. They found that the up-front cost of 

expansions may affect market power only over time. Therefore, for consistency, this study 

supports Buch et al. (2013) and uses lagged variables for control variables. Gupta (2005) also 

controlled for firm-specific variables, including lagged one-year values of firm size, 

profitability proxy and performance growth.  

In this study, the influencing factors on the right-hand side mainly include the size of the firm, 

leverage, sales growth rate and profitability. In order to avoid the endogeneity issue, I lagged 

the size, leverage, firm growth and profitability for one year and ran the Hausman test to 

examine whether these variables are exogenous. After putting control variables into the 

Hausman test, the results showed that p=0.4056, which implies a H0 hypothesis: ‘variables 

are exogenous’ is accepted. Therefore, those lagged control variables are exogenous.  
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Figure 3: Test for endogeneity issue based on lagged regression models  

 

The aim of this study was to compare Chinese HK-listed companies and HK-local firms as 

listed on SEHK. If the independent variables are lagged – for example, the dummy variable 

Overseas – there is no point in examining the valuation differences between non-listed 

Chinese companies and Hong Kong firms. Hence, I kept the independent variables within the 

current period and lagged control variables to avoid the endogeneity issue. Therefore, based 

on model 1, a new model with lagged control variables is built to examine the market 

perception of HK firms. The dummy variable Overseas still takes 1 for Chinese HK-listed 

firms and 0 for HK-local firms. The new regression model is: 

Tobin′s 𝑄𝑖,𝑡 = 𝛽0 + 𝛽1𝑂𝑣𝑒𝑟𝑠𝑒𝑎𝑠𝑖,𝑡  +  𝛽2𝑆𝐼𝑍𝐸_𝑙𝑎𝑔𝑖,𝑡  +  𝛽3𝐿𝐸𝑉_𝑙𝑎𝑔𝑖,𝑡 +  𝛽4𝐺𝑟𝑜𝑤𝑡ℎ_𝑙𝑎𝑔𝑖,𝑡 +

 𝛽5𝑅𝑂𝐴_𝑙𝑎𝑔𝑖,𝑡  +  ∑ 𝛽4+𝑘
10
𝑘=2 𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦𝑘        8) 

Results from model 8) are shown in Table 9. The coefficient of Overseas is still positive 

(0.159) and significant at 10% level; the significant degree is lower than that of model 1. This 

means the Tobin’s Q of Chinese HK-listed firms are higher than ones of HK-local firms, by 

0.159 after controlling the other factors. The market valuations of Chinese HK-listed firms are 

still significantly higher than those of matched HK-local firms, which is in line with the result 

from model 1. The coefficients of firm size (lnSIZE_lag) are negative (–0.589), and leverage 

(LEV_lag) are positive (0.000477) and significant at 1% level, which is consistent with results 

from model 1.  

[Insert Table 9] 

Based on model 2, I set up lagged model 9 to test familiarity as well as lagged control 

variables of size, leverage, firm growth and ROA, shown below. The definition of the dummy 

variable HKtrading is the same as the one used in model 2, taking the value of 1 for Chinese 

HK-listed firms that trade products or services on the target market, and 0 otherwise. 
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Tobin′s 𝑄𝑖,𝑡 = 𝛽0 + 𝛽1𝐻𝐾𝑡𝑟𝑎𝑑𝑖𝑛𝑔 + 𝛽2𝑙𝑛𝑆𝐼𝑍𝐸_𝑙𝑎𝑔𝑖,𝑡 + 𝛽3𝐿𝐸𝑉_𝑙𝑎𝑔𝑖,𝑡  +  𝛽4𝐺𝑟𝑜𝑤𝑡ℎ_𝑙𝑎𝑔𝑖,𝑡 +

 𝛽5𝑅𝑂𝐴_𝑙𝑎𝑔𝑖,𝑡 + ∑ 𝛽4+𝑘
10
𝑘=2 𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦𝑘 + ε    9) 

From column (8) in Table 9, the results are quantitatively and statistically similar to the 

results from model 2. The coefficient of HKtrading is positive (0.0511) but still 

insignificantly related with firm value. Therefore, local investors are not affected by whether 

Chinese HK-listed firms conduct business in the Hong Kong market. Familiarity, or trading in 

the local market, does not contribute to the firm valuation differences between Chinese HK-

listed firms and HK-local firms. 

To test the role of ownership in robustness, the model 10 based on the model 3 is established:  

Tobin′s 𝑄𝑖,𝑡 = 𝛽0 + 𝛽1𝑂𝑣𝑒𝑟𝑠𝑒𝑎𝑠𝑖,𝑡  + 𝛽2𝑆𝐻1𝑖,𝑡 + 𝛽3𝑆𝐼𝑍𝐸_𝑙𝑎𝑔𝑖,𝑡  + 𝛽4𝐿𝐸𝑉_𝑙𝑎𝑔𝑖,𝑡 +

 𝛽5𝐺𝑟𝑜𝑤𝑡ℎ_𝑙𝑎𝑔𝑖,𝑡 +  𝛽6𝑅𝑂𝐴_𝑙𝑎𝑔𝑖,𝑡  +  ∑ 𝛽5+𝑘
10
𝑘=2 𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦𝑘            10) 

Model 10 controls and lags firm size, leverage, firm growth, and profitability in order to avoid 

the endogeneity issue. Overseas is still a dummy variable taking a value of 1 for Chinese HK-

listed firms and 0 otherwise. SH1 is the proxy of corporate ownership calculated as the 

percentage held by the largest shareholder. The results of model 10 are shown in column (9) 

in Table 9. The coefficient of Overseas is still significantly positive (0.134) with Tobin’s Q 

but at 10% level, matching with results from model 3. The coefficient of SH1 is positive and 

significant with firm value at 5%, slightly lower than the one from model 3 (0.00315 

significant at 5% level). Thus, the model implies that Chinese HK-listed firms have higher 

firm value than HK-local firms, which is in line with previous results. Ownership 

concentration contributes to firm valuation differences between Chinese HK-listed firms and 

HK-local peers, and firms with a higher degree of concentrated ownership have higher 

Tobin’s Q scores. 

To test the role of political connections in this robustness check, the model is based on model 

4, still controlling and lagging the firm size, leverage, growth and profitability to avoid 

endogeneity. 

Tobin′s 𝑄𝑖,𝑡 = 𝛽0 + 𝛽1𝑂𝑣𝑒𝑟𝑠𝑒𝑎𝑠𝑖,𝑡  + 𝛽2𝑙𝑛𝑆𝐼𝑍𝐸_𝑙𝑎𝑔𝑖,𝑡 + 𝛽3𝐿𝐸𝑉_𝑙𝑎𝑔𝑖,𝑡  +  𝛽4𝐺𝑟𝑜𝑤𝑡ℎ_𝑙𝑎𝑔𝑖,𝑡 +

 𝛽5𝑅𝑂𝐴_𝑙𝑎𝑔𝑖,𝑡 + ∑ 𝛽4+𝑘
10
𝑘=2 𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦𝑘 + ε       11a and 11b 

Two sub-models, model 11a and model 11b, were developed to separately compare Chinese 

HK-listed SOEs, Chinese HK-listed non-SOEs, and counterpart HK-local firms. In model 11a, 
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Overseas is a dummy variable valued at 1 for Chinese HK-listed SOEs and 0 for HK-local 

firms; in model 11b, Overseas is a dummy variable valued at 1 for Chinese HK-listed non-

SOEs and 0 for HK-local firms. Results are listed in columns (10a) and (10b) in Table 9. As 

shown in Table 9, the coefficient of Overseas is positive (0.252) and significant at 1% level, 

slightly lower than that of model 4a (0.392 and significant at 1% level). The coefficient of 

Overseas in model 11b is also negative (–0.127) but insignificant related to Tobin’s Q. 

Results are consistent with those from models 4a and 4b. Therefore, Chinese HK-listed SOEs 

have higher Tobin’s Q than matched local HK firms; non-SOEs have no significant 

differences from HK-local firms. Such robust results concur with idea that political 

connection affects the market’s perception of Chinese HK-listed firms. 

The results held after taking endogeneity into consideration. To conclude, these additional 

tests yielded no substantive changes in the structure of the results and did not materially 

improve the R-squares and adjusted R-squares of the results of the models. Gupta (2005) 

explained that, although the lag variables reduced the sample size, they did not significantly 

change the magnitude or statistical significance of the coefficients. The results of the 

regressions are thus robust to correct for endogeneity.  

 

5.5.2 Robustness Test through winsorizing 

In the robustness test, this section also winsorizes data to avoid extreme value to have a 

possible spurious result. The new independent variables WTobin’s Q and new control 

variables leverage (LEV_w), sale growth (GROWTH_w), profitability (ROA_w) are 95% 

winsorized, which means all the observations of these variables in the 95th percentile are 

replaced with the lowest observation in the percentile. The firm size has been calculated as the 

natural log of total sales in original regression models, therefore it is excluded in winsorizing. 

The new results of robustness test are shown in the Table 10. 

[Insert Table 10] 

Based on model 1, new model with winsorized variables is set up to test the market 

perception of HK firms. The dummy variable Overseas still takes 1 for Chinese HK-listed 

firms and 0 for HK-local firms. The new regression model is: 
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WTobin′s 𝑄𝑖,𝑡 = 𝛽0 + 𝛽1𝑂𝑣𝑒𝑟𝑠𝑒𝑎𝑠𝑖,𝑡  +  𝛽2𝑆𝐼𝑍𝐸𝑖,𝑡  +  𝛽3𝐿𝐸𝑉_𝑤𝑖,𝑡 +  𝛽4𝐺𝑟𝑜𝑤𝑡ℎ_𝑤𝑖,𝑡 +

 𝛽5𝑅𝑂𝐴_𝑤𝑖,𝑡  +  ∑ 𝛽4+𝑘
10
𝑘=2 𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦𝑘                           12) 

The coefficient of Overseas is still positive (0.132) and significant at 10% level; the 

significant degree is lower than that of model 1. The market valuations of Chinese HK-listed 

firms are still significantly higher than those of HK-local peers, which is in line with the result 

of model 1. The coefficient of firm size (lnSIZE) is negative (–0.803), and leverage (LEV_w) 

are positive (0.0186) and significant at 1% level, which are consistent with results of model 1. 

Based on the model 2, new model 13 is built to test familiarity with winsorized control 

variables of leverage, firm growth and ROA. The definition of the dummy variable HKtrading 

is the same as the one used in model 2, taking the value of 1 for Chinese HK-listed firms that 

trade products or services on the target market, and 0 otherwise. 

WTobin′s 𝑄𝑖,𝑡 = 𝛽0 + 𝛽1𝐻𝐾𝑡𝑟𝑎𝑑𝑖𝑛𝑔 +  𝛽2𝑙𝑛𝑆𝐼𝑍𝐸𝑖,𝑡 + 𝛽3𝐿𝐸𝑉_𝑤𝑖,𝑡  +  𝛽4𝐺𝑟𝑜𝑤𝑡ℎ_𝑤𝑖,𝑡 +

 𝛽5𝑅𝑂𝐴_𝑤𝑖,𝑡 + ∑ 𝛽4+𝑘
10
𝑘=2 𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦𝑘 + ε   13) 

From column (13) in Table 10, the results are quantitatively and statistically similar to the 

results from model 2. The coefficient of HKtrading is positive (0.00789) but still 

insignificantly related with firm value. Therefore, local investors are not affected by whether 

Chinese HK-listed firms conduct business in the Hong Kong market. Familiarity, or trading in 

the local market, does not contribute to the firm valuation differences between Chinese HK-

listed firms and HK-local firms. 

Model 14 based on the model 3 still controls and lags firm size, winsorize the leverage, firm 

growth, and profitability. Overseas is still a dummy variable taking a value of 1 for Chinese 

HK-listed firms and 0 otherwise. SH1 is the proxy of corporate ownership calculated as the 

percentage held by the largest shareholder. The results of model 14 are shown in column (14) 

in Table 9. The coefficient of Overseas is still significantly positive (0.0141) with Tobin’s Q 

but at 10% level, matching with results of model 3. The coefficient of SH1 is positive and 

significant with firm value at 10% (0.0141 significant at 10% level), slightly higher than the 

one from model 3 (0.00631 significant at 1% level). Thus, the model implies that Chinese 

HK-listed firms have higher firm value than HK-local firms, which is in line with previous 

results. Ownership concentration contributes to firm valuation differences between Chinese 

HK-listed firms and HK-local peers, and firms with a higher degree of concentrated 

ownership have higher Tobin’s Q scores. 
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WTobin′s 𝑄𝑖,𝑡 = 𝛽0 + 𝛽1𝑂𝑣𝑒𝑟𝑠𝑒𝑎𝑠𝑖,𝑡  +  𝛽2𝑆𝐻1𝑖,𝑡 + 𝛽3𝑙𝑛𝑆𝐼𝑍𝐸𝑖,𝑡  +  𝛽4𝐿𝐸𝑉_𝑤𝑖,𝑡 +

 𝛽5𝐺𝑟𝑜𝑤𝑡ℎ_𝑤𝑖,𝑡 +  𝛽6𝑅𝑂𝐴_𝑤𝑖,𝑡  +  ∑ 𝛽5+𝑘
10
𝑘=2 𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦𝑘 + ε     

    14) 

 

To test the role of political connections in this robustness check, the model 15a) and b) are 

established based on the model 4a) and 4b), still controlling and lagging the firm size, 

winsorizing leverage, growth and profitability. 

WTobin′s 𝑄𝑖,𝑡 = 𝛽0 + 𝛽1𝑂𝑣𝑒𝑟𝑠𝑒𝑎𝑠𝑖,𝑡  +  𝛽2𝑙𝑛𝑆𝐼𝑍𝐸𝑖,𝑡 + 𝛽3𝐿𝐸𝑉_𝑤𝑖,𝑡  +  𝛽4𝐺𝑟𝑜𝑤𝑡ℎ_𝑤𝑖,𝑡 +

 𝛽5𝑅𝑂𝐴_𝑤𝑖,𝑡 + ∑ 𝛽4+𝑘
10
𝑘=2 𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦𝑘 + ε      15a 

and 15b 

Two sub-models, model 15a and model 15b, are developed to separately compare Chinese 

HK-listed SOEs, Chinese HK-listed non-SOEs, and counterpart HK-local firms. In model 15a, 

Overseas is a dummy variable valued at 1 for Chinese HK-listed SOEs and 0 for HK-local 

firms; in model 15b, Overseas is a dummy variable valued at 1 for Chinese HK-listed non-

SOEs and 0 for HK-local firms. Results are listed in columns (15a) and (15b) in Table 9. As 

shown in Table 9, the coefficient of Overseas is positive (0.180) and significant at 5% level, 

slightly lower than that of model 4a (0.392 and significant at 1% level). The coefficient of 

Overseas in model 15b is also negative (–0.428) but insignificant related to Tobin’s Q. 

Results are consistent with those from models 4a and 4b. Therefore, Chinese HK-listed SOEs 

have higher Tobin’s Q than matched local HK firms; non-SOEs have no significant 

differences from HK-local firms. Such robust results still concur with idea that political 

connection affects the market’s perception of Chinese HK-listed firms. 

Model 16 based on model 5, adds the variable Political to check the home bias issue between 

Chinese HK-listed SOEs and Chinese HK-listed non-SOEs after winsorizing. In the model, 

Political is a dummy variable that equals 1 for Chinese firms that are politically connected 

and 0 otherwise. The variable HKtrading has the same meaning as the one in model 2; that is, 

it takes a value of 1 for firms that trade goods and/or services in the Hong Kong market, and 0 

otherwise. The results are shown in Error! Reference source not found. 

WTobin′s 𝑄𝑖,𝑡 = 𝛽0 + 𝛽1𝑃𝑜𝑙𝑖𝑡𝑖𝑐𝑎𝑙 + 𝛽2𝐻𝐾𝑡𝑟𝑎𝑑𝑖𝑛𝑔 +  𝛽3𝑙𝑛𝑆𝐼𝑍𝐸𝑖,𝑡 + 𝛽4𝐿𝐸𝑉_𝑤𝑖,𝑡  +

 𝛽5𝐺𝑟𝑜𝑤𝑡ℎ_𝑤𝑖,𝑡 +  𝛽6𝑅𝑂𝐴_𝑤𝑖,𝑡 + ∑ 𝛽4+𝑘
10
𝑘=2 𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦𝑘 + ε      

  16)     
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As shown in Table 10 column (16), the coefficient Political is positive (0.335) and significant 

at 1% level. This implies that SOEs have higher firm valuation than non-SOEs, which is 

consistent with the results of model 4. On the other hand, the coefficient HKtrading is 

negative (-0.0251) but still not significant, which is in line with the results of model 2 that 

HKtrading does not contribute to the Hong Kong market’s perceptions. Therefore, the home 

bias issue is not applicable to Chinese cross-listings, and political connection has a superior 

influence on valuation. 

5.5.3 Robustness Test for Heteroscedasticity 

Heteroscedasticity refers to the circumstance in which the variability of a variable is unequal 

across the range of values of a second variable that predicts it (Williams, 2015). 

Heteroscedasticity can be mainly due to the presence of outlier in the data. Outlier in 

heteroscedasticity means that the observations that are either small or large with respect to the 

other observations are present in the sample (Williams, 2015). Because the standard error is 

central to conducting significance tests and calculating confidence intervals, biased standard 

errors lead to incorrect conclusions about the significance of the regression coefficients (Lani, 

2013). In econometrics, an extremely common test for heteroscedasticity is the White test, 

which begins by allowing the heteroscedasticity process to be a function of one or more of 

independent variables. The White test allows the independent variable to have a nonlinear and 

interactive effect on the error variance (Pedace, 2013). When put sample data into STATA 

with the White test command ‘imtest, white’, the Figure 4 shows the resulting output, p>chi2 

= 0.0000, which suggests that the homoskedasticity hypothesis should be rejected. In other 

words, there is a heteroscedasticity issue in the original data. 

Figure 4. White Test for Heteroscedasticity 
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Normally, there are two methods to deal with the heteroscedasticity issue in literature - robust 

standard errors (‘regress, vce(cluster)’ command in STATA), or generalised least square 

(GLS) (‘xtgls’ command in STATA) (Williams, 2015). Wiggins (n.d.) from STATA Corp 

discusses that if the panel-heteroscedastic assumption is true, the GLS estimates are more 

efficient and so would be preferred. Wiggins (n.d.) claims that STATA through ‘xtgls’ 

command will estimate a model by feasible generalized least squares (FGLS) under the 

assumption that all aspects of the model are completely specified. Here that includes that the 

disturbances have different variances for each panel and are constant within panel. Under 

these assumptions, FGLS is asymptotically efficient and if iterated will produce maximum 

likelihood estimates of the parameters. Therefore, GLS method with ‘xtgls’ in STATA is 

employed to rectify the heteroscedasticity. As heteroscedasticity may be caused by the outliers 

(Williams, 2015), in FGLS test, formulas based on winzorised data from section 5.5.2 will be 

used. Results are shown in Table 11. 

[Insert Table 11] 

In the FGLS, the coefficient of Overseas is still positive (0.0991) and significant at 1% level; 

the significant degree is higher than that of model 1). It implies that the market valuations of 

Chinese HK-listed firms are in deed significantly higher than those of HK-local peers, which 

is in line with the result of model 1. The coefficient of firm size (lnSIZE) is negative (–0.388), 

and leverage (LEV_w) are positive (0.0122) and significant at 1% level, which are consistent 

with results of model 1). 
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WTobin′s 𝑄𝑖,𝑡 = 𝛽0 + 𝛽1𝑂𝑣𝑒𝑟𝑠𝑒𝑎𝑠𝑖,𝑡  +  𝛽2𝑆𝐼𝑍𝐸𝑖,𝑡  +  𝛽3𝐿𝐸𝑉_𝑤𝑖,𝑡 + 𝛽4𝐺𝑟𝑜𝑤𝑡ℎ_𝑤𝑖,𝑡 +

 𝛽5𝑅𝑂𝐴_𝑤𝑖,𝑡  +  ∑ 𝛽4+𝑘
10
𝑘=2 𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦𝑘       12) 

From column (13) in Table 11, the results after FGLS are quantitatively and statistically 

similar to the results from model 2. The coefficient of HKtrading is positive (0.0353) but still 

insignificantly related with firm value. Therefore, familiarity, or trading in the local market, 

does not contribute to the firm valuation differences between Chinese HK-listed firms and 

HK-local firms. The familiarity bias might not be true in Chinese overseas-listing cases. 

WTobin′s 𝑄𝑖,𝑡 = 𝛽0 + 𝛽1𝐻𝐾𝑡𝑟𝑎𝑑𝑖𝑛𝑔 +  𝛽2𝑙𝑛𝑆𝐼𝑍𝐸𝑖,𝑡 + 𝛽3𝐿𝐸𝑉_𝑤𝑖,𝑡  +  𝛽4𝐺𝑟𝑜𝑤𝑡ℎ_𝑤𝑖,𝑡 +

 𝛽5𝑅𝑂𝐴_𝑤𝑖,𝑡 + ∑ 𝛽4+𝑘
10
𝑘=2 𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦𝑘 + ε   13) 

The results of model 14 in FGLS are shown in column (14) in Table 9. The coefficient of 

Overseas is still significantly positive (0.0915) with Tobin’s Q and at 1% level, matching with 

results of model 3. The coefficient of SH1 is positive and significant with firm value at 5% 

(0.00118 significant at 5% level). Thus, the model implies that Chinese HK-listed firms have 

higher firm value than HK-local firms, which is in line with previous results. Ownership 

concentration contributes to firm valuation differences between Chinese HK-listed firms and 

HK-local peers, and firms with a higher degree of concentrated ownership have higher 

Tobin’s Q scores. 

WTobin′s 𝑄𝑖,𝑡 = 𝛽0 + 𝛽1𝑂𝑣𝑒𝑟𝑠𝑒𝑎𝑠𝑖,𝑡  +  𝛽2𝑆𝐻1𝑖,𝑡 + 𝛽3𝑙𝑛𝑆𝐼𝑍𝐸𝑖,𝑡  +  𝛽4𝐿𝐸𝑉_𝑤𝑖,𝑡 +

 𝛽5𝐺𝑟𝑜𝑤𝑡ℎ_𝑤𝑖,𝑡 +  𝛽6𝑅𝑂𝐴_𝑤𝑖,𝑡  +  ∑ 𝛽5+𝑘
10
𝑘=2 𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦𝑘 + ε     

    14) 

Two sub-models, model 15a and model 15b, are developed to separately compare Chinese 

HK-listed SOEs, Chinese HK-listed non-SOEs, and counterpart HK-local firms. Results of 

FGLS are listed in columns (15a) and (15b) in Table 91. As shown in Table 9, the coefficient 

of Overseas is positive (0.125) and significant at 1% level, slightly lower than that of model 

4a (0.392 and significant at 1% level). The coefficient of Overseas in model 15b is also 

negative (–0.0943) but still insignificant related to Tobin’s Q. Results are consistent with 

those from models 4a and 4b. Therefore, Chinese HK-listed SOEs have higher Tobin’s Q than 

matched local HK firms; non-SOEs have no significant differences from HK-local firms. 

Such robust results still concur with idea that political connection affects the market’s 

perception of Chinese HK-listed firms. 
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WTobin′s 𝑄𝑖,𝑡 = 𝛽0 + 𝛽1𝑂𝑣𝑒𝑟𝑠𝑒𝑎𝑠𝑖,𝑡  +  𝛽2𝑙𝑛𝑆𝐼𝑍𝐸𝑖,𝑡 + 𝛽3𝐿𝐸𝑉_𝑤𝑖,𝑡  +  𝛽4𝐺𝑟𝑜𝑤𝑡ℎ_𝑤𝑖,𝑡 +

 𝛽5𝑅𝑂𝐴_𝑤𝑖,𝑡 + ∑ 𝛽4+𝑘
10
𝑘=2 𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦𝑘 + ε      15a) 

and 15b) 

 

As shown in Table 11 column (16), the coefficient Political is positive (0.139) and significant 

at 1% level. This implies that SOEs have higher firm valuation than non-SOEs, which is 

consistent with the results of model 4. On the other hand, the coefficient HKtrading is 

positive (0.0168) but still not significant, which is in line with the results of model 2 that 

HKtrading does not contribute to the Hong Kong market’s perceptions. Therefore, the home 

bias issue is not applicable to Chinese cross-listings, and political connection has a superior 

influence on valuation in overseas-listing contexts. 

WTobin′s 𝑄𝑖,𝑡 = 𝛽0 + 𝛽1𝑃𝑜𝑙𝑖𝑡𝑖𝑐𝑎𝑙 + 𝛽2𝐻𝐾𝑡𝑟𝑎𝑑𝑖𝑛𝑔 +  𝛽3𝑙𝑛𝑆𝐼𝑍𝐸𝑖,𝑡 + 𝛽4𝐿𝐸𝑉_𝑤𝑖,𝑡  +

 𝛽5𝐺𝑟𝑜𝑤𝑡ℎ_𝑤𝑖,𝑡 +  𝛽6𝑅𝑂𝐴_𝑤𝑖,𝑡 + ∑ 𝛽4+𝑘
10
𝑘=2 𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦𝑘 + ε      

  16)     

Therefore, the regression coefficients of these robustness tests do not have any major 

deviation compared to the original results. The lagged, winsorized regressions and FGLS tests 

all yield similar kind of results comparing to the original ones. The results of robustness tests 

would suggest that endogeneity, outliers and heteroscedasticity of the sample do not distort 

the results. In overall, the performed robustness checks support the achieved main results and 

hypotheses. 
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Chapter 6  Implications and conclusions  

6.1  Introduction  

This thesis addresses a gap in the literature, as previous studies that examined the non-

domestic market perception of cross-listed firms did not examine the impact of firms’ political 

connections in a non-domestic market. Therefore, this research examines the role of political 

connections in overseas-listing and examines whether political connections leads to a discount 

or premium in the overseas market. 

As the literature review of Chapter 2 showed, many previous studies have examined market 

reactions to cross-listed firms in US markets. This study builds on the previous studies to gain 

some insights into which of these theories better explains and predicts the reactions of market 

participants to politically connected Chinese firms in a non-domestic context.  

This study seeks to develop a theoretically supported understanding of the variables which 

may explain differences in the market’s perceptions of domestic versus cross-listed firms. 

This study examines three variables which have been identified as having an impact on capital 

markets’ perceptions of firms, including cross-listed firms. These variables are related to 

familiarity with an entity, the ownership structure of firms, and political connections.  

This chapter discusses the implication of the results from Chapter 5. Then it outlines its 

contribution to the theory and practice. The limitation and directions of future research will 

also be discussed later in this chapter. This chapter will shed light on the contribution to our 

understanding of overseas-listing, but also the effects of Chinese political connection effects.   

6.2  Contributions to theories  

This study addresses a number of conflicting theoretical perspectives relating to the Hong 

Kong capital market’s treatment of Chinese cross-listed firms. One branch of the literature, on 

home bias, (Fresard and Salva, 2010; Huberman, 2001) suggests cross-listed firms will be 

traded at a discount, compared to target market local firms.  

In relation to ownership concentration, the literature suggests that the cross-listing discount 

can be mainly attributed to corporate ownership structure, as companies from the countries 

with weak and poor shareholder protections actually experience larger cross-listing discounts 

(King and Segal, 2003).  
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Finally, in relation to the impact of firms’ political connections, the literature suggests 

conflicting results. One branch (Conyon and He, 2011; Fan et al., 2007) suggests that capital 

markets will be wary of firms with political connections, as governments may force these 

firms to make decisions which are not commercially driven and have a negative impact on 

shareholders’ wealth. However, other research (Hung et al., 2012; Li et al., 2008) suggests 

that capital markets may view firms with political connections favourably, due to the access 

they have to lower costs of capital and support from the government. In addition, previous 

literature looking at the impact of political connections has not examined this issue in the 

context of cross-listed firms trading in a non-domestic market.  

To address these issues, four research questions were developed in Chapter 1: 

1. Are there valuation differentials between Chinese HK-listed companies and 

HK-local firms? If there are differences, are these due to one or more of the following?  

2. Does home bias contribute to the valuation differences for Chinese HK-listed 

companies? 

3.  Does the Chinese concentrated ownership structure contribute to the valuation 

differences for Chinese HK-listed companies? 

4. Does political connections contribute to valuation differences for Chinese HK-

listed companies? 

However, at the aggregate level, in contrast to the findings of Fresard and Salva (2010), this 

study found that the literature relating to other parts of the world was not applicable to 

Chinese cross-listed firms. As for literature on China, there were no prior studies examining 

the non-domestic market’s perception of cross-listed firms. This study therefore filled a 

research gap and made a contribution from a different perspective, by comparing Chinese 

HK-listed firms and HK-listed firms. 

It is found that Chinese cross-listed firms traded at a premium to host market firms in the 

Hong Kong market. In relation to home bias literature, this study found this theory did not 

have much of an impact in the context of Chinese overseas-listing. In relation to ownership 

concentration, this study found that the concentrated ownership structure in the Chinese 

context contributed to the valuation premium of Chinese HK-listed firms, which does not 

support previous studies. In relation to political connections, this study provides evidence that 
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supports the literature and suggests that capital markets view politically connected firms 

favourably.  

The rest of this chapter will discuss the theoretical implications of these findings in some 

depth, and identify new areas of research to test these findings.  

6.2.1 Cross-listing premium 

The results from model 1, presented in Chapter 5, set the tone for the story. The results are 

inconsistent with the predictions of Fresard and Salva (2010), as they suggests that, generally, 

Chinese HK-listed firms are traded at a premium compared to comparable HK-local firms, 

and not at a discount. This may be explained as follows. 

According to a SEHK report (2013), local Hong Kong investors contribute only 38% of the 

total market turnover value. Interestingly, local investors were the major contributors to the 

Mini-Hang Seng Index and Mini-H-shares Index (SEHK, 2013). However, only 28 companies 

sampled in this study were in the Mini Hong Kong markets, which accounts for less than 10% 

of the companies included in this study. In addition, Chinese domestic investors are limited to 

the A-share mainland domestic market, and account for only 11% of total investors trading 

and 5% of total market turnover (SEHK, 2013). This suggests that local investors and 

mainland investors did not have much of an impact in this study. 

Hong Kong investors are mainly from the US and UK. The SEHK (2013) reports that 

overseas investors make the major contribution to total market turnover value, with a 

contribution of 62% of the market turnover in aggregate. Among overseas institutional 

investors, the majority of investors are from the US (28%), UK (26%) and Europe (14%), 

which contributes 55% to total market turnover value in aggregate. Therefore, international 

investors represent a substantial majority of the traders and transactions in this study. If this is 

the case, the theoretical predictions of Fresard and Salva (2010) may not be relevant to this 

sort of study – that is, a study of a capital market’s reaction to cross-listed firms, where 

substantial proportions of transactions are conducted by third party investors (i.e. those who 

do not come from the same country as the company, or the relevant capital market). This 

could be tested by viewing other capital markets with high proportions of these investors, but 

this is out of scope for this study. Third party investors as an explanation for the home bias 

issue are not applicable to Chinese cross-listings; this will be discussed in the next section. 



134 

Model 2 tells us that the premium of Chinese firms peaks when they have been listed for six 

to 10 years and vanishes after they have been listed for more than 16 years. Li et al. (2009) 

explained that, once the opportunities have been fully exploited, firm value mechanically 

decreases. Additionally, Gozzi et al. (2007) suggested that market timing is not the only 

explanation for the time-series pattern of corporate valuation around cross-listing. Another 

explanation is that the costs of listing simply outweigh the economic benefits gained from 

overseas-listing and, hence, investors react negatively to cross-listing in the long run 

(Carpentier, L’Her, and Suret, 2007). Fresard and Salva (2010) also stated that unobserved 

factors may similarly render investors less attracted to older cross-listings. In a survey on 

initial public offering (IPO) investing, conducted by the SFC (SFC, 2006), around 82% of 

Hong Kong market investors were willing to subscribe for shares in an IPO and preferred 

buying shares in newly listed companies. Therefore, we can see that HK-local firms with a 

long listing history do not have higher firm value than newly listed firms.  

Findings from the first two models also had implications for market participants. As many of 

mainland China’s enterprises have set up in Hong Kong’s stock market, Hong Kong, which 

has developed into a gateway to the vast economic hinterland of China, has taken on the role 

of a forum for channelling foreign investment into mainland China’s companies, as well as a 

forum for mainland China to engage in securities trading with the international community. 

Thus, the efficiency of Hong Kong as a ‘middleman’ has proven crucial to China’s economic 

interactions with the world, as it will aid the Chinese government through the torturous and 

difficult process of its economic reforms (Friedman, 2001). As an indirect result of this 

relationship, the two territories’ economies will gradually become more integrated. Thereafter, 

the mainland China government will learn that it may no longer reap the benefits of its 

economic relationship with Hong Kong without a political agenda arising (Friedman, 2001).  

Chinese company managers may understand that it is still a good environment for Chinese 

companies to list in the Hong Kong market, due to overseas investors’ interests in promising 

Chinese companies, but those managers need to understand that firm value mechanically 

decreases once the opportunities have been fully exploited by local investors over time.   

6.2.2 Familiarity issue in Chinese cross-listing context 

Literature on home bias theory suggests that local investors tend to favour domestic shares, 

and that those cross-listed firms are treated at a discount (Fresard and Salva, 2010; King and 
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Segal, 2003). In this study, model 2 (see section 5.2.1.2) examined the impact of home bias; it 

found that, on an aggregate level, home bias did not have much of an impact on the valuation 

differences. In addition, model 6 (see section 5.2.1.6) examined whether the investors are 

more familiar with the SOEs compared to other Chinese firms, and results were aligned with 

model 2, which implied that the cross-listing premium for SOEs was not caused by familiarity. 

The home bias theory was not necessarily true in this study, which contradicts the predictions 

of Fresard and Salva (2010). 

There are a couple of possible explanations for the results. First, in the Hong Kong market, a 

lot of Chinese HK-listed companies do not trade in Hong Kong but have large visibility in the 

market and take the leading role in the Chinese domestic market – for example, Tencent (code 

00700), which listed on the SEHK in 2004. Tencent was one of the first Internet software 

developers and online advertising service providers in China. As one of the largest Internet 

companies, its service includes social networks, web portals, e-commerce and online games, 

which are all among the world’s biggest and most successful in their respective categories 

(Tencent, 2009). Tencent’s headquarters are located in Shenzhen in China, and 90% of its 

main business is from the mainland Chinese market, according to the collected data; it is now 

expanding aggressively into India (Madhumita, 2017). With it visibility and rapid growth, 

Tencent was added as a Hang Seng Index Constituent Stock in 2008 and ranked as one of top 

5 brands in China, as well as one of the top 100 Hong Kong stocks. There are quite a lot of 

Chinese companies like Tencent, in that they do not conduct a substantial proportion of their 

business activities in Hong Kong, but they are quite familiar to investors trading in the Hong 

Kong market. 

Second, investors in the Hong Kong market are third party investors, and their presence may 

have a role in the lack of support this study provided to the home bias theory. It is possible 

that, from the perspective of these Western investors, both Hong Kong and Chinese firms are 

‘non-local’ – that is, not from the US or UK. This finding may suggest a limitation in the 

scope of this theory, or at least a refinement in how it is applied. Previous studies which relied 

on the home bias theory have implicitly assumed a ‘bi-polar’ view of companies and traders: 

they assumed that traders in the domestic market were all from the same (domestic) country, 

and firms were either domestic or foreign. For example, the study by Fresard and Salva 

(2010), which studied the reactions of the US (domestic) capital markets to non-US (foreign) 

cross-listed firms implicitly assumed that all, or the overwhelming majority, of traders in the 

US (domestic) capital market, were Americans and all firms could be categorised as domestic 
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or foreign. This assumption is evident in the lack of analysis and discussion of the origins of 

traders in that study. However, this assumption may not be realistic in a number of capital 

markets, as foreign investors can also participate. To put this in context, it is possible that 

traders from the UK, US, Europe and Australia may participate in the Hong Kong market. In 

this case, these traders may not classify shares into domestic (Hong Kong) or foreign 

(Chinese), as all of these shares are ‘foreign’ to the traders, in that none of them come from 

the trader’s home country. There is some evidence that this situation exists in the composition 

of the Hong Kong market.  

Additionally, some would argue that the possibility explored that the observed premiums are 

actually the home bias of the mainland Chinese investors (on the Hong Kong exchange) 

towards companies they are familiar with. In fact, the Mainland Chinese institutional 

investors have started entering the HK market since 1999, which accounted for only 2% of 

total overseas institutional investors; till 2014, this figure has increased to 24% (Gelonghui, 

2017). Even though increasing Mainland Chinese institutional investors stepping in Hong 

Kong exchange, the contribution of total turnover only accounts for 7% in 2014 (Gelonghui, 

2017). Therefore, the mainland Chinese investors do not play a decisive role in the case of 

home bias. 

Indirectly, the results on the familiarity issue rely on the assumption that Hong Kong firms are 

worth more because they are familiar to a larger subset of local investors. Yet the truth in the 

Hong Kong market is that the substantial majority investors are third party investors, and 

familiarity issues are not applied to these cross-listing cases in China. In more general terms, 

it would be promising to explore whether familiarity is relevant when we look at cross-listing 

in other markets. Additionally, this finding raises a number of interesting questions, including: 

Does home bias exist in capital markets with substantial proportions of third party investors? 

Fresard and Salva in their research (2010) did not cover the composition of investors of the 

US market, although this is likely to be a significant issue, given the increasing propensity for 

cross-listing and trading by third party investors. This could be a fertile area for future 

research but is out of scope for this study.  

6.2.3 Concentrated ownership in Chinese cross-listing context  

The previous literature in relation to the impact of the concentrated ownership structure of 

firms suggests conflicting results. The positive result is related to Shleifer and Vishny’s 



137 

hypothesis (1986), as discussed in section 2.3. They identified concentrated ownership as an 

essential element of a good corporate governance system, and as having a positive effect on 

firms’ performance. However, Thomsen and Pedersen (2000) and Copley and Douthett (2002) 

suggested that highly concentrated ownership gives controlling shareholders more 

discretionary power to serve their own benefits, which leads to reductions in firm value. 

As discussed in Chapter 1, it has been pointed out that this study viewed political connections 

(state ownership) and concentrated ownership structure differently, although they were treated 

in some studies as being highly related. The results of the correlation test conducted in this 

study, shown in Table 4, show that the correlation between political connections and 

concentrated ownership is 0.0785. Therefore, these two variables were not highly correlated, 

and did not cause a collinearity issue.  

Model 3 (see section 5.2.1.3) examined whether concentrated ownership contributes to 

valuation differences at a generic level. Models 6a and 6b (also presented in section 5.2.1.6) 

examined whether the premium for SOEs was caused by concentrated ownership or political 

connections. The results indicated that the state connections had superior effects over 

ownership concentration, and the Hong Kong market treated non-SOEs the same as Hong 

Kong local firms. Therefore, the estimates in this analysis underline that the valuation 

differences can be attributed to the concentrated ownership structures that exist between 

Chinese HK-listed firms and HK-local firms. The results contradict the findings of Fresard 

and Salva (2010). The result may be explained as follows. 

As discussed in section 2.3, China has a control-based corporate governance system, which is 

different from the market-based systems in the US and UK. Unlike the dispersed ownership 

structure of sampled companies in the study of Fresard and Salva (2010), the ownership of 

many Chinese HK-listed companies is concentrated in the hands of the government through 

shares held by the central government, local government and institutions that are authorised 

by the state. On the other hand, Hong Kong local firms are mainly family-owned. The family 

is heavily represented on the board, and their members typically hold the positions of 

chairman and CEO. The relationships of these substantial family shareholders in Hong Kong 

severely weaken the external forces that monitor firms, as the family controllers may use their 

controlling power to tunnel a company’s value into their own pocket (Johnson et al., 2000). In 

China, direct control by large controlling shareholders seems to be the means for shareholders 

to discipline the management (Xu and Wang, 1999), the public good nature of shareholders’ 
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monitoring remains unchanged, and hence the same arguments from Shleifer and Vishny 

apply to the Chinese context. Consequently, the effect of concentrated ownership structure on 

firm performance in China could be different from that in a developed economy, in Fresard 

and Salva’s (2010) research.  

6.2.4 Political connections in Chinese cross-listing context  

The literature in relation to the influences of political connections on firm valuation presents 

two different views – the grabbing hand view and the helping hand view. As discussed in 

Chapter 2, the grabbing hand view suggests that political connections in Chinese SOEs is 

associated with intensified government intervention in business, which leads to lower firm 

valuation (Fan et al., 2007; Hung et al., 2012; Shleifer and Vishny, 1998). However, the 

helping hand view suggests that politically connected firms can benefit financially, and 

overseas-listing provides connected managers of firms with a channel to realise political rents, 

which also leads to higher firm valuation (Hung et al., 2012). 

Model 4 of this study (see section 5.2.1.4) examined the non-domestic market’s perception 

from a different perspective than that of the study by Fresard and Salva (2010). The results 

indicate that political connections materially added value to listed SOEs. Combined with 

models 5 and 6, the results show that the role of political connections has superior effects than 

other factors in contributing to the valuation premium for SOEs in the Chinese cross-listing 

context. This reflects that Chinese SOEs still enjoy advantages and value premiums from the 

government, compared with non-SOEs and local counterparts. Results support the helping 

hand view, in which help and support from the government make these SOEs more attractive 

to investors in the Hong Kong market. 

There are a couple of possible underlying reasons for the results, on a theoretical level. The 

first is related to the impact of state ownership as a specific ownership type, in that the 

government could offer a helping hand to firms in proportion to the number of shares that it 

owns. Song et al. (2015) explained that the help and support from the government mean these 

state-owned firms experience less pressure to survive in the market and are thus less 

motivated to pursue market orientation. For example, as a function of helping hand 

government intervention, the Chinese government adopted a series of proactive fiscal policies 

and moderately loose monetary policies to address market turbulence during the Global 

Financial Crisis. The Chinese government intervened, and, possibly as a result of this 
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intervention, the entire economy suffered a much smaller shock, compared to that suffered by 

Hong Kong. Liu, Uchida and Yang (2012) found that Chinese SOEs performed better during 

the crisis, especially when they relied on bank debt. This suggests that state ownership, 

because of the government support it brings, mitigates financial constraints during times of 

financial crisis. Of itself, this would be expected to attract investors who wish to obtain some 

of these gains. This could be used as an alternative reason for the surprising result 

contradicting Fresard and Salva (2010).  

On the other hand, unlike state-controlled public firms, privately controlled firms are more 

likely to develop their market orientation, due to the pressure to survive. The majority of 

mainland Chinese privately controlled firms listed on the SEHK are in highly competitive 

industries, where they do not enjoy many privileges from either the central or local 

governments, and frequently have difficulty in obtaining capital, land and other resources 

(Neil, Tenev and Wagle, 2000). Therefore, the non-SOEs listed in the Hong Kong market are 

not at an advantage: the Hong Kong market treats them the same as locally listed peers. It also 

indicates that Chinese SOEs listed on the Hong Kong stock exchange have better firm value 

than Mainland Chinese non-SOEs, which expands Luo and Liu (2014) as discussed earlier in 

Chapter 2, that the family-owned firms have a much lower corporate value than state-owned 

firms not only in China, but also in non-domestic market environment. 

Additionally, it should be noted that Chinese HK-listed SOEs have been seen as making 

significant progress, even with their concentrated ownership structure, according to several 

evaluation reports by Chinese and Hong Kong researchers (Fu, 2014). Tian and Estrin (2008) 

argued that their higher state-based governance may be superior to a governance vacuum 

under a dispersed shareholding structure, which also leads to higher firm valuation for SOEs. 

As discussed in section 3.3, the Chinese HK-listing was played as a policy tool to prompt 

improvements in SOEs’ corporate governance, serving as a vehicle to signal the quality of 

SOEs (Hung et al., 2008; Luo, 2014). The Hong Kong Institute of Directors (HKIoD) 

Corporate Governance Score-card (HKIoD, 2012) covered the four major Hong Kong stock 

indexes and suggested that significant improvement had been made by HK-listed mainland 

SOEs in their corporate governance practice over the past few years. According to the report, 

six mainland companies, five of which were controlled by the central government and the 

other with an SOE as its parent company, ranked among the top 10 HK-listed companies with 

best corporate governance performance in 2011. Therefore, with these major advances, 



140 

Chinese HK-listed companies with high degrees of state ownership have represented good 

signals to investors, eventually leading to the valuation premium for Chinese HK-listed SOEs.   

 

6.3  Limitations and further research 

While it has established a new fact that Chinese HK-listed SOEs have a cross-listing premium 

as compared to HK-listed local firms, this study still leaves important issues unresolved and 

opens several new questions for future research, outlined here. First limitation of this study, as 

mentioned in the section 5.1.1, was annual reports of delisted companies were not available. 

After a company is delisted, all its information is taken out of the SEHK database and the 

company’s website. The reasons for delisting, and markets’ perceptions of these delisted 

companies, are unknown. Samples for this study were limited to the SEHK dataset of current 

listings. Future researchers have the opportunity to examine the market’s reaction before those 

firms are delisted from the Hong Kong market; it would interesting to test whether factors of 

familiarity bias, home institutional characteristics, corporate governance and political 

connections contribute to the overseas delisting. 

Secondly, as mentioned in section 6.2.2, the role of third party investors represents a 

limitation of this research, and is an area for future research. This section provides further 

limitations and areas for future research. In considering the role of state ownership in the 

cross-listing context, this thesis has focused more on broad trends rather than on different 

levels of government ownership. Future research could examine the non-domestic market’s 

reaction to the types of state ownership, by differentiating SOE shares into categories 

controlled by different levels of government (municipal, regional or central). This would see 

whether the market treats those kinds of connections in a similar way and test whether the 

SOE sample is sensitive for the government level involved, which will expand and deeper the 

role of political connectedness in overseas-listing context.  

In addition, in view of the differences in the systems of corporate law and corporate 

governance in different jurisdictions, future research into the political connections of overseas 

SOEs, particularly in the Western market, will help to provide some insights into the 

interaction between the Chinese political connections and other corporate governance models. 

To increase the scope and depth, future research can examine the non-domestic Western 

market’s perception of Chinese overseas-listed companies, and test the role of Chinese 
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political connections in western markets as well. This study also opens opportunities for 

future researchers to empirically test the joint effect of different levels of government 

ownership and corporate governance on valuation differences in other economies to examine 

the effects of political connections. Furthermore, future research can compare the market 

reactions of outsiders between Asian and Western market, it can help companies understand 

and decide which one is better suited for their listing in future. 

Lastly, future research could test the applicability of the effects of state ownership on cross-

listing in other emerging economies. Buck et al. (2000) found that the relationship between 

state ownership and export propensity in Russia, Ukraine and Belarus were positive but not 

significant, but the influences of state ownership on cross-listing of these emerging economies 

are still unknown. Empirical studies into the applicability of the effects of state ownership on 

cross-listing valuation differences in other emerging countries would expand the literature on 

state ownership, as more governments in Western countries have obtained and/or increased 

state ownership in business.  

 

6.4  Conclusion 

Cross-listing is considered to be an advanced form of financial integration. Chinese mainland 

companies increasingly employ this method to participate in global markets and overcome the 

weaknesses of local markets and domestic institutions. The Hong Kong market, with its own 

specific political and financial characteristics, is always the priority choice for Chinese 

mainland firms. Yet the Hong Kong market’s perception of mainland Chinese HK-listed firms, 

especially SOEs, is unknown. Research on non-domestic markets’ perceptions of cross-listed 

firms are based on the US market, and prior literature does not cover the effects of political 

connections; hence, current findings are probably not applicable to Chinese cross-listed firms.  

This study has examined the Hong Kong market’s treatment of Chinese HK-listed firms, 

highlighting the role of political considerations in the overseas-listing of Chinese firms. The 

results from regression models, as well as from the robustness check, have shown that 

valuation differences exist between the Chinese HK-listed firms and matched HK-local firms, 

but there is a valuation premium in favour of the Chinese HK-listed firms, which is different 

from the cross-listing discount view. In this study, the home bias theory does not hold up well 

in this context, but concentrated ownership contributes to cross-listing valuation differences.  
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This research also extends the literature on both political connections and overseas-listing. It 

indicates that the Chinese government has played the role of helping hand to overseas-listed 

SOEs; political connections are valuable to connected firms in their overseas-listings. It also 

implies that firms without state ownership may be treated in the same way as HK-local firms. 

This result implies that Hong Kong investors determine their investment strategies. 

From the view of practice, the world’s major exchanges have been fostered to meet the 

increasing amount of international capital flows and capture the growing demand of equity 

offering beyond the border of the home marketplace, especially toward fast-growing 

emerging markets (Ran, 2009). These overseas-listed Chinese firms are also considered as a 

testing base on the topics of cross-border listings, emerging market financial reforms, and 

international approaches for national privatisation. Although this study is specifically about 

Chinese HK-listed companies, it may be applicable to firms from emerging markets in terms 

of understanding overseas-listing. This study provides an idea of the role of political 

connections in the cross-listing context, for countries with high government control, such as 

Russia, to think about how political connections add value to those companies listed in a non-

domestic market.  

This study on overseas-listed Chinese enterprises not only assists Chinese companies to better 

understand the non-domestic financial environment but also helps Chinese firms to become 

competent market participants. Comparing overseas-listed firms and local firms helps us to 

identify exactly which type of firms benefit from a local listing. As for policy, this study 

facilitates Chinese regulatory bodies to think about how to advance the Chinese capital market 

regulation standards and how to relax constraints to develop the business environment, for 

businesses to improve their performance and continue to grow. 
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Appendices 

Table 1: Chinese overseas-listings, 2013 and 2014 

 2014 2013 

Location Number Capital ($USm) Number Capital ($USm) 

Hong Kong 74 $23,717 56 $18,169 

US 15 $25,368 8 $799 

Frankfurt 5 $168 1 $23 

London (AIM) 2 $7 1 $21 

Total 96 $49,260 66 $19,012 

Source: Zero2IPO, 2014 

 

Table 2: Industry categories 

Industry Industry name Amount % 

Industry1 Conglomerates 7 1.58 

Industry2 Consumer goods 100 22.57 

Industry3 Energy 17 3.84 

Industry4 Industrial goods 76 17.16 

Industry5 Information technology 48 10.84 

Industry6 Materials 41 9.26 

Industry7 Properties and construction 45 10.16 

Industry8 Services 77 17.38 

Industry9 Telecommunications 9 2.03 

Industry10 Utilities 23 5.19 

Total   443 100 

 

  



190 

Table 3: Descriptive statistics in different groups 

Table 3-1 

Mean Std. Deviation Minimum Maximum Median 

Chinese HK Chinese HK Chinese HK Chinese HK Chinese HK 

Tobin’s Q 1.49  2.39  6.07  12.68  0.20  0.05  292.05  504.58  1.02  0.95  

lnSIZE 5.85  5.02  0.95  0.78  2.21  1.66  8.77  7.66  5.90  5.00  

LEV (%) 51.69  47.31  59.73  112.27  1.19  0.23  1211.86  2591.71  46.36  33.68  

Growth(%) 62.00  40.93  707.19  367.15  -419.11  -99.79  19962.2  8859.16  15.10  6.32  

ROA 3.14  0.18  21.17  33.05  -342.65  -457.67  482.36  436.68  4.26  4.24  

SH1 (%) 46.68  42.36  26.48  19.89  0.46  0.10  90.00  84.57  48.20  42.54  

IPOyear 10.02  13.96  8.05  9.99  0.00  0.00  42.00  42.00  8.00  12.00  

 

Table 3-2 

Mean Std. Deviation Minimum Maximum Median 

SOE NON-SOE SOE NON-SOE SOE NON-SOE SOE NON-SOE SOE NON-SOE 

Tobin’s Q 1.50  1.47  6.53  1.61  0.20  0.26  292.05  14.97  0.98  1.02  

lnSIZE 5.96  5.20  0.92  0.90  2.21  3.11  8.77  7.33  6.01  5.08  

LEV (%) 50.71  57.51  55.07  82.03  1.19  10.20  1048.97  1211.86  46.27  46.82  

Growth(%) 58.69  81.67  640.59  1017.12  -419.11  -99.95  18439.8 19962.20  15.36  12.60  

ROA 2.96  4.21  20.91  22.66  -342.65  -185.65  482.36  272.78  4.17  5.08  

SH1 (%) 47.54  41.64  27.71  16.79  0.46  10.31  90.00  76.58  49.99  40.49  

IPOyear 10.70  5.96  8.33  4.30  0.00  0.00  42.00  20.00  9.00  6.00  
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Table 4: Correlation matrix 

The table presents the correlation between key control variables and the dependent variables. The correlation 

matrix has been compiled from all data. P-values are presented to denote the significance of the correlation 

coefficients. The symbol * indicates statistical significance at the 5% levels. 

  Tobin’s Q Overseas IPOyears HKtrad~g Political LEV lnSIZE GROWTH ROA SH1 

Tobin’s Q 1          

Overseas -0.0466* 1         

IPOyears -0.043** -0.214** 1        

HKtrading 0.0381* . 0.287** 1       

Political 0.00130 . 0.206** 0.1121** 1      

LEV 0.7855** -0.0218 -0.019 0.00330 -0.0399* 1     

lnSIZE -0.1772* 0.4234* 0.121* -0.1038* 0.2791* -0.0944* 1    

GROWTH 0.00570 0.0200 0.020 -0.0185 0.0133 -0.00270 -0.0187 1   

ROA -0.1457* 0.0635* 0.025 -0.0230 -0.00370 -0.1915* 0.1458* 0.00170 1  

SH1    -0.0134 0.0894* -0.133** -0.0392* 0.0785* -0.0166 0.1209* -0.00800 0.0608* 1 

Note：* p < 0.1, ** p < 0.05, *** p < 0.01 
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Table 5: Summary of the regression results 

 (1) (2) (3) (4a) (4b) 

 Tobin’s Q Tobin’s Q Tobin’s Q Tobin’s Q Tobin’s Q 

Overseas 0.430** 

(2.13) 

 0.284*** 

(2.91) 

0.788*** 

(3.47) 

-0.301 

(-0.95) 

      

HKtrading  0.371  

(1.49) 

   

      

SH1   0.00631*** 

 (0.90) 

  

      

lnSIZE -1.156*** 

(-10.81) 

-0.816*** 

(-6.38) 

-0.912*** 

(-6.91) 

-1.363*** 

(-11.36) 

-1.531*** 

(-9.65)  

      

LEV 0.0147*** 0.0364*** 0.0381*** 0.0147*** 0.0146*** 

 (87.43) (20.15) (20.46) (83.90) (92.86) 

      

GROWTH 0.0000191 0.0000189 0.0000170 0.0000174 0.0000683 

 (0.68) (0.66) (0.59) (0.59) (0.87) 

      

ROA 0.00601** 0.00441** 0.0112*** 0.00648** 0.0192*** 

 (2.45) (1.31) (2.86) (2.49) (6.12) 

      

Industry2 -0.911 -0.640 -0.673 -1.087 -1.585** 

 (-1.45) (-0.68) (-0.70) (-1.64) (-2.01) 

      

Industry3 0.211 0.984 0.725 0.216 -1.182 

 (0.29) (1.00) (0.72) (0.28) (-0.86) 

      

Industry4 -1.140* -0.384 -0.691 -1.388** -2.387*** 

 (-1.80) (-0.42) (-0.74) (-2.10) (-2.79) 

      

Industry5 -0.686 -0.0934 -0.228 -0.781 -1.665** 

 (-1.04) (-0.10) (-0.23) (-1.11) (-2.01) 

      

Industry6 -0.891 0.0536 -0.226 -1.212* -2.369*** 

 (-1.35) (0.06) (-0.23) (-1.76) (-2.66) 

      

Industry7 -1.251* -0.520 -0.723 -1.468** -2.493*** 

 (-1.93) (-0.56) (-0.75) (-2.16) (-3.01) 

      

Industry8 -0.522 -0.693 -0.959 -0.683 -1.108 

 (-0.83) (-0.72) (-0.96) (-1.04) (-1.44) 

      

Industry9 0.216 0.837 0.827 0.328 -0.390 

 (0.27) (0.76) (0.73) (0.38) (-0.38) 

      

Industry10 -0.484 -0.401 -0.780 -0.741 0.795 

 (-0.69) (-0.42) (-0.79) (-1.01) (0.61) 

      

_cons 7.835*** 4.544*** 4.426*** 9.046*** 10.50*** 

 (8.76) (3.62) (3.50) (9.34) (8.31) 

N 4855 2764 2733 4457 2489 

R2 0.631 0.153 0.162 0.633 0.792 

adj. R2 0.630 0.149 0.158 0.632 0.791 

F 590.5 35.60 35.14 547.7 673.8 

P 0 0 0 0 0 

t-statistics in parentheses, * p < 0.1, ** p < 0.05, *** p < 0.01 
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Table 6: Summary of listing periods 

Listing years Number of firms listing % of total number 

1 28 6.32 

2 20 4.51 

3 16 3.61 

4 12 2.71 

5 8 1.81 

6 9 2.03 

7 14 3.16 

8 20 4.51 

9 18 4.06 

10 18 4.06 

11 29 6.55 

12 17 3.84 

13 19 4.29 

14 20 4.51 

15 8 1.81 

16 10 2.26 

17 33 7.45 

18 14 3.16 

19 4 0.9 

20 20 4.51 

21 15 3.39 

22 14 3.16 

23 14 3.16 

24 5 1.13 

25 2 0.45 

26 10 2.26 

27 2 0.45 

28 3 0.68 

29 1 0.23 

30 2 0.45 

31 1 0.23 

32 2 0.45 

33 6 1.35 

34 11 2.48 

40 1 0.23 

41 8 1.81 

42 9 2.03 

Total 443 100 
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Table 7: Summary of event time variables 

 (a) 

TobinQ 

(b) 

TobinQ 

(c) 

TobinQ 

(d) 

TobinQ 

overseas 0.229*** 

(3.67) 

0.338*** 

(5.09) 

0.321*** 

(4.52) 

0.190** 

(3.00) 

Year[1,5] 0.0692 

(1.21) 
   

Year[6,10]  0.140* 

(2.41) 

  

Year[11,15]   0.115 

(1.91) 

 

Year[16+]    -0.210*** 

(-3.52) 

lnSIZE -0.667*** 

(-20.22) 

-0.662*** 

(-18.12) 

-0.599*** 

(-14.42) 

-0.650*** 

(-19.56) 

LEV 0.000708*** 

(13.81) 

0.00277*** 

(22.03) 

0.00203*** 

(17.30) 

0.000708*** 

(13.83) 

growth 0.00000366 

(0.43) 

0.00000389 

(0.50) 

0.00000199 

(0.23) 

0.00000394 

(0.46) 

ROA 0.00216** 0.000397 0.000219 0.00211** 

(2.89) (0.51) (0.23) (2.82) 

Industry2 -0.251 -0.423* -0.676*** -0.268 

(-1.30) (-2.33) (-3.74) (-1.39) 

Industry3 0.380 0.533* 0.538* 0.344 

(1.69) (2.33) (2.19) (1.53) 

Industry4 -0.500** -0.642*** -0.516** -0.512** 

(-2.59) (-3.51) (-2.84) (-2.65) 

Industry5 -0.358 -0.519** -0.623** -0.382 

(-1.77) (-2.68) (-3.15) (-1.89) 

Industry6 -0.360 -0.379* -0.440* -0.383 

(-1.79) (-1.98) (-2.28) (-1.91) 

Industry7 -0.476* -0.660*** -0.652*** -0.492* 

(-2.41) (-3.52) (-3.51) (-2.49) 

Industry8 -0.182 -0.275 -0.331 -0.177 

(-0.95) (-1.53) (-1.87) (-0.92) 

Industry9 0.370 0.265 0.169 0.309 

(1.50) (1.10) (0.66) (1.25) 

Industry10 0.0415 0.0249 0.133 0.0309 

(0.19) (0.12) (0.64) (0.14) 

_cons 5.226*** 5.085*** 4.791*** 5.248*** 

(19.04) (17.72) (15.06) (19.25) 

N 4855 3465 2270 4855 

R2 0.1520 0.2413 0.2402 0.1539 

adj. R2 0.1493 0.2380 0.2352 0.1512 

F 57.81 73.14 47.51 58.66 

p  0 0 0 0 

Root MSE 1.7599 1.5782 1.3517 1.7579 

t-statistics in parentheses 

* p < 0.1, ** p < 0.05, *** p < 0.01 
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Table 8: Chinese HK-listed SOEs vs. non-SOEs 

 (5) 6a) SOEs  6b) Non-SOEs 

 Tobin’s Q Tobin’s Q Tobin’s Q 

Overseas  

 

0.795*** -0.301 

(3.46) 

 

(-0.95) 

Politiical 0.998***  

(2.96) 

 

  

HKTrading 0.00189  

(0.46) 

  

    

SH1  0.00315 0.00199 

  (0.84) (0.36) 

    

lnSIZE -0.912*** -1.369*** -1.526*** 

 (-6.91) (-11.22) (-9.58) 

    

ROA 0.0112*** 0.00545 0.0191*** 

 (2.86) (1.94) (6.06) 

    

Growth 0.0000170 0.0000175 0.0000689 

 (0.59) (0.59) (0.87) 

    

LEV 0.0381*** 0.0147*** 0.0146*** 

 (20.46) (83.40) (92.84) 

    

Industry1 -0.673 -0.204 -0.790 

 (-0.70) (-0.23) (-0.61) 

    

Industry2 0.725 -1.381* -2.386* 

 (0.72) (-2.02) (-2.11) 

    

Industry3 -0.691 -0.119 -1.988 

 (-0.74) (-0.15) (-1.24) 

    

Industry4 -0.228 -1.691* -3.187** 

 (-0.23) (-2.49) (-2.71) 

    

Industry5 -0.226 -1.074 -2.469* 

 (-0.23) (-1.49) (-2.13) 

    

Industry6 -0.723 -1.488* -3.165** 

 (-0.75) (-2.11) (-2.63) 

    

Industry7 -0.959 -1.771* -3.300** 

 (-0.96) (-2.55) (-2.85) 

    

Industry8 0.827 -0.990 -1.919 

 (0.73) (-1.46) (-1.71) 

    

Industry9 -0.780 0 -1.221 

 (-0.79) (.) (-0.93) 

    

Industry10 -0.780 -1.047 0 

 (-0.79) (-1.40) (.) 

    

_cons 4.426*** 9.243*** 11.20*** 

 (3.50) (9.15) (7.41) 

N 2742 4426 2489 
t-statistics in parentheses, * p < 0.1, ** p < 0.05, *** p < 0.01 
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Table 9: Summary of the regression results with lagged control variables 

 (7) 

Tobinq 

(8) 

Tobinq 

(9) 

Tobinq 

(10a) 

Tobinq 

(10b) 

Tobinq 

Overseas 0.159* 

(2.51) 

 0.134* 

(2.13) 

0.252*** 

(3.50) 

-0.127 

(-0.69) 

HKtrading  0.0511 

(0.82) 

   

    

SH1   0.00298** 

(2.69) 

  

    

lnSIZE_lag -0.589*** -0.353*** -0.567*** -0.679*** -1.185*** 

(-17.75) (-11.07) (-17.01) (-18.12) (-13.17) 

LEV_lag 0.000477*** 0.00930*** 0.000456*** 0.000506*** 0.000575*** 

(9.12) (20.58) (8.76) (9.09) (6.52) 

GROWTH_1ag -0.00000384 -0.00000211 -0.00000316 -0.00000473 -0.0000249 

(-0.43) (-0.30) (-0.36) (-0.50) (-0.47) 

ROA_1ag -0.000864 -0.00308*** -0.00225** -0.000581 -0.00342 

(-1.13) (3.76) (-2.75) (-0.70) (-1.94) 

Industry2 -0.0478 0.220 -0.0600 -0.0986 -1.014* 

(-0.24) (0.96) (-0.30) (-0.47) (-2.30) 

Industry3 0.471* 0.704** 0.368 0.553* -0.904 

(2.03) (2.92) (1.56) (2.20) (-1.09) 

Industry4 -0.323 -0.0520 -0.352 -0.403 -1.311** 

(-1.63) (-0.23) (-1.75) (-1.91) (-2.74) 

Industry5 -0.0655 0.154 -0.0680 -0.200 -0.626 

(-0.32) (0.66) (-0.33) (-0.90) (-1.35) 

Industry6 -0.168 0.360 -0.235 -0.263 -1.782*** 

(-0.81) (1.57) (-1.12) (-1.20) (-3.56) 

Industry7 -0.335 -0.0342 -0.364 -0.403 -1.318** 

(-1.65) (-0.15) (-1.77) (-1.86) (-2.83) 

Industry8 -0.0477 0.0268 -0.0853 -0.102 -0.887* 

(-0.24) (0.11) (-0.43) (-0.49) (-2.05) 

Industry9 0.469 0.547* 0.386 0.581* 0.0269 

(1.85) (2.03) (1.51) (2.08) (0.05) 

Industry10 0.190 0.217 0.156 0.113 1.224 

(0.86) (0.93) (0.70) (0.48) (1.66) 

_cons 4.673*** 2.729*** 4.462*** 5.219*** 8.680*** 

(16.92) (8.90) (15.92) (17.22) (12.27) 

N 4643 2626 4612 4278 2382 

R2 0.1093 0.2030 0.1090 0.1176 0.1218 

adj. R2 0.1066 0.1987 0.1061 0.1147 0.1166 

F 40.58 47.50 37.50 40.57 23.44 

p 0 0 0 0 0 

Root MSE 1.7956 1.3642  1.7831 1.9072 2.9658 

t-statistics in parentheses 

* p < 0.1, ** p < 0.05, *** p < 0.01 
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Table 10 Summary of the robustness test through winsorizing 

 (12) (13) (14) (15a) (15b) (16) 

WTobin’s 

Q 

WTobin’s 

Q 

WTobin’s 

Q 

WTobin’s 

Q 

WTobin’s 

Q 

WTobin’s 

Q 

Overseas 0.132* 

(2.13) 

 0.0141* 

(0.24) 

0.180** 

(2.67) 

-0.428 

(-2.68) 

 

Political      0.335*** 

(4.23) 

HKtrading  0.00789 

(0.16) 

   -0.0251 

(-0.43) 

SH1   0.00242* 

(2.40) 

   

lnSIZE -0.803*** 

(-23.37) 

-0.259*** 

(-10.46) 

-0.640*** 

(-20.15) 

-0.779*** 

(-21.25) 

-1.062*** 

(-12.91) 

-0.501*** 

(-15.45) 

LEV_w 0.0186*** 

(14.18) 

0.00555*** 

(3.94) 

0.0209*** 

(27.57) 

0.0218*** 

(24.55) 

0.0254*** 

(21.23) 

0.0193*** 

(21.85) 

GROWTH_w 0.00342*** 

(4.14) 

0.00174*** 

(6.77) 

0.00128*** 

(6.01) 

0.00147*** 

(6.16) 

0.00187*** 

(4.26) 

0.00129*** 

(5.48) 

ROA_w 0.00350 

(1.21) 

0.0140*** 

(-6.73) 

0.00235 

(1.37) 

0.00166 

(0.91) 

0.00303 

(1.05) 

0.00323 

(1.35) 

Industry2 -0.492* 

(-2.56) 

0.0166 

(0.11) 

-0.401* 

(-2.18) 

-0.519** -1.030** 0.00817 

(-2.66) (-2.60) (0.04) 

Industry3 0.380 

(1.69) 

-0.199 

(-1.02) 

0.370 

(1.72) 

0.568* -0.725 0.633** 

(2.45) (-1.05) (2.77) 

Industry4 -0.692*** 

(-3.58) 

-0.202 

(-1.35) 

-0.589** 

(-3.19) 

-0.701*** -1.491*** -0.285 

(-3.59) (-3.48) (-1.34) 

Industry5 -0.553** 

(-2.73) 

-0.0772 

(-0.49) 

-0.451* 

(-2.34) 

-0.544** -0.973* -0.192 

(-2.63) (-2.34) (-0.86) 

Industry6 -0.550** 

(-2.74) 

0.139 

(0.87) 

-0.446* 

(-2.33) 

-0.601** -1.850*** 0.0607 

(-2.97) (-4.14) (0.28) 

Industry7 -0.864*** 

(-4.34) 

-0.0114 

(-0.07) 

-0.820*** 

(-4.35) 

-0.922*** -1.756*** -0.321 

(-4.60) (-4.22) (-1.48) 

Industry8 -0.308 

(-1.61) 

-0.294* 

(-2.02) 

-0.210 

(-1.15) 

-0.284 -0.681 -0.245 

(-1.47) (-1.75) (-1.10) 

Industry9 0.277 

(1.12) 

0.837 

(0.76) 

0.177 

(0.76) 

0.243 -0.265 0.596* 

(0.95) (-0.51) (2.33) 

Industry10 -0.273 

(-1.27) 

-0.225 

(-1.40) 

-0.251 

(-1.23) 

-0.371 0.912 -0.161 

(-1.72) (1.41) (-0.72) 

_cons 5.442*** 

(19.75) 

2.675*** 

(12.91) 

4.288*** 

(16.17) 

5.169*** 7.042*** 3.082*** 

(17.72) (10.76) (10.47) 

N 4855 2764 4824 4457 2489 2742 

R2 0.2540 0.2520 0.2531 0.2519 0.2864 0.2569 

adj. R2 0.2518 0.2482 0.2508 0.2485 0.2823 0.2528 

F 117.69 66.17 108.63 106.82 70.91 63.33 

P 0 0 0 0 0 0 
t-statistics in parentheses 

* p < 0.1, ** p < 0.05, *** p < 0.01 
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Table 11. Summary of the Random-Effect FGLS Model Test 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

t statistics in parentheses * p < 0.05, ** p < 0.01, *** p < 0.001 

 

 

 (12) (13) (14) (15a) (15b) (16) 

 Wtobinq Wtobinq Wtobinq Wtobinq Wtobinq Wtobinq 

overseas 0.0991***   

(4.53) 

 0.0915***  

(4.12) 

  0.125***  

  (5.34) 

 -0.0943 

 (-1.67) 

 

 

Political      0.139*** 

(3.61) 

HKtrading  0.0353 

(1.52) 

   0.0168 

(0.73) 

SH1   0.00118** 

(3.27) 

   

lnsize -0.388*** 

(-26.60) 

-0.140*** 

(-7.76) 

-0.364*** 

(-24.63) 

-0.374*** 

(-23.88) 

-0.571*** 

(-18.80) 

-0.163*** 

(-8.73) 

lev_w 0.0122*** 

(26.66) 

0.00814*** 

(13.00) 

0.0117*** 

(24.75) 

0.0135*** 

(29.07) 

0.0164*** 

(23.00) 

0.00816*** 

(12.65) 

roa_w 0.0137*** 

(10.03) 

0.0136*** 

(6.85) 

0.0128*** 

(9.20) 

0.00755*** 

(7.41) 

0.00580**

* 

(4.61) 

0.0139*** 

(6.93) 

growth_w 0.00152*** 

(5.07) 

0.00151*** 

(4.28) 

0.00155*** 

(5.10) 

0.000691*** 

(4.63) 

0.000552* 

(2.44) 

0.00141*** 

(4.01) 

dumy2 -0.240*** 

(-4.58) 

0.222*** 

(3.44) 

-0.225*** 

(-3.99) 

-0.228*** 

(-4.30) 

-0.858*** 

(-5.90) 

0.165* 

(2.57) 

dumy3 0.245** 

(3.02) 

0.310*** 

(3.76) 

0.193* 

(2.34) 

0.322*** 

(3.87) 

-0.731*** 

(-3.88) 

0.308*** 
(3.69) 

dumy4 -0.391*** 

(-8.20) 

-0.0847 

(-1.44) 

-0.394*** 

(-7.53) 

-0.399*** 

(-8.28) 

-1.137*** 

(-7.26) 

-0.110 
(-1.85) 

dumy5 -0.333*** 

(-5.35) 

0.0495 

(0.66) 

-0.316*** 

(-4.83) 

-0.329*** 

(-5.05) 

-0.882*** 

(-5.71) 

0.0373 

(0.49) 

dumy6 -0.325*** 

(-6.44) 

0.0763 

(1.13) 

-0.309*** 

(-5.56) 

-0.360*** 

(-6.90) 

-1.387*** 

(-9.17) 

0.0459 

(0.68) 

dumy7 -0.510*** 

(-10.47) 

-0.105 

(-1.77) 

-0.515*** 

(-9.68) 

-0.528*** 

(-10.83) 

-1.296*** 

(-8.99) 

-0.106 

(-1.76) 

dumy8 -0.113* 

(-2.26) 

-0.0201 

(-0.31) 

-0.127* 

(-2.35) 

-0.110* 

(-2.19) 

-0.567*** 

(-4.05) 

-0.0409 

(-0.63) 

dumy9 0.248*** 

(3.97) 

0.286*** 

(3.76) 

0.208** 

(3.15) 

0.253*** 

(3.80) 

-0.200 

(-1.34) 

0.345*** 
(4.60) 

dumy10 -0.166** 

(-3.06) 

0.0146 

(0.23) 

-0.167** 

(-2.85) 

-0.210*** 

(-3.91) 

0.954** 

(2.87) 

-0.00357 

(-0.06) 

_cons 2.904*** 

(30.00) 

1.370*** 

(11.01) 

2.748*** 

(26.92) 

2.786*** 

(27.16) 

4.301*** 

(17.39) 

1.403*** 

(11.48) 

N 4855 2764 4824     4457 2489 2764 




