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Abstract

The globalization trend of the world economy has
spurred increasing number of companies to raise equity cap-
ital beyond the borders of their home market. The literature
on overseas listing is growing just as quickly. Many re-
searchers have examined the motivation of the corporation’s
decision to list its shares overseas. These studies focus on
the valuation and liquidity effects of the listing decision,
and the impact of listing on the company’s global risk expo-
sure and its cost of equity capital. The researchers have de-
veloped various kinds of theoretical hypothesis and empirical
evidence.

In China, overseas listing has also become an increas-
ingly important financial phenomenon, stimulating a great
deal of research interest. However, the motivation and ra-
tionality of overseas listing is far from fully investigating and
reaching a consensus. In general, Chinese researchers have
paid more attention to operation and policy issues than theo-
retical studies. Moreover, the China’s history of overseas
listing is short and the number of listed company is limited.
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Restricted by the data, little research has been done empiri-
cally. The purpose of this book is to examine the theoretical
basis and research methodology by surveying the academic
literature on the motivation of the corporate decision to list
shares on an overseas stock exchange. A secondary goal is
to investigate the special issues which Chinese firms have to
face in the overseas listing decision. My focus is on the
overseas listing puzzle. That is, why do Chinese companies
would like to list abroad despite higher costs of capital and
market risk than those in the domestic market? The expec-
ted contribution of this study is to add to China’s overseas
listing literature. On the other hand, the new information
and some empirical results offered in this book would be a
reference for international investors, managers and security
supervisors.

The book is composed of 7 chapters. I first describe
the institutional background, beginning with the analysis of
overseas listing phenomenon and its background around the
world with a viewpoint of globalization, followed by the de-
scription of the institutional features of the overseas listing
process, various market characteristics and a discussion of
alternative overseas listing options.

The theory of integration of international capital mar-
kets is examined, which forms the basis of this study, and
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Abstract

the newly developed theory of microstructure of stock market
and the theory of corporate governance, which have also in-
fluenced a lot to the overseas listing literature. The various
theoretical hypotheses in the literature are also reviewed
such as Market Segmentation Hypothesis, Liquidity Hypoth-
esis, Investor Recognition Hypothesis, Investor Protection
Hypothesis and Access to Capital Hypothesis. These theo-
retical hypotheses, research methodologies and some empiri-
cal evidences supply very important reference for this study.

I also analyze the benefits and costs of Chinese compa-
nies’ overseas listing, and investigate the overseas listing
puzzle of Chinese firms from the viewpoint of macroeconom-
ics. In Chapter 6, I offer some empirical evidence from Chi-
nese ADRs. In this chapter, 1 examine the pricing and
long-run performance of Chinese ADRs listed on the New
York Stock Exchange. The empirical results indicate that
the TPO underpricing of Chinese companies’ ADRs in the
American stock market is comparatively low, and their long-
run performances do not outperform American markets. This
is undoubtedly unfavourable for the seasoned equity offer-
ing. However, when these companies returned to domestic
stock market and offered A-shares, not only the offering
prices are higher than the that of the corresponding ADRs
which traded in American stock market at the same time,

- 3.
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but the underpricing is closer to that of China’s IPOs: The
prices of new shares always rise, presenting a very high ini-
tial return on the first day. This means the same assets
worth more in domestic market than in overseas market.
Companies can raise more money in the local market without
worrying about negative influences on the secondary market.

To give a rational explanation of this puzzle, I argue
that the overseas listing of Chinese companies emerged and
developed on a large scale under the background of undevel-
oped domestic stock market and poor corporate governance
of transitional economies. It is a kind of passive choice for
Chinese companies to issue shares abroad because the gov-
ernment wants to break through the dilemma of reciprocal
restriction between corporate system reform and security
market development. The constitutional problem and gov-
ernment intervene pose an extensive impact on the benefits,
costs and risk on Chinese companies’ overseas listing. Fa-
cing such conditions, Chinese companies would do their
IPOs abroad despite of lower listing P/E ratio and higher
costs of capital than those in the domestic market.

I then suggest that access to the capital market, estab-
lishing the modern corporate system, strategic benefits and
agent problem might be the alternative motivations for Chi-
nese companies’ overseas listing. Theoretically, these bene-
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fits should be big enough to make up for the loss in the cap-
ital cost. ' '

To conclude the whole text, I suggested that with the
development of market system and internationalization of
Chinese economy, not only the number of overseas listing
companies will increase, but the development will be more
healthy and rational. The passiveness, irrationality and
agent costs, as well as the Chinese features will diminish
gradually, and the motivation will be more conform to the
standard financial theory.

The main innovations of this study are as following:

1. The dissertation survey the theoretical background,
main hypotheses and empirical evidences in the overseas
listing literature, forming a reasoning research frame to in-
vestigate the motivation of Chinese companies’ issuing share
abroad.

2. To the best of my knowledge, this study is the first
to examine the pricing and long-run performance of Chinese
ADRs listed on the New York Stock Exchange and Nasdaq,
which is helpful to better understanding of the motivation of
Chinese companies’ issuing share abroad.

3. On the basis of extensive study, I give my opinions
on some important arguments associated with overseas list-
ing.

‘5.
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