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1 | INTRODUCTION

There has been a recent surge of outward foreign direct investment from the emerging economies
(Karolyi & Liao, 2017; OECD, 2006). Many state-owned enterprises (SOEs) have participated in this
process (Luo, Xue, & Han, 2010; Peng, Wang, & Jiang, 2008). Prior research has primarily focused
on privately owned enterprises, with much less attention paid to the internationalization of SOE:s.
State ownership affects the resources a company can access and consequently its internationalization
strategy and outcomes. The differences between SOEs and non-SOEs make any findings based on
privately owned firms less than fully applicable to SOEs, so the findings of prior research may not
adequately explain the emerging phenomenon of SOE globalization, particularly for new state-owned
multinationals from emerging and transition economies. This study was designed to fill this gap from
a new perspective—the difference in opaqueness between SOEs and other firms. Specifically, it
investigated whether and how the opaqueness of an SOE affects its likelihood of completing a cross-
border acquisition (CBA).

Opaqueness, or lack of transparency, is defined as the unavailability of credible firm-level infor-
mation to stakeholders (Bushman, Piotroski, & Smith, 2004). Opaqueness can occur when a firm
does not disclose or when the disclosed information cannot be validated or certified, for example, by
reputable financial auditors. In a CBA, an opaque acquirer may not disclose its long-term corporate
policy or financial strength, making outsiders unable to judge the implications of the deal. In a CBA,
the government and competing firms in the host country will usually have relatively little information
about the acquirer, especially when the acquirer is an SOE, because SOEs tend to be more opaque
(Bushman et al., 2004; Q. Wang, Wong, & Xia, 2008) and the information they do divulge might be
less than fully credible (Rogers & Ruppersberger, 2012). Non-SOEs are typically relatively straight-
forward profit maximizers. An SOE may have more vague purposes as well as a relatively complex
structure. SOEs have an image of being semipolitical organizations with noneconomic aims (Bai, Li,
Tao, & Wang, 2000) and of performing poorly because of severe agency problems (La Porta, Lopez-
de-Silanes, & Shleifer, 2002; Shleifer & Vishny, 1994). Indeed, opaqueness may be a deliberate
tactic of an SOE or the government, which controls it, either because the government wants to pre-
vent the leakage of secrets, or to maintain political flexibility. The managers too may want to mini-
mize public scrutiny simply to enjoy an easier life. SOEs may have business practices unfamiliar to
host country stakeholders and which those stakeholders may mistakenly treat as illegitimate
(Cogman, Gao, & Leung, 2017). Such opaqueness makes it difficult to assess clearly an SOE
acquirer's motivations and any potential benefits an acquisition might bring to the host country.

People are generally more averse to taking less familiar, more ambiguous, or unknown risks
(Bornstein & D'Agostino, 1992; Moreland & Beach, 1992; Zajonc, 1968), and agency problems tend
to be more severe when there is a lack of information (Holmstrom, 1979; Jensen & Meckling, 1976).
State ownership can stimulate political concerns, national security concerns, economic concerns and
suspicions, and provoke negative reactions in the host country. Opaqueness can aggravate such con-
cerns and suspicions and increase the hurdles an SOE acquirer must overcome to establish legitimacy
in the host country. This study was designed to seek evidence for such a liability of opaqueness based
on SOE status. Specifically, it aimed to address two research questions: Do SOEs suffer more from
the liability of opaqueness in CBAs; and can opaqueness explain, at least partially, the difference
between the CBA completion rates of SOEs and other firms?

These questions were studied using a sample of CBAs attempted by Chinese firms. China was an
ideal focus for such a study because of its very different political institutions and the general opaque-
ness of its SOEs. Chinese acquirers have very often been observed to terminate their CBA attempts
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because of adverse political sentiment in the host country (China National Offshore Oil Company's
aborted acquisition of Unocal) or because of adverse rulings by regulatory agencies (Fujian Grand
Chip Investment Fund's aborted bid for Aixtron). China's communist history has led the government
to rely on SOEs, even today, to fulfill many governmental roles (Bai et al., 2000; Cui & Jiang, 2012).
That makes Chinese SOEs even more opaque than other Chinese firms (Q. Wang et al., 2008). Dif-
ferences in political ideology also tend to arouse suspicion. However, China today has become
important globally because of its large population, the size of its economy, and its growing interna-
tional influence.

The importance of opaqueness for Chinese CBAs has been discussed extensively by practicing
managers. Almost all of the world's major newspapers have published related articles, as have
McKinsey and The Economist. For example, The Economist wrote that ““... China's state-owned firms
are on a shopping spree. Chinese buyers—mostly opaque, often run by the Communist Party and
sometimes driven by politics as well as profit...” (The Economist, 2010). McKinsey also criticized
the opaqueness in decision-making of Chinese acquirers, including limited visibility into their fund-
ing, priorities, or intention to actually complete a transaction (Cogman et al., 2017).

This study contributes to several streams of research. SOEs are important components of many
economies. Previous studies have focused on how they differ from other firms in terms of corporate
governance and operating performance (e.g., Boardman & Vining, 1989; Shleifer & Vishny, 1994).
Such studies have primarily adopted an organizational economics view and treated SOEs as firms
that face some severe problems in terms of conflicts of interests between managers and shareholders
(the principal-agent problem) and between the controlling shareholder and minority shareholders (the
principal-principal problem). The principal-agent problem arises because the ultimate owners of an
SOE (the taxpayers) are diverse and they cannot effectively monitor the firm's managers (Olson,
1965; Stigler, 1971). The principal-principal problem arises because the government may want to
pursue aims that may not be in the best interests of the minority shareholders (Y. Chen & Young,
2010; J. T. Li & Qian, 2013; Zou & Adams, 2008). Being connected to the government can give a
firm an advantage in doing business, particularly in the domestic market of an emerging economy,
and prior studies have documented that SOEs receive more support from governments than other
types of firms in terms of access to external capital (Brandt & Li, 2003; Luo et al., 2010; Song, Store-
sletten, & Zilibotti, 2011), protection of property rights (Che & Qian, 1998), and even through direct
subsidies (Eckaus, 2006). The results of this study also suggest that opaqueness—an important but
largely ignored difference between SOEs and other firms—may also be very important in understand-
ing the strategy and performance of SOEs' globalization efforts.

This study also contributes to the CBA literature, especially to the study of CBAs by emerging
economy firms. Multinationals from emerging economies may have different internationalization
motivations. They are interested in acquiring strategic assets such as natural resources and high tech-
nology, and try to overcome the disadvantages of being latecomers and to escape some of the institu-
tional and market constraints they endure at home (Deng, 2009; Luo & Tung, 2007; Morck,
Yeung, & Zhao, 2008; Rui & Yip, 2008). Most of the previous studies of CBAs have focused on
postmerger integration and performance (Krug & Hegarty, 2001; Seth, Song, & Pettit, 2002). Very
few have studied the likelihood of CBA completion (with Dikova, Sahib, & Witteloostuijn, 2010 as a
notable exception). Dikova's group examined how institutional differences and organizational learn-
ing matter for deal completion (Dikova et al., 2010), but this study examined deal completion from
the perspective of the liability of opaqueness.
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2 | THEORETICAL BACKGROUND

2.1 | Opaqueness and the completion of CBAs

Gaining legitimacy in a host country is an important factor affecting multinationals' success. “Legiti-
macy is a generalized perception that the actions of an entity are desirable, proper, or appropriate
within some socially constructed system of norms, values, beliefs, and definitions” (Suchman, 1995,
p- 574). Because people are generally more concerned about unknown, unfamiliar, and more ambigu-
ous risks, an opaque acquirer's reception will tend to be less favorable than that of a more transparent
one (Akerlof, 1970; Bornstein & D'Agostino, 1992; Moreland & Beach, 1992; Scott, 1995, 2005;
Zajonc, 1968).

These observations accord with the predictions of signaling theory (Spence, 1973) and of transac-
tion cost economics (Williamson, 1975, 1981, 1985). Signaling theory predicts that signaling can be
an effective way to mitigate the liability of opaqueness. Target company shareholders, employees,
managers, and also the general public and government in the host country feel their information dis-
advantages when evaluating a potential SOE acquirer. Such stakeholders always feel they have too
little information about the acquiring company to make fully rational evaluations, but the information
opaqueness of an SOE exacerbates their anxieties. They may feel unable to distinguish a “bad” firm
from a “good” one. As a result, even good firms may face resistance. Signaling theory suggests that
both types might profit by enhancing information flow and sending credible signals to the market.

Information opaqueness is an important determinant of transaction costs. Information asymmetry
leads to two major problems: adverse selection and moral hazard. Adverse selection can occur when
the party with better private information about the quality of a product will selectively participate in
transactions, which benefit them most, at the expense of their trading partner (Akerlof, 1970). Moral
hazard can occur when the party with more information has an incentive to behave inappropriately
from the perspective of the party with less information (Holmstrom, 1979; Jensen & Meckling,
1976). Adverse selection increases the costs of finding the best quality or the lowest price product
provider (search and information costs) and the costs of reaching an agreement (bargaining costs).
Moral hazard increases the costs of making sure that both parties stick to the agreement and of taking
appropriate action (policing and enforcement costs).

Besides adverse selection and moral hazard, opaqueness increases transaction costs because it
reduces trust (Schnackenberg & Tomlinson, 2014). Trust reflects a willingness to be vulnerable based
on confidence about another's intentions; opaqueness shapes such expectations (Bornstein & D'Agos-
tino, 1992; Feddersen & Gilligan, 2001; Lewicki & Bunker, 1995, 1996; Moreland & Beach, 1992;
Zajonc, 1968). Norman, Avolio, and Luthans (2010) found that in corporate downsizing, leadership
transparency influences employees' level of trust and their evaluations of the leaders' effectiveness.
Jahansoozi (2006) documented that transparency helps repair damaged trust among stakeholders after
a breach of trust by an organization.

A certain degree of information opaqueness is inevitable in any cross-border economic activity,
but CBAs are a particularly important example. In any acquisition, the target's stakeholders inevitably
feel that they lack information about the acquirer's ability and motives. Insiders know their own firm
better than outsiders ever can (Cohen & Dean, 2005), so an acquirer has extensive information about
its own internal operations, economic efficiency, potential, and of course its motivations, not avail-
able to the target. This is the case even in domestic deals (Eckbo, Giammarino, & Heinkel, 1990;
Hansen, 1987). However, cultural and institutional differences tend to make the disparity much worse
in CBAs.






