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Abstract: With the development of economic globalization, culture is a key factor supporting the
sustainability of foreign direct investment (FDI), especially for multinational enterprises. This paper
takes the Chinese capital market as a sample and, combined with interviews with managers of
international joint-venture securities (IJVS), finds that the culture of participants formed in developed
and emerging capital market has a significant impact on the performance of IJVS. Using the degree
of price fluctuation to measure the risk culture of each capital market, this paper observes that the
risk culture in the Chinese capital market is significantly stronger than that of developed countries.
This paper also finds that the stronger the risk culture IJVS shareholders have, the better they can
adapt to the environment of the Chinese capital market and the better the performance they can
achieve. Furthermore, risk culture distance, calculated by the risk culture differences between
foreign shareholders and Chinese capital market, are significantly negatively correlated with IJVS
performance and efficiency.

Keywords: multinational enterprises; business performance; technical efficiency; risk culture

1. Introduction

The term “sustainable development” originated in Germany; its original purpose was to protect
the forest while simultaneously being successfully implemented in the field of cross-border cooperation
and culture as well [1]. Determining the factors that could affect the performance and efficiency of
cross-border cooperation is a valuable research topic. Indeed, scholars have discovered many hard
factors that can affect cross-border cooperation, for instance, border areas, organizational structure,
cross-border procedures, and related supporting mechanisms [2,3], while some soft factors also play
a significant role. As a type of cross-border cooperation by FDI, IJVS regularly faces cross-border
management involvement [4]. This makes the performance even more susceptible to various factors,
for example, culture [5–9]. Although many scholars found the impact of culture on performance,
the results remain mixed, especially for emerging markets, and to the best of our knowledge, there are
no studies investigating the role of cultural difference in explaining the poor performance of IJVS. This
paper intends to demonstrate how culture acts as a key variable supporting sustainable cross-border
cooperation, especially for FDI of IJVS.

Due to strict regulations in China, foreign financial institutions must join the Chinese capital
market as IJVS. Ideally, these established IJVS provide not only opportunities for foreign financial
institutions to explore the Chinese market, but also advanced management experience in the capital
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market. However, the performance of these IJVS are not well, and a number of IJVS have faced years
of losses. A recent study shows that the corporate culture of different financial institutions varies
greatly and has a direct impact on service quality and performance. The cultural difference of securities
companies should be especially great among institutions from different countries that share an intrinsic
cultural gap, which could therefore cause culture conflict among IJVS with institutional shareholders
from different cultural backgrounds [10].

At the beginning, we interviewed managers from different IJVS and found that there is great
divergence between Chinese and foreign shareholders on the judgment of risks. It is common to see
foreign shareholders abandon businesses because of risk compliance issues, even if those businesses
are widely accepted by other Chinese competitors. Additionally, they lose some opportunities due to
the lengthy risk compliance process. Managers attributed this result to cultural differences.

Culture is a psychological process shared by people with the same educational background
or experience, which determines individuals’ decision-making style and behavior [11]. Consistent
with predictions from the psychology literature, culture can actually influence the co-movement
of stock prices and the information environment of the stock market by affecting the correlations
among investors’ trading activities. For example, individualism is associated with higher firm-specific
variation [12]. Hofstede [13] employed four dimensions to demonstrate national culture: Power
distance, uncertainty avoidance, individualism versus collectivism, and masculinity versus femininity.
The characteristics of uncertainty avoidance are the most relevant to capital markets since the intrinsic
nature of risk is uncertainty [14–16]. Therefore, based on the meaning of culture and the impact
mechanism of culture on financial markets, this paper defines the psychological process that participants
rely on to judge uncertainty under the specific capital market environment as “risk culture.” We believe
this risk culture has a direct impact on participants’ risk preference and decision- making.

The recent establishment of China’s financial market was rather late, for example, the Shanghai
Stock Exchange was established in 1990, and we believe Chinese participants have stronger risk
preference and tolerance because of the poor institutional quality—that is, higher policy uncertainty [17]
and an imperfect legal system. In particular, the incomplete formal system provides the informal
system with greater space and further increases market uncertainty; therefore, the risk culture in the
Chinese capital market is relatively strong.

Shareholders of IJVS have different risk cultures, which are determined by their home capital
market. Therefore, those shareholders face “multilayered acculturation”; i.e., they embody the culture
of both the host country and their home country [18]. As China’s financial market has a strong risk
culture, we believe that IJVS are likely to gain advantages when foreign shareholders’ risk culture is
similar to that of China.

Furthermore, although foreign shareholders may not have controlling shares of IJVS, they have
actual decision-making rights. However, the selection of projects is usually the result of compromise
between Chinese and foreign shareholders. IJVS usually adopt joint review and collective
decision-making in management, which is quite different from the Chinese shareholders’ business
philosophy of highlighting the main person in charge; that is, the power distance of culture is
different [13]. Moreover, we found that foreign and Chinese shareholders often have different value
judgments of the same information; for example, during the interviews, we found that their attitudes
toward city development bond, a bond with Chinese characteristics, are different. This cultural
difference caused IJVS to lose some valuable projects, and the consequences grow as the cultural
differences between the two sides’ shareholders widen.

The data we used to test the above hypothesis, published by the China Securities Association,
cover 2006 to 2016 and contains 10 IJVS. Their operating performance was measured by return on assets
(ROA) [19,20], while their technical efficiency (TE) was measured by the stochastic frontier analysis
(SFA) model [21,22]. We measured the participants’ risk preference in the different capital markets,
which we define as risk culture, by calculating the degree of price fluctuation brought by recessive
factors [23,24].
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Our preliminary conclusion shows that compared with developed countries, the Chinese capital
market has a stronger risk culture. We further approximated the shareholders’ risk culture by their
home countries’ capital markets. The regression results show that in the Chinese financial market,
when the foreign shareholders’ risk culture is stronger, the ROA and technical efficiency of IJVS are
higher. Finally, we found that the difference in risk culture between IJVS’ foreign shareholders and the
Chinese capital market has a significant influence on firm performance. The smaller the difference,
the higher the firm’s performance and technical efficiency. Besides, this paper further decomposed
the performance of securities companies from the time and business dimensions. We found that
IJVS have significantly lower technical efficiency and performance compared to Chinese securities
companies. We also found that their businesses are less diversified, and even in their focused business
area, their performance is still significantly lower. All of this analysis proves that a soft factor, risk
culture, affects the efficiency and performance of IJVS. Additional testing shows that this negative
impact is aggravated when IJVS promote their business pluralism.

To solve the self-selection bias, we matched IJVS with 20 comparable Chinese securities according
to the date of establishment, place of headquarters, and asset scale. New analysis also shows
that the shareholder risk culture has a significantly positive influence on the company’s ROA and
technical efficiency. This paper used geographical distance as an instrumental variable to alleviate
the endogeneity problem. The results also indicate that cultural distance dampens the performance
of IJVS.

Our research makes the following contributions. First, it fills a deficiency in existing studies of the
performance of multinational enterprises in emerging markets [25] and offers a new explanation for
the factors affecting the performance of financial institutions. Second, it provides a new perspective for
research on cultural impact [26] and enriches the literature in this field. Third, the conclusions of this
paper could help to encourage multinational corporations to emphasize the role of culture in their
business, helping more companies make rational prejudgments of their capacities in host countries,
and therefore promote sustainable FDI.

The remainder of the paper is organized as follows. Section 2 introduces the literature review, and
develops the hypotheses. Section 3 describes the methodology, data, and variables. Section 4 presents
the empirical results, and Section 5 concludes the paper.

2. Literature Review and Hypotheses

Culture is a “collective mental programming” shared by many people who have the same
education and life experience [11]. People with a specific culture will form a fixed pattern of principles
and values, internalized via thinking and feeling, and externalized through practices that make them
different from other groups or organizations [27]. Guiso et al. [28] offered a similar definition of culture:
A set of customary beliefs formed in a racial, regional or social community that will be handed down
from generation to generation. North [29] believed that culture actually provides a framework for
encoding and decoding all kinds of information received by the human brain.

Hofstede [13] proposed four national culture dimensions: (1) Power distance—the measurement
of hierarchical distance and intensity of power between subordinates and superiors; (2) uncertainty
avoidance—the measurement of members of a society avoiding uncertain situations or unpredictable
events; (3) individualism versus collectivism—caring more about individual than collective benefits;
and (4) masculinity versus femininity—the distinction between men’s and women’s roles is extremely
clear or vice versa.

The risk culture of capital markets is shaped by the national culture, especially the characteristics of
uncertainty avoidance, since the intrinsic nature of risk is uncertainty [14–16]. The capital market is an
imperative financing channel, and the efficient allocation of resources is achieved through functions; for
instance, risk transfer and risk management [30,31]. For two capital markets with different institutional
qualities, such as political systems, legal environments, and many other factors, the participants have
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different attitudes toward uncertainty, which will determine their judgments and behaviors with regard
to risk; i.e., will form different risk cultures of the capital market.

From the perspective of the political environment, the policy uncertainty of the Chinese capital
market is higher [17]. Due to different market conditions, the development of the Chinese capital
market progresses by competition between regulators and traders. The opportunity emerges when
regulators lag behind traders, but gradually, the contradictions are exposed and regulators start to
address potential problems by developing new rules. Updated regulations lower market profits and
push it to find new loopholes. A typical example is that China’s stock market was on a rollercoaster ride
in 2015. Regulators took numerous measures to alleviate volatility; for instance, regulations concerning
short selling ranged from punishing some short sellers to forbidding malicious short selling, and then
to cracking down on illegal short selling within one month [32,33]. In this way, all participants and
regulators are exposed to high levels of uncertainty, which leads to the formation of a relatively strong
risk culture.

From the perspective of the legal environment, the legislative process and levels of law enforcement
are different among countries [34]. Due to the country’s large population and complicated social
environment, the legislative process of the Chinese capital market is slow and the strict enforcement
of laws is difficult. In addition, some regulations have been enacted by regional rather than national
regulators, which further increases uncertainty [8]. In this condition, participants have a higher
expectation of risks and are more accepting of uncertainty.

Additionally, because of the incomplete formal system, the informal system has a bigger space
to run in China [35]. Therefore, personal connections play a vital role in the Chinese capital market
and further increase the uncertainty. Chen et al. [36] considered that political connections play an
important role in economic activities, especially in emerging markets, and show that underwriter
managers’ political connections promote the likelihood of initial public offering (IPO) approval.

Above all, we believe the participants in the Chinese capital market have relatively low uncertainty
avoidance, i.e., high acceptance and low stress in the face of uncertainty, as well as tolerance of
ambiguity [27,37], which makes for a higher risk culture.

Hypothesis 1. Compared with developed countries, the Chinese capital market has a higher risk culture.

It has been found that culture influences a company’s organizational design [38], compensation
contracts [39], management attitudes [40], production decisions [41,42], innovation activities [18],
accounting decisions and policy choices, and operating performance. Ahern et al. [43] held that the
cultural gap between an acquiring company and an acquired company increases the post-acquisition
integration cost and dampens the synergy effect of the acquisition. Elia et al. [18] indicated that cultural
distance between partners impedes performance.

In the context of globalization, scholars have found that multinational corporations have different
performances or efficiencies in different countries. Berger and Humphrey [25] argued that an overseas
branch, no matter where it is established or held in stock or acquired, has a different operating efficiency
compared with the company’s headquarters. Furthermore, foreign financial companies have higher
operating efficiency in a developing capital market due to their technological advantages [44]. However,
these studies did not explore the influence of cultural differences and conflicts on company performance.

Some studies have been conducted on performance from a cultural perspective. The dominant
view showed that cultural distance has a negative effect on performance because of the higher cost
of coordination, management, and operation [5,6,8,9,27,45–47]. Using a sample of 10,562 overseas
subsidiaries in 17 emerging market countries, Shirodkar and Konara [8] found that cultural distance
resulted in poor performance. Beugelsdijk et al. [5] analyzed 156 literatures, indicating that cultural
distance has a strong negative impact on the performance of subsidiaries. In contrast, some other
studies have acknowledged that cultural distance has a positive or no impact on performance [48–50].
Wu and Lin found no relation between cultural distance and performance using 1596 multinational
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firms. All in all, the results remain mixed, especially for emerging markets, and few studies have
focused on the impact of culture on enterprises in capital markets. Although Boubakri et al. [45] argued
that culture has an important impact on banks, no research has investigated how culture influences
securities companies. Securities companies play an important role in the allocation of resources,
involve complex financial activities, connect many participants, face diverse regulatory risks, and are
more likely to be influenced by the capital market risk culture.

Due to the special market conditions in China, the establishment of IJVS is the main way for
foreign companies to participate in the financial market, and those shareholders face multilayered
acculturation, i.e., the cultural fit with partners should be assessed in terms of both host and home
dimensions [18]. The difference of risk culture between foreign shareholders and Chinese shareholders
may have two impacts on IJVS.

The first impact is on the internal management process. In multicultural organizations,
communication costs are higher, making collaboration more difficult and worsening company
performance [7]. IJVS usually adopt joint review and collective decision-making in management,
which is quite different from the Chinese shareholders’ philosophy of highlighting the main person
in charge. China is a country with a larger power distance, less independence of subordinates and a
more vertical organizational structure, accustomed to “leader–follower” relationships [18,27,37], while
IJVS are generally composed of teams of shareholders from both sides, and their different cultural
backgrounds can cause conflicts that adversely affect performance.

The second scenario is the formation of value judgments. Dixit [51] found that market uncertainty
reduces a company’s willingness to change, such as entering or exiting the market. Foreign shareholders
may misunderstand the external factors in the Chinese market, such as policies or public opinions, while
their counterparts, rooted in the Chinese capital market have developed a common cultural philosophy
with the investors, companies, financial intermediaries, and regulators of the market. As mentioned in
the previous section, shareholders have different attitudes toward uncertainty avoidance. This cultural
difference results in foreign and Chinese shareholders adopting different value judgments when
weighing the risk returns of a specific project. Notably, this mechanism is different from “information
asymmetry,” even though the information environment is poorer than in developed markets [8], as
it is not because foreign shareholders cannot access some private information. Cultural differences
allow foreign shareholders to make different value judgments based on the same information as their
Chinese counterparts. In a more specific scenario, a general manager of an IJVS told us:

Shareholders on both sides had a dispute about whether they should contract the City
Development Bond (CDB), which is issued by local government financing vehicles. From
the view of foreign shareholders, they cannot accept such a government bond issued by a
company, and also this bond features a high risk because the company’s ability to repay
is highly uncertain. However, Chinese shareholders believe that such bonds are implicitly
guaranteed by local government and thus have large market opportunities.

It can be seen that the risk and return evaluation system between foreign and Chinese shareholders
is quite different, which results in IJVS losing some projects that are evaluated as high risk by foreign
shareholders but low risk by Chinese shareholders. This cognitive difference in management and
project judgment has a negative impact on the performance of IJVS. Therefore, we propose Hypothesis
2 and 3:

Hypothesis 2. In China’s capital market, securities companies with a stronger shareholder risk culture have
better performance.

Hypothesis 3. Cultural differences in risk worsen the performance of IJVS.
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3. Methodology and Data

3.1. Sample Selection

The sample data were taken from annual reports of securities companies published by the
Securities Association of China (SAC). Due to the incomplete financial information disclosure of some
securities companies, we finally managed to collect information on 109 firms, including their financial
statements, equities, places of registration, etc. The sample covered the period 2006 to 2016. We further
identified the ownership structure by the shareholders’ names and shareholding ratios disclosed in the
shareholder information.

We identified 14 firms with foreign investments among all of the securities companies. However,
Everbright Securities and the Bank of China International (China) Co., Ltd., cannot be counted as
IJVS, as their foreign shareholders are just shell companies that have registered overseas. In addition,
the foreign shareholders of Changjiang BNP Paribas Peregrine Securities and Daiwa SSC Securities
withdrew their investment, and the two companies ceased operation in January 2007 and September
2014, respectively. Therefore, we excluded these four securities companies, leaving 10 IJVS in the sample.

Moreover, we collected the securities companies’ negative reports from CNRDS database, such as
fraud or default. We also collected economic and market development data from the National Bureau
of Statistics for the headquarters location of each securities company.

3.2. Research Design

We employed the ordinary least squares (OLS) method to test the influence of the capital market
risk culture on IJVS performance. The model is shown in Equation (1), where i represents each
securities firm of the sample and t represents the year. The variables in this equation are defined in the
following sections.

Performanceit= α0+α1Cultureit+α2Controlit+α3Year + α4Location + ξit (1)

3.2.1. Measurement of Performance

The performance of a securities company can be measured in many ways. Return on assets
(ROA) [19,20] is the most common indicator used to measure company performance based on
accounting method. In addition, based on the economic assumptions of profit maximization and
cost minimization, we can also measure the performance of a company by estimating its efficiency.
By employing stochastic frontier analysis (SFA), we can calculate the gap between each observation and
the efficient frontier, and the results represent the technical efficiency of the securities company [21,22].

Accounting Performance

This paper first employed ROA to measure the performance of a securities company. Since the
revenue of China’s securities companies mainly comes from traditional brokerage and securities
underwriting businesses, the majority of their revenue comes from service charges and commissions.
Such intermediary businesses reflect not only the performance of a securities company, but also its
market recognition level.

Technical Efficiency

We employed SFA as an indicator of a securities company’s technical efficiency. The advantage of
this method is that non-efficiency terms and random disturbance terms can be distinguished.

Supposing a securities company’s production possibility frontier is y = f(z), its actual output is
yreal (yreal is often lower than y = f(z)). When a random disturbance term v is added to the model
and yreal is kept positive, a stochastic frontier of the firm’s production and operation is obtained, i.e.,



Sustainability 2020, 12, 2603 7 of 21

f(z) exp(v), which represents a production possibility frontier that takes into consideration random
disturbance factors. Here yreal can be represented by Equation (2):

yreal= [f(z) exp(v)]TE (2)

Suppose f(z)= α0kα1 lα2 , where k represents capital input and l represents labor input. Take the
logarithm of Equation (2), and then we can obtain the following model:

lny = α0+α1lnk + α2 lnl + vit − uit (3)

In Equation (3), lny represents the logarithm of a securities company’s output, which is proxy by
annual total profit. lnk and lnl represent the logarithms of its capital input and labor input, respectively.
We employed the total asset of securities company to measure its capital input and cost of goods sold
to measure labor input. Generally, we should have measured labor input by employees’ salaries,
however, the annual report does not disclose the employees’ salaries, therefore, in this paper, we used
the cost of goods sold to approximate salaries as the labor input. vit is the random disturbance term
and is assumed to follow a normal distribution in this paper, uit is a non-efficiency output term and is
assumed to follow a half-normal distribution. vit and uit are assumed to be independent of each other.

Then we obtained the firm’s technical efficiency by calculation, where uit = − lnTEit, and TE
represents technical efficiency. Therefore:

TEit= exp(−u it

)
(4)

3.2.2. Measurement of Capital Market Risk Culture

The risk culture reflects how people expect and emphasize risk [52]; as previously mentioned,
some scholars have shown that the intrinsic nature of risk is uncertainty [14–16]. We applied the
instrumental variable to measure the risk culture of capital markets. According to this idea and based
on the research of [23,24], we applied the model described by Equation (5) to measure the role of capital
market risk culture. The data we applied were from the World Bank Database.

SPVit refers to the general volatility of the capital market, measured by the stock price volatility
of country i in time t; GDPGrowthit refers to the gross domestic product (GDP) growth of country i in
time t; SMRit refers to the stock market returns; and SMCGit refers to the proportion of a country’s
stock market value in its GDP, to measure the development of its capital markets. In addition, the fixed
effects on country and time dimensions are controlled in the model. We first estimated Equation (5) for
the full sample of countries. This indicates the variance of the stock volatility on the capital market,
which is explained by the fundamental factors (i.e., GDP growth, stock market returns, stock market
contribution to GDP, etc.) of the country; while the recessive and unobserved factors are reflected in
the model’s residue ξit, and E(ξ it) = 0.

SPVit= α0 +α1GDPGrowthit+α2SMRit+α3SMCGit +α4Country + α5Year + ξit (5)

Thus, ξit reflects how much of the stock price volatility on the capital market of country i in time t
is explained by recessive factors that have not been observed, such as policy shock and the rationality
of participants. Its value, whether positive or negative, actually reflects how much the model fails to fit.
The impact from recessive factors in −100 is the same as +100, only the meaning is different. Therefore,
neither the mean nor the median reflects the country’s risk culture over time; only the fluctuations
of ξit reflect the risk culture. Non-regular or unexplained factors are not risky if they vary gently
from year-to-year, and the annual variation of residual factors describes the risk from policy change,
participants’ rationality, and so on. It is actually a risk that all financial participants should assume
when conducting business in a certain capital market. It best describes the risk culture faced by a
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securities firm in one country. Therefore, the value fluctuation brought by such recessive factors in the
capital market of a certain country is defined as capital market risk culture, described by Equation (6):

Culturei= S.D.(ξ it) (6)

Moreover, CultureDistanceij is the risk culture distance between countries i and j, defined as
Equation (7):

CultureDistanceij= S.D.(ξit) − S.D.
(
ξjt

)
(7)

3.2.3. Control Variables

Referring to previous studies [53–57] and from the perspective of securities companies,
performance is affected by asset, capital structure, ownership structure, reputation, and internal
governance. This paper applies total asset (BrokerSize) and debt to asset ratio (BrokerLeverage) to
measure the firm’s size and capital structure, employing the investment proportion of its top five
shareholders (Top5Ownership) to measure ownership structure. In addition, this paper applies the
date of establishment to approximate the reputation of securities companies (BrokerAge).

From the perspective of the external environment, a securities company’s performance is
influenced by regulations, government relations, media and public opinions, and local economic
conditions. This paper applies the shareholding ratio of the local government (LocalGovOwn) to
measure the company’s relationship with the government, employs negative news coverage frequency
(BrokerScandal) to measure the potential influence of the media and public opinions, and utilizes
local GDP growth (ProvincialGDP) and the marketization index [58] of each Chinese province to
comprehensively measure the economic and market conditions faced by securities companies.

The details and sources of all of the above factors are shown in Table 1.

Table 1. Variable definitions.

Type Variable Definition

Dependent Variable
ROA Return on asset ratio, defined as net income divided by book

value of the total asset, measured at the end of fiscal year;

TE Technical efficiency, the degree which deviates from the optimal
output boundary calculated by SFA model;

Independent Variable

Culture

Risk culture of the capital market, measured as the standard
deviation of unobserved implicit factors which may have an effect
on the equity market volatility in a country’s capital market in a

certain year;

CultureDistance
The distance of the risk cultures of capital market, defined as the

difference between the two countries’ risk culture of the
capital market;

JointVenture An indicator variable that equals 1 if a securities company has
foreign shareholders and 0 otherwise;

CultureDistanceH

An indicator variable that equals 1 if the risk culture of the capital
market between the foreign shareholders of a joint-venture

securities company is above the median among all firms, and
0 otherwise;
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Table 1. Cont.

Type Variable Definition

Control Variable

BrokerSize Natural logarithm of an asset measured at the end of the
fiscal year;

BrokerLeverage Leverage ratio, defined as the book value of debt divided by book
value of total assets measured at the end of fiscal year;

BrokerAge Firm age, measured as the number of years it has been registered;

Top5Ownership The proportion of company shares held by the top five
shareholders of a securities company;

LocalGovOwn The proportion of company shares held by local government;

BrokerScandal Natural logarithm of the media’s negative news reports on a
securities company since its establishment;

ProvincialGDP The GDP growth of the securities company’s location in a
given year;

MarketIndex Index for the market orientation of the economy [58], where a
higher value indicates a more market-oriented regional economy;

Governance An indicator variable that equals 1 if the manager of IJVS has the
management experience in China, others as 0;

Group An indicator variable that equals 1 if a securities company
operates in the year after 2012, and 0 otherwise;

GeoDistance The distance between two countries from the CEPII database.

4. Results

4.1. Summary Statistics

Table 2 shows the summary statistics of major variables grouped by Chinese securities companies
and IJVS. It is shown from the results that the two subsamples do have significant differences in some
basic characteristics. For example, the average operating performance and technical efficiency of
Chinese securities companies are significantly higher compared to IJVS. In terms of Table 2, the average
asset of Chinese securities companies is 16.28, while the asset of IJVS is only 14.53. The average debt to
asset ratio of Chinese securities companies is about 70%, while that of IJVS is less than 35%. In addition,
compared with IJVS, all Chinese securities companies were established earlier and have closer relations
with the government.

Table 2. Summary statistics.

Variables
Chinese IJVS Diff

N Mean Std.Err N Mean Std.Err Mean

ROA 961 0.030 0.030 84 0.013 0.044 0.017 ***
TE 961 0.845 0.103 84 0.584 0.084 0.261 ***

BrokerSize 961 16.278 1.444 84 14.531 1.304 1.747 ***
BrokerLeverage 961 0.706 0.155 84 0.329 0.287 0.377 ***

BrokerAge 961 13.266 6.722 84 6.262 5.156 7.004 ***
Top5Ownership 961 0.699 0.338 84 0.882 0.296 −0.183 ***
LocalGovOwn 961 0.452 0.344 84 0.329 0.314 0.122
BrokerScandal 961 0.202 0.338 84 0.191 0.296 0.011
ProvincialGDP 961 9.842 0.915 84 9.863 0.455 −0.021 ***
MarketIndex 961 7.246 1.747 84 8.544 0.861 −1.298 ***

Note: This table reports summary statistics a by the type of securities company. *** indicates statistical significance
at the 1% level. All variables are defined in the Table 1.

We analyzed the securities companies’ ROA and technology efficiency by regression to test if
international joint ventures have a significant impact on the performance of these firms after controlling
all possible relevant factors. The regression also controlled the year fixed effect and the location fixed
effect. The results are shown in Table 3. We found that the JointVenture negatively impinges on ROA
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and technical efficiency at the 1% significance level in column (1) and (4), indicating that IJVS have
significantly lower return on assets and technical efficiency.

Table 3. Joint-venture and securities companies’ performance.

Variables
(1) (2) (3) (4)

ROA ROA TE TE

JointVenture −0.013 *** −0.000 −0.251 *** −0.138 ***
(0.004) (0.007) (0.033) (0.044)

BrokerSize 0.004 ** 0.051 ***
(0.002) (0.007)

BrokerLeverage −0.012 −0.003
(0.011) (0.059)

BrokerAge 0.002 *** −0.001
(0.001) (0.003)

BrokerAge2 −0.000 *** 0.000
(0.000) (0.000)

BrokerScandal 0.003 −0.015 *
(0.003) (0.009)

LocalGovOwn 0.002 0.018
(0.003) (0.021)

Top5Ownership −0.000 0.020
(0.005) (0.022)

ProvincialGDP 0.004 * 0.024
(0.002) (0.015)

MarketIndex −0.003 ** −0.023 **
(0.001) (0.009)

Year Fixed Effect Included Included Included Included
Location Fixed Effect Included Included Included Included

Constant 0.024 *** −0.049 * 0.797 *** −0.000
(0.007) (0.029) (0.048) (0.153)

N 1073 1044 1082 1045
Adjusted R2 0.291 0.332 0.440 0.559

Note: This table reports the results of regression on ROA and technical efficiency of 109 securities companies by
OLS method. The dependent variable ROA, is measured as net income divided by book value of the total asset.
The dependent variable TE, is measured as the degree which deviates from the optimal output boundary calculated
by SFA model. The key independent variable JointVenture equals 1 if a securities firm has foreign shareholders
and 0 otherwise. Definitions of other variables are provided in Table 1. Robust standard errors are displayed in
parentheses. *, ** and *** indicate statistical significance at the 10%, 5%, and 1% levels, respectively.

According to the univariate test and regression results, IJVS have poorer performance than Chinese
securities companies, which may result from an imbalance in the ownership structure brought by a
disproportion between the equities and control power within the firm. It has been explicitly restricted
by law that, at the initial stage of IJVS, the proportion of shares held by foreign shareholders should
not exceed one-third, and this proportion can be increased to 49% after three years. Following this
rule, in recent years, foreign shareholders in IJVS have actively increased their investment proportion
to strive for greater control and profitability. This imbalance in ownership structure should be
gradually improved. However, from the perspective of the time dimension and performance trends,
the disadvantage of IJVS still exists, indicating that there are other implicit factors destabilizing the
performance of IJVS in the Chinese capital market.

4.2. Difference in Capital Market Risk Culture

Table 4 lists the distribution of ξit in the time dimension. In panel A, we employed a large sample
for all available countries, taking 2008 as an example, and among the 81 sample countries, the minimum
and maximum values of ξit are −243.412 and 126.650, and the standard error is 39.455.
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Table 4. Capital market risk culture in time dimension.

Panel A: Distribution in time

Year No. of Countries Median Min Max Std.Err

2008 81 −2.614 −243.412 126.650 39.455
2009 81 −3.196 −197.838 98.241 30.412
2010 84 1.283 −141.894 22.279 19.613
2011 86 −8.773 −75.080 823.834 90.586
2012 86 5.287 −240.689 49.209 30.171
2013 60 4.223 −40.235 43.037 15.361
2014 59 0.634 −48.606 161.041 26.301
2015 52 −3.849 −45.442 294.722 42.980
2016 52 1.690 −38.346 26.938 12.607

Panel B: Cross-sectional distribution

Year China US Switzerland France UK Germany

2008 −132.68 81.86 47.25 29.73 −11.52 126.66
2009 36.08 41.42 −2.12 −7.20 38.48 26.23
2010 −17.89 21.94 9.90 3.72 0.39 0.83
2011 −75.08 33.29 −9.05 −3.76 −16.05 −5.23
2012 −90.41 −9.60 −9.86 3.53 −11.30 −9.86
2013 −30.36 −40.24 −12.36 −11.42 −31.24
2014 3.02 −47.27 −16.19 −14.61 −41.12
2015 294.72 −45.44 −6.63 −27.93
2016 12.60 −35.97 −0.95 −38.35

Panel C: Summary statistics

Country Min Max Culturei = S.D. (ξit) CultureDistanceij

China −132.68 294.72 122.98 0
US −47.27 81.86 44.35 78.63

Switzerland −16.19 47.25 18.70 104.28
France −14.61 29.73 14.83 108.15

UK −16.05 38.48 22.35 100.63
Germany −41.12 126.66 52.17 70.81

Note: This table reports the distributions of residual ξit. Panel A reports distribution of residual in time dimension.
Panel B reports distribution of residual in cross-sectional dimension. Panel C reports capital market risk culture and
cultural distance between investment origination country and China. Definitions of other variables are provided
in Table 1.

Panels B and C report countries that make investments in Chinese securities firms; that is,
the countries we investigated in the following part. According to the shareholders’ home country, panel
B lists the distribution of ξit in China, the United States, Switzerland, France, Britain, and Germany at
different times, which shows a huge difference.

We calculated the capital market risk culture in panel C. The value of China’s risk culture is
122.98; in the same way, the United States is 44.35, Switzerland is 18.70, France is 14.83, Britain is 22.35,
and Germany is 5.17. The volatility of residuals shows that China has the strongest risk culture among
all of these countries. This conclusion indicates that Chinese capital market participants have higher
uncertainty acceptability or risk tolerance, which supports H1.

Column 4 of panel C calculates the gap between other countries and China in the value of risk
culture, to show how much risk culture difference foreign shareholders experience in China’s capital
market. Judging from the values of CultureDistanceij, the difference in risk culture between China
and the United States and that between China and Germany are relatively small, while that between
China and Switzerland, France, and Britain is larger. As a result, when foreign shareholders of IJVS
come from the United States or Germany, they will face smaller risk culture differences in China’s
capital market, but if the shareholders are from Britain, France, or Switzerland, the cultural impact will
be greater.
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4.3. Influences of Capital Market Risk Culture on the Performance of Securities Companies

This paper examined the impact of risk culture on securities companies’ performance in the
following analysis. We approximated the company’s risk culture by the nature of its shareholders.
For Chinese securities firms, a company is effectively controlled by its Chinese parent company.
Since the investment judgments and behaviors of these shareholders are formed in China’s capital
market, we believe their risk culture is the Chinese risk culture (i.e., Culture = 122.98). For IJVS, foreign
shareholders actually control the company and the form of risk culture is rooted in the capital market
of the home country. Therefore, this paper assigned the value of IJVS risk culture by the risk culture of
the foreign shareholders’ home country.

Table 5 shows that the higher the value of risk culture, the higher the return on assets (ROA) and
technical efficiency of the securities firm, which supports H2. BrokerSize has a significant positive
impact on firm performance, and this finding is consistent with previous research [55]. Additionally,
we found that market index has a significantly negative impact on firm performance. This result
is different from some previous research [57,59]. One possible explanation is that most IJVS are
located in cities with good market conditions, for example, Shanghai and Shenzhen. Another possible
reason is that the securities companies are supported by local governments in cities with poor market
conditions, which may promote the efficiency of these companies. Moreover, the relation between
ROA and leverage is significantly negative, consistent with [56], and the relation between firm’s age
and performance is also consistent with previous research [60].

Table 5. Risk culture of capital market and securities companies’ performance.

Variables
(1) (2)

ROA TE

Culture 0.002 *** 0.082 ***
(0.001) (0.029)

BrokerSize 0.005 *** 0.050 ***
(0.001) (0.008)

BrokerLeverage −0.018 ** −0.027
(0.009) (0.051)

BrokerAge 0.002 *** 0.000
(0.001) (0.003)

BrokerAge2 −0.000 *** 0.000
(0.000) (0.000)

BrokerScandal 0.001 −0.013
(0.002) (0.009)

LocalGovOwn 0.004 0.031
(0.003) (0.020)

Top5Ownership −0.002 0.002
(0.003) (0.018)

ProvincialGDP 0.003 * 0.025 *
(0.002) (0.015)

MarketIndex −0.002 ** −0.023 ***
(0.001) (0.008)

Year Fixed Effect Included Included
Location Fixed Effect Included Included

Constant −0.061 *** −0.383 ***
(0.018) (0.139)

N 1026 1027
Adjusted R2 0.360 0.551

Note: This table reports OLS regression estimates of risk culture on ROA and technical efficiency of 109 securities
companies. The dependent variable ROA, is measured as net income divided by book value of the total asset.
The dependent variable TE, is measured as the degree which deviates from the optimal output boundary calculated
by SFA model. The key independent variable Culture, measured as the standard deviation of unobserved implicit
factors which may have an effect on the equity market volatility in a country’s capital market in a certain year.
Definitions of other variables are provided in Table 1. Robust standard errors clustered by firm are displayed in
parentheses. *, ** and *** indicate statistical significance at the 10%, 5%, and 1% levels, respectively.
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4.4. Influences of Cultural Distance on the Performance of Securities Companies

To further test the business disadvantage of risk culture differences, we took IJVS as a sample to
estimate their performance related to the risk culture distance between the Chinese capital market and
foreign shareholders.

As shown in Table 4, IJVS with foreign shareholders from the United States or Germany (including
China International Capital Corporation Limited, Citi Orient Securities Co., Ltd., Goldman Sachs
Gao Hua Securities Co., Ltd., J.P. Morgan First Capital Securities Co., Ltd., Morgan Stanley Huaxin
Securities Co., Ltd., and Zhong De Securities Co., Ltd.) face smaller risk culture differences compared to
the Chinese capital market, with the difference value staying at 70.81 and 78.68, respectively. However,
those with foreign shareholders from Britain, France, or Switzerland (including Hua Ying Securities
Co., Ltd., CEFC Shanghai Securities Co., Ltd., UBS Securities Co., Ltd. and Credit Suisse Founder
Securities Limited) face larger risk culture differences compared to the Chinese capital market, with the
difference value staying at 108.15, 104.28, and 100.63, respectively.

After adding control variables and the risk culture distance of securities companies, the regression
results based on 10 IJVS, 76 “sample-year” observations were formed, as shown in Table 6. This analysis
also controlled the governance imbalance factor, which features a mismatch between shareholding and
control that may affect the business performance of an IJVS. The result shows that the coefficient of
CultureDistance is significantly negative, indicating that the larger the gap in risk culture, the lower
the return on assets and technical efficiency of IJVS, which supports H3.

Table 6. Culture distance and securities companies’ performance.

Variables
(1) (2)

ROA TE

CultureDistance −0.033 ** −0.082 ***
(0.017) (0.039)

Governance 0.001 −0.003
(0.001) (0.005)

BrokerSize 0.014 0.050
(0.013) (0.050)

BrokerLeverage 0.023 −0.133
(0.029) (0.092)

BrokerAge 0.006 −0.003
(0.003) (0.011)

BrokerAge2 −0.001 ** −0.000
(0.000) (0.000)

BrokerScandal 0.043 0.007
(0.031) (0.047)

LocalGovOwn 0.063 * −0.001
(0.033) (0.047)

Top5Ownership 0.023 * −0.002
(0.010) (0.019)

ProvincialGDP −0.664 −1.326
(0.378) (0.807)

MarketIndex 0.013 −0.074 *
(0.035) (0.036)

Year Fixed Effect Included Included
Location Fixed Effect Included Included

Constant 6.463 14.193
(3.562) (7.780)

N 76 76
Adjusted R2 0.499 0.460

Note: This table reports OLS regression estimates of cultural distance on ROA and technical efficiency of 10 IJVS.
The dependent variable ROA, is measured as net income divided by book value of the total asset. The dependent
variable TE, is measured as the degree which deviates from the optimal output boundary calculated by SFA model.
The key independent variable CultureDistance, measured as the difference between the two countries’ risk culture.
Definitions of other variables are provided in Table 1. Robust standard errors clustered by firm are displayed in
parentheses. *, ** and *** indicate statistical significance at the 10%, 5%, and 1% levels, respectively.
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4.5. Cross-Sectional Test

If the risk culture difference leads IJVS to different judgments of risk vs. return on specific projects,
and therefore brings disadvantages, then their performance may even worsen when they expand the
business scope.

The test in this part aimed to discuss if the impact of a larger risk culture distance varies when
IJVS have more diversified business. For securities companies, licenses are a prerequisite for business,
and scholars found that some important resources such as licenses are preferentially accessible to
state-owned enterprises in many emerging markets [8]. Before 2012, most IJVS only had investment
banking licenses, which restricted their business scope. From 2012, the China Securities Regulatory
Commission gradually broadened the business scope of IJVS and allowed them to obtain all financial
business licenses, such as trust business, futures business, or insurance business. Following the policy
changes, this paper set 2012 as the boundary and divided the samples into two groups, before 2012
(Group = 0) and after 2012 (Group = 1). We added an interaction term in the new regression, obtained
by multiplying the culture distance term (CultureDistance) with the group term (Group). The result,
shown in Table 7, shows the performance of IJVS improving after 2012, but the interaction term is
negative. This means that the negative impact of risk culture distance on performance gets stronger
after IJVS have access to more diversified businesses.

Table 7. A cross-sectional test on the culture distance and performance of securities companies.

Variables
(1) (2)

ROA TE

CultureDistance −0.015 −0.021
(0.027) (0.063)

Group 0.385 ** 0.790 **
(0.141) (0.299)

CultureDistance×Group −0.025 * −0.083 **
(0.014) (0.041)

Governance 0.002 −0.000
(0.003) (0.001)

BrokerSize 0.016 0.052
(0.013) (0.049)

BrokerLeverage 0.023 −0.131
(0.032) (0.094)

BrokerAge 0.006 −0.003
(0.004) (0.009)

BrokerAge2 −0.001 ** −0.000
(0.000) (0.000)

BrokerScandal 0.037 −0.015
(0.032) (0.049)

LocalGovOwn 0.057 −0.028
(0.034) (0.060)

Top5Ownership 0.024 ** 0.011
(0.011) (0.021)

ProvincialGDP −0.667 * −1.309 *
(0.356) (0.657)

MarketIndex 0.013 −0.072 *
(0.037) (0.039)

Year Fixed Effect Included Included
Location Fixed Effect Included Included

Constant 6.093 * 13.199 *
(3.154) (5.917)

N 76 76
Adjusted R2 0.509 0.503

Note: This table reports OLS regression estimates of cultural distance on ROA and technical efficiency of 10 IJVS,
and the mediating effect of business scope. The dependent variable ROA, is measured as net income divided
by book value of the total asset. The dependent variable TE, is measured as the degree which deviates from the
optimal output boundary calculated by SFA model. The key independent variable CultureDistance, measured
as the difference between the two countries’ risk culture of capital market. Group equals 1 when a securities
company operates in the year after 2012, and 0 otherwise. Definitions of other variables are provided in Table 1.
Robust standard errors clustered by firm are displayed in parentheses. * and ** indicate statistical significance at the
10%, 5%, and 1% levels, respectively.
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4.6. Robustness Tests

4.6.1. Alternative Measurement of Capital Market Risk Culture

We applied the alternative measurement of capital market risk culture to test if our conclusions
are robust. We used a dummy variable (CultureDistanceH) to measure the risk culture distance in
our regression. The value was set as 1 when the risk culture difference of foreign shareholders to
Chinese shareholders was bigger than the sample median, otherwise 0. After adding control variables,
the regression results based on 10 IJVS, 76 “securities-year” observations were formed, as shown
in Table 8.

Table 8. A robustness test on the culture distance and performance of IJVS.

Variables
(1) (2)

ROA TE

CultureDistanceH −0.029 ** −0.070 **
(0.010) (0.029)

Governance 0.000 −0.001
(0.001) (0.005)

BrokerSize 0.014 0.050
(0.013) (0.049)

BrokerLeverage 0.022 −0.132
(0.029) (0.092)

BrokerAge 0.006 −0.003
(0.003) (0.011)

BrokerAge2 −0.001 ** −0.000
(0.000) (0.000)

BrokerScandal 0.044 0.005
(0.030) (0.046)

LocalGovOwn 0.063 * −0.002
(0.033) (0.047)

Top5Ownership 0.022 * 0.000
(0.010) (0.021)

ProvincialGDP −0.665 −1.322
(0.374) (0.801)

MarketIndex 0.013 −0.074 *
(0.036) (0.037)

Year Fixed Effect Included Included
Location Fixed Effect Included Included

Constant 6.441 * 14.062
(3.511) (7.694)

N 76 76
Adjusted R2 0.501 0.463

Note: This table reports OLS regression estimates of cultural distance on ROA and technical efficiency of 10 IJVS,
and the mediating effect of business scope. The dependent variable ROA, is measured as net income divided by
book value of the total asset. The dependent variable TE, is measured as the degree which deviates from the optimal
output boundary calculated by SFA model. The key independent variable CultureDistanceH, equals 1 if the risk
culture of capital market between the foreign shareholders of a joint-venture securities company is above the median
among all firms, and 0 otherwise. Definitions of other variables are provided in Table 1. Robust standard errors
clustered by firm are displayed in parentheses. * and ** indicate statistical significance at the 10%, 5%, and 1%
levels, respectively.

The results for ROA in column 1 show that the coefficient of CultureDistanceH is negative and
significant at the 5% level, suggesting that IJVS with a larger difference in risk culture from China have
2.9% lower ROA on average than those with a smaller difference. The regression results of technical
efficiency in column 2 show that the coefficient of CultureDistanceH is negative and significant at the
5% level, suggesting that IJVS with a larger difference of risk culture from China have 0.07 lower TE on
average than those with a smaller difference.
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The above results further prove our hypothesis that the risk culture distance between foreign
shareholders and the Chinese capital market has a significant impact on the performance of IJVS.
The larger the cultural gap, the greater the impact on performance.

4.6.2. Test Based on Matched Samples

The analysis based on the full sample suggests that the risk culture has an impact on the
performance of securities companies. However, a potential problem is that securities companies of
different sizes may be various in their business structure and strategic goals. Taking IJVS as an example,
their foreign shareholders are mostly well-funded and, internationally competitive investment banks
are looking to become market leaders when entering the Chinese market. Such a strategic goal is
largely different from small- or medium-sized local securities companies. Therefore, it is not persuasive
enough to directly compare the performance between IJVS and local small or medium companies in
the analysis.

To solve this problem, we matched IJVS with Chinese securities companies according to the
date of establishment, place of headquarters, and asset, selecting 20 comparable Chinese securities
companies to match the 10 IJVS, generating almost 290 “firm-year” observations from 30 securities
companies. We analyzed the ROA and TE of these firms by OLS regression, and the results are shown
in Table 9. The results suggest that in the matched sample, the risk culture still has a significant positive
influence on ROA and technological efficiency, i.e., securities companies with a stronger risk culture
have better performance.

Table 9. Matched samples of the risk culture and performance of securities companies.

Variables
(1) (2)

ROA TE

Culture 0.002 ** 0.108 **
(0.001) (0.041)

BrokerSize 0.002 0.040 **
(0.002) (0.019)

BrokerLeverage −0.004 −0.086
(0.013) (0.085)

BrokerAge 0.004 ** 0.007
(0.002) (0.008)

BrokerAge2 −0.000 *** −0.000
(0.000) (0.000)

BrokerScandal 0.006 0.010
(0.006) (0.024)

LocalGovOwn 0.001 0.040
(0.008) (0.040)

Top5Ownership −0.016 * −0.022
(0.008) (0.041)

ProvincialGDP 0.010 ** 0.055
(0.004) (0.038)

MarketIndex −0.002 −0.019
(0.008) (0.057)

Year Fixed Effect Included Included
Location Fixed Effect Included Included

Constant −0.095 −0.628
(0.067) (0.425)

N 286 287
Adjusted R2 0.245 0.634

Note: This table reports OLS regression estimates the impact of risk culture on company performance of 10 IJVS and
20 comparable securities companies. The dependent variable ROA, is measured as net income divided by book value
of the total asset. The dependent variable TE, is measured as the degree which deviates from the optimal output
boundary calculated by SFA model. The key independent variable Culture, measured as the standard deviation of
unobserved implicit factors which may have an effect on the equity market volatility in a country’s capital market in
a certain year. Definitions of other variables are provided in Table 1. Robust standard errors clustered by firm are
displayed in parentheses. *, ** and *** indicate statistical significance at the 10%, 5%, and 1% levels, respectively.
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4.6.3. Test Using Instrumental Variables

Endogeneity is a common challenge seen in finance and economics literature. This paper tried to
reduce this concern by including as many control variables as possible, introducing fixed effects to deal
with the situation in which some other variable affects culture and performance simultaneously [61],
and employed the propensity score matching (PSM) method.

However, it is worth noting that we can hardly interpret that the performance of IJVS causes
cultural distance between two countries, while the interpretation reasonably holds in another direction.
By no means do we aim to prove that cultural factors are the only cause of inferior performance of IJVS.
Instead, we want to provide evidence that it is one of the main drivers.

To mitigate residual endogeneity, we employed an instrumental variable approach [61].
The instrument we used was geographic distance. While geographic distance is a key driver of
cultural distance [62], no direct evidence shows that it influences firm performance. We obtained the
geographic distance data between two countries (GeoDistance) from the CEPII database. Then, we
re-estimated the regression to test the relation between cultural distance and the performance of IJVS.
The results are shown in Table 10, which indicates that the results are consistent with the analysis above.

Table 10. Geographic distance and performance of securities companies.

Variables
(1) (2)

ROA TE

GeoDistance −0.001 ** −0.002 **
(0.000) (0.001)

Governance 0.000 −0.001
(0.001) (0.002)

BrokerSize 0.016 0.052 **
(0.012) (0.025)

BrokerLeverage 0.026 −0.122 *
(0.033) (0.068)

BrokerAge 0.005 −0.005
(0.003) (0.007)

BrokerAge2 −0.001 *** −0.000
(0.000) (0.000)

BrokerScandal 0.047 *** 0.004
(0.015) (0.031)

LocalGovOwn 0.063 ** −0.012
(0.026) (0.054)

Top5Ownership 0.020 −0.029
(0.020) (0.041)

ProvincialGDP −0.612 *** −1.054 **
(0.219) (0.454)

MarketIndex 0.004 −0.102 *
(0.025) (0.052)

Year Fixed Effect Included Included
Location Fixed Effect Included Included

Constant 5.857*** 11.349**
(2.079) (4.306)

N 76 76
Adjusted R2 0.486 0.439

Note: This table reports IV regression estimates the impact of risk culture on company performance of 10 IJVS
securities companies. The dependent variable ROA, is measured as net income divided by book value of the
total asset. The dependent variable TE, is measured as the degree which deviates from the optimal output
boundary calculated by SFA model. The instrumental variable GeoDistance, measured as the distance between two
countries from the CEPII database. Definitions of other variables are provided in Table 1. Robust standard errors
clustered by firm are displayed in parentheses. *, ** and *** indicate statistical significance at the 10%, 5%, and 1%
levels, respectively.
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Moreover, there still exist some endogeneity problems; for example, chief executive officer (CEO)
characteristics including executive compensation and CEO delta [63,64]. In addition, the limitation of
our sample is that the vast majority are non-listed companies; therefore, all data needed to be collected
manually, and only a few companies had disclosed data related to their CEOs. Although this is a
limitation of this paper, it also provides a new direction for solving the endogeneity problem.

5. Conclusions

This paper studied the influence of capital market risk culture and cultural distance on the
performance of IJVS. Based on securities companies’ data from 2006 to 2016 published by the Securities
Association of China (SAC), we first found that the risk culture of the Chinese capital market is stronger
than that in developed countries. Second, we found that in the Chinese capital market, the securities
companies with a stronger risk culture can achieve better performance. Third, we found that the
larger the risk culture distance, the greater the negative impact on the performance of IJVS. Moreover,
in a cross-sectional test, we found that the negative impact of risk culture distance on performance is
greater when IJVS expand their business territory.

Considering that our database covered many small Chinese securities companies that have great
differences from IJVS, which may cause bias in our conclusion, we further selected 20 comparable
Chinese securities companies to pair with the 10 IJVS according to the date of establishment, place of
headquarters, and asset. The analysis based on a matched sample found that IJVS still have significantly
poorer performance and technical efficiency compared with Chinese securities companies. The analysis
that employed geographical distance as an instrumental variable still proved that cultural distance
impedes IJVS performance.

This paper provides new evidence for the factors that may influence the performance of financial
institutions in emerging capital markets. It was found that risk culture plays a vital role in the
development of international financial institutions and FDI. These findings can help managers of
multinational companies to pay more attention to the role of culture in transnational business.
Some measures need to be implemented at various levels to promote sustainable FDI (e.g., learning
the cultures of other countries, holding regular consultative meetings between both sides, offering
joint staff training, etc.), and thus may help more enterprises to achieve sustainable competitiveness in
transnational business.

There are also some limitations of our research. First, the small sample size is not ideal and
does not cover the most recent years. This is because our data were manually collected, which was a
labor-intensive process, and another reason is that some IJVS went bankrupt or left the Chinese market
after 2016. Second, we applied SFA to calculate firm efficiency and ROA for company performance,
and the conclusion could be more robust if we introduced other indicators, for example, economic
value added (EVA) and alpha for firm performance [65,66]. Finally, there still remain other factors that
may influence the sustainability of companies. Li et al. [66] emphasized the importance of corporate
social responsibility in performance; we may manually collect data in the future to verify whether it
also works for the sustainability of securities companies.
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3. Kurowska-Pysz, J.; Szczepańska-Woszczyna, K. The Analysis of the Determinants of Sustainable Cross-Border
Cooperation and Recommendations on Its Harmonization. Sustainability 2017, 9, 2226. [CrossRef]

4. Lee, S.H.; Shenkar, O.; Li, J. Cultural Distance, Investment Flow, and Control in Cross-Border Cooperation.
Strateg. Manag. J. 2008, 29, 1117–1125. [CrossRef]

5. Beugelsdijk, S.; Kostova, T.; Kunst, V.E.; Spadafora, E.; van Essen, M. Cultural Distance and Firm
Internationalization: A Meta-Analytical Review and Theoretical Implications. J. Manag. 2018, 44, 89–130.
[CrossRef]

6. Koch, P.T.; Koch, B.; Menon, T.; Shenkar, O. Cultural Friction in Leadership Beliefs and Foreign-Invested
Enterprise Survival. J. Int. Bus. Stud. 2016, 47, 453–470. [CrossRef]

7. Frijns, B.; Dodd, O.; Cimerova, H. The Impact of Cultural Diversity in Corporate Boards on Firm Performance.
J. Corp. Financ. 2016, 41, 521–541. [CrossRef]

8. Shirodkar, V.; Konara, P. Institutional Distance and Foreign Subsidiary Performance in Emerging Markets:
Moderating Effects of Ownership Strategy and Host-Country Experience. Manag. Int. Rev. 2017, 57, 179–207.
[CrossRef]

9. Pothukuchi, V.; Damanpour, F.; Choi, J.; Chen, C.C.; Park, S.H. National and Organizational Culture
Differences and International Joint Venture Performance. J. Int. Bus. Stud. 2002, 33, 243–265. [CrossRef]

10. Pacelli, J. Corporate Culture and Analyst Catering. J. Account. Econ. 2019, 67, 120–143. [CrossRef]
11. Hofstede, G. The Cultural Relativity of Organizational Practices and Theories. J. Int. Bus. Stud. 1983, 14,

75–89. [CrossRef]
12. Eun, C.S.; Wang, L.; Xiao, S.C. Culture and R2. J. Financ. Econ. 2015, 115, 283–303. [CrossRef]
13. Hofstede, G. National Cultures in Four Dimensions: A Research-Based Theory of Cultural Differences among

Nations. Int. Stud. Manag. Organ. 1983, 13, 46–74. [CrossRef]
14. Dewett, T. Linking Intrinsic Motivation, Risk Taking, and Employee Creativity in an R&D Environment.

R&D Manag. 2007, 37, 197–208.
15. Klinke, A.; Renn, O. Adaptive and Integrative Governance on Risk and Uncertainty. J. Risk Res. 2012, 15,

273–292. [CrossRef]
16. LeRoy, S.F.; Singell, L.D. Knight on Risk and Uncertainty. J. Polit. Econ. 1987, 95, 394–406. [CrossRef]
17. Shiue, C.H.; Keller, W. Markets in China and Europe on the Eve of the Industrial Revolution. Am. Econ. Rev.

2007, 97, 1189–1216. [CrossRef]
18. Elia, S.; Petruzzelli, A.M.; Piscitello, L. The Impact of Cultural Diversity on Innovation Performance of MNC

Subsidiaries in Strategic Alliances. J. Bus. Res. 2019, 98, 204–213. [CrossRef]
19. Hughes, J.P.; Mester, L. Measuring the Performance of Banks: Theory, Practice, Evidence, and Some Policy

Implications. Available online: https://ssrn.com/abstract=2306003 (accessed on 5 January 2013).
20. Mersland, R.; Strøm, R.Ø. Performance and Governance in Microfinance Institutions. J. Bank. Financ. 2009,

33, 662–669. [CrossRef]
21. Bauer, P.W.; Berger, A.N.; Ferrier, G.D.; Humphrey, D.B. Consistency Conditions for Regulatory Analysis

of Financial Institutions: A Comparison of Frontier Efficiency Methods. J. Econ. Bus. 1998, 50, 85–114.
[CrossRef]

22. Yildirim, H.S.; Philippatos, G.C. Efficiency of Banks: Recent Evidence from the Transition Economies of
Europe, 1993–2000. Eur. J. Financ. 2007, 13, 123–143. [CrossRef]

23. Eckel, S.; Löffler, G.; Maurer, A.; Schmidt, V. Measuring the Effects of Geographical Distance on Stock Market
Correlation. J. Empir. Financ. 2011, 18, 237–247. [CrossRef]

24. Leite, A.L.; Pinto, A.C.; Klotzle, M.C. Effects of Idiosyncratic Volatility in Asset Pricing. Rev. Contab. Finanç.
2016, 27, 98–112. [CrossRef]

25. Berger, A.N.; Humphrey, D.B. Efficiency of Financial Institutions: International Survey and Directions for
Future Research. Eur. J. Oper. Res. 1997, 98, 175–212. [CrossRef]

http://dx.doi.org/10.3390/su10093253
http://dx.doi.org/10.3390/su9030360
http://dx.doi.org/10.3390/su9122226
http://dx.doi.org/10.1002/smj.685
http://dx.doi.org/10.1177/0149206317729027
http://dx.doi.org/10.1057/jibs.2016.16
http://dx.doi.org/10.1016/j.jcorpfin.2016.07.014
http://dx.doi.org/10.1007/s11575-016-0301-z
http://dx.doi.org/10.1057/palgrave.jibs.8491015
http://dx.doi.org/10.1016/j.jacceco.2018.08.017
http://dx.doi.org/10.1057/palgrave.jibs.8490867
http://dx.doi.org/10.1016/j.jfineco.2014.09.003
http://dx.doi.org/10.1080/00208825.1983.11656358
http://dx.doi.org/10.1080/13669877.2011.636838
http://dx.doi.org/10.1086/261461
http://dx.doi.org/10.1257/aer.97.4.1189
http://dx.doi.org/10.1016/j.jbusres.2019.01.062
https://ssrn.com/abstract=2306003
http://dx.doi.org/10.1016/j.jbankfin.2008.11.009
http://dx.doi.org/10.1016/S0148-6195(97)00072-6
http://dx.doi.org/10.1080/13518470600763687
http://dx.doi.org/10.1016/j.jempfin.2010.12.001
http://dx.doi.org/10.1590/1808-057x201501940
http://dx.doi.org/10.1016/S0377-2217(96)00342-6


Sustainability 2020, 12, 2603 20 of 21

26. Boubakri, N.; Saffar, W. Culture and Externally Financed Firm Growth. J. Corp. Financ. 2016, 41, 502–520.
[CrossRef]

27. Goraieb, M.R.; Reinert, M.; Verdu, F.C. Cultural Influences on Foreign Direct Investment. Rev. Int. Bus. 2019,
14, 128–144. [CrossRef]

28. Guiso, L.; Sapienza, P.; Zingales, L. Does Culture Affect Economic Outcomes? J. Econ. Perspect. 2006, 20,
23–48. [CrossRef]

29. North, D. Institutions, Institutional Change and Economic Performance; Cambridge University Press: Cambridge,
UK, 1990; pp. 36–37.

30. Allen, F.; Santomero, A.M. The Theory of Financial Intermediation. J. Bank. Financ. 1997, 21, 1461–1485.
[CrossRef]

31. Allen, F.; Santomero, A.M. What do Financial Intermediaries Do? J. Bank. Financ. 2001, 25, 271–294.
[CrossRef]

32. Zeng, F.; Huang, W.C.; Hueng, J. On Chinese Government’s Stock Market Rescue Efforts in 2015. Mod. Econ.
2016, 7, 411–418. [CrossRef]

33. Huang, Y.; Miao, J.; Wang, P. Saving China’s Stock Market? IMF Econ. Rev. 2019, 67, 349–394. [CrossRef]
34. Downs, G.W.; Jones, M.A. Reputation, Compliance, and International Law. J. Legal Stud. 2002, 31, 95–114.

[CrossRef]
35. Allen, F.; Qian, J.; Qian, M. Law, Finance, and Economic Growth in China. J. Financ. Econ. 2005, 77, 57–116.

[CrossRef]
36. Chen, D.; Guan, Y.; Zhang, T.; Zhao, G. Political Connection of Financial Intermediaries: Evidence from

China’s IPO Market. J. Bank. Financ. 2017, 76, 15–31. [CrossRef]
37. Halkos, G.E.; Tzeremes, N.G. Does the Home Country’s National Culture Affect MNCs’ Performance?

Empirical Evidence of the World’s Top 100 East–West Non-Financial MNCs. Glob. Econ. Rev. 2008, 37,
405–427. [CrossRef]

38. Harrison, G.L.; McKinnon, J.L.; Panchapakesan, S.; Leung, M. The Influence of Culture on Organizational
Design and Planning and Control in Australia and the United States Compared with Singapore and Hong
Kong. J. Int. Financ. Manag. Account. 1994, 5, 242–261. [CrossRef]

39. Schuler, R.S.; Rogocsky, N. Understanding Compensation Practice Variations Across Firms: The Impact of
National Culture. J. Int. Bus. Stud. 1998, 29, 159–177. [CrossRef]

40. Kelley, L.; Whatley, A.; Worthley, R. Assessing the Effects of Culture on Managerial Attitudes: A Three-Culture
Test. J. Int. Bus. Stud. 1987, 18, 17–31. [CrossRef]

41. Flynn, B.B.; Saladin, B. Relevance of Baldrige Constructs in an International Context: A Study of National
Culture. J. Oper. Manag. 2006, 24, 583–603. [CrossRef]

42. Ribbink, D.; Grimm, C.M. The Impact of Cultural Differences on Buyer–Supplier Negotiations:
An Experimental Study. J. Oper. Manag. 2014, 32, 114–126. [CrossRef]

43. Ahern, K.R.; Daminelli, D.; Fracassi, C. Lost in Translation? The Effect of Cultural Values on Mergers Around
the World. J. Financ. Econ. 2015, 117, 165–189. [CrossRef]

44. Srivastava, P. Size, Efficiency and Financial Reforms in Indian Banking; Indian Council for Research on
International Economic Relation: New Dlehi, India, 8 July 1999. Available online: http://www.icrier.org/pdf/
Pradeep1.pdf (accessed on 7 March 2020).

45. Boubakri, N.; Mirzaei, A.; Samet, A. National Culture and Bank Performance: Evidence from the Recent
Financial Crisis. J. Financ. Stab. 2017, 29, 36–56. [CrossRef]

46. Huang, Z.; Zhu, H.; Brass, D.J. Cross-Border Acquisitions and the Asymmetric Effect of Power Distance Value
Difference on Long-Term Post-Acquisition Performance. Strateg. Manag. J. 2017, 38, 972–991. [CrossRef]

47. Kristjánsdóttir, H.; Guðlaugsson, Þ.Ö.; Guðmundsdóttir, S.; Aðalsteinsson, G.D. Cultural and Geographical
Distance: Effects on UK Exports. Appl. Econ. Lett. 2020, 27, 275–279. [CrossRef]

48. Dikova, D. Performance of Foreign Subsidiaries: Does Psychic Distance Matter? Int. Bus. Rev. 2009, 18,
38–49. [CrossRef]

49. Li, J.; Lam, K.; Qian, G. Does Culture Affect Behavior and Performance of Firms? The Case of Joint Ventures
in China. J. Int. Bus. Stud. 2001, 32, 115–131. [CrossRef]

50. Wu, W.Y.; Lin, C.Y. Experience, Environment, and Subsidiary Performance in High-Tech MNEs. J. Bus. Res.
2010, 63, 1301–1309. [CrossRef]

51. Dixit, A. Entry and Exit Decisions under Uncertainty. J. Polit. Econ. 1989, 97, 620–638. [CrossRef]

http://dx.doi.org/10.1016/j.jcorpfin.2016.04.003
http://dx.doi.org/10.18568/internext.v14i2.458
http://dx.doi.org/10.1257/jep.20.2.23
http://dx.doi.org/10.1016/S0378-4266(97)00032-0
http://dx.doi.org/10.1016/S0378-4266(99)00129-6
http://dx.doi.org/10.4236/me.2016.74045
http://dx.doi.org/10.1057/s41308-019-00079-z
http://dx.doi.org/10.1086/340405
http://dx.doi.org/10.1016/j.jfineco.2004.06.010
http://dx.doi.org/10.1016/j.jbankfin.2016.11.023
http://dx.doi.org/10.1080/12265080802480811
http://dx.doi.org/10.1111/j.1467-646X.1994.tb00045.x
http://dx.doi.org/10.1057/palgrave.jibs.8490030
http://dx.doi.org/10.1057/palgrave.jibs.8490404
http://dx.doi.org/10.1016/j.jom.2005.09.002
http://dx.doi.org/10.1016/j.jom.2014.01.004
http://dx.doi.org/10.1016/j.jfineco.2012.08.006
http://www.icrier.org/pdf/Pradeep1.pdf
http://www.icrier.org/pdf/Pradeep1.pdf
http://dx.doi.org/10.1016/j.jfs.2017.02.003
http://dx.doi.org/10.1002/smj.2530
http://dx.doi.org/10.1080/13504851.2019.1613495
http://dx.doi.org/10.1016/j.ibusrev.2008.11.001
http://dx.doi.org/10.1057/palgrave.jibs.8490941
http://dx.doi.org/10.1016/j.jbusres.2009.09.001
http://dx.doi.org/10.1086/261619


Sustainability 2020, 12, 2603 21 of 21

52. Bozeman, B.; Kingsley, G. Risk Culture in Public and Private Organizations. Public Adm. Rev. 1998, 58,
109–118. [CrossRef]

53. Abdallah, A.A.; Ismail, A.K. Corporate Governance Practices, Ownership Structure, and Corporate
Performance in the GCC Countries. J. Int. Financ. Mark. Inst. Money 2017, 46, 98–115. [CrossRef]

54. Alfaraih, M.; Alanezi, F.; Almujamed, H. The Influence of Institutional and Government Ownership on Firm
Performance: Evidence from Kuwait. Int. Bus. Res. 2012, 5, 192–200. [CrossRef]

55. Detthamrong, U.; Chancharat, N.; Vithessonthi, C. Corporate Governance, Capital Structure and Firm
Performance: Evidence from Thailand. Res. Int. Bus. Financ. 2017, 42, 689–709. [CrossRef]

56. Ghosh, K. Corporate Reputation, Social Performance, and Organizational Variability in an Emerging Country
Perspective. J. Manag. Organ. 2017, 23, 545–565. [CrossRef]

57. Park, S.H.; Li, S.; Tse, D.K. Market Liberalization and Firm Performance during China’s Economic Transition.
J. Int. Bus. Stud. 2006, 37, 127–147. [CrossRef]

58. Fan, G.; Wang, X.; Zhu, H. NERI INDEX of Marketisation of China’s Provinces 2011 Report; Economic Science
Press: Beijing, China, 2011.

59. Morgan, N.A.; Vorhies, D.W.; Mason, C.H. Market Orientation, Marketing Capabilities, and Firm Performance.
Strateg. Manag. J. 2009, 30, 909–920. [CrossRef]

60. Loderer, C.; Waelchli, U. Protecting Minority Shareholders: Listed versus Unlisted Firms. Financ. Manag.
2010, 39, 33–57. [CrossRef]

61. Li, F. Endogeneity in CEO Power: A Survey and Experiment. Invest. Anal. J. 2016, 45, 149–162. [CrossRef]
62. Karolyi, G.A. The Gravity of Culture for Finance. J. Corp. Financ. 2016, 41, 610–625. [CrossRef]
63. Coles, J.L.; Li, Z. Managerial Attributes, Incentives, and Performance. Available online: https://ssrn.com/

abstract=1680484 (accessed on 8 March 2020).
64. Coles, J.L.; Li, Z. An Empirical Assessment of Empirical Corporate Finance. Available online: https:

//ssrn.com/abstract=1787143 (accessed on 8 March 2020).
65. Chen, S.; Dodd, J.L. Economic Value Added (EVA™): An Empirical Examination Of A New Corporate

Performance Measure. J. Manag. Issues 1997, 9, 318–333.
66. Li, Z.; Minor, D.B.; Wang, J.; Yu, C. A Learning Curve of the Market: Chasing Alpha of Socially Responsible

Firms. J. Econ. Dyn. Control 2019, 109, 103772. [CrossRef]

© 2020 by the authors. Licensee MDPI, Basel, Switzerland. This article is an open access
article distributed under the terms and conditions of the Creative Commons Attribution
(CC BY) license (http://creativecommons.org/licenses/by/4.0/).

http://dx.doi.org/10.2307/976358
http://dx.doi.org/10.1016/j.intfin.2016.08.004
http://dx.doi.org/10.5539/ibr.v5n10p192
http://dx.doi.org/10.1016/j.ribaf.2017.07.011
http://dx.doi.org/10.1017/jmo.2016.25
http://dx.doi.org/10.1057/palgrave.jibs.8400178
http://dx.doi.org/10.1002/smj.764
http://dx.doi.org/10.1111/j.1755-053X.2009.01065.x
http://dx.doi.org/10.1080/10293523.2016.1151985
http://dx.doi.org/10.1016/j.jcorpfin.2016.07.003
https://ssrn.com/abstract=1680484
https://ssrn.com/abstract=1680484
https://ssrn.com/abstract=1787143
https://ssrn.com/abstract=1787143
http://dx.doi.org/10.1016/j.jedc.2019.103772
http://creativecommons.org/
http://creativecommons.org/licenses/by/4.0/.

	Introduction 
	Literature Review and Hypotheses 
	Methodology and Data 
	Sample Selection 
	Research Design 
	Measurement of Performance 
	Measurement of Capital Market Risk Culture 
	Control Variables 


	Results 
	Summary Statistics 
	Difference in Capital Market Risk Culture 
	Influences of Capital Market Risk Culture on the Performance of Securities Companies 
	Influences of Cultural Distance on the Performance of Securities Companies 
	Cross-Sectional Test 
	Robustness Tests 
	Alternative Measurement of Capital Market Risk Culture 
	Test Based on Matched Samples 
	Test Using Instrumental Variables 


	Conclusions 
	References

