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Abstract

This study explores the impact of internationalization on the financing decisions and fi-
nance costs of Chinese enterprises listed in Hong Kong, extending the pecking order theory
to an international context. Utilizing data from 785 companies from 2010 to 2020, the
research investigates how the degree of internationalization influences corporate finance
strategies, with a focus on the mediating role of the pecking order and the moderating
effects of international business factors. The findings reveal that while broader internation-
alization increases finance costs, deeper internationalization reduces them. Legal distance
is found to negatively moderate this relationship, whereas the structure of the financial
system positively influences it. The results suggest that multinational enterprises with
extensive overseas resource allocation demonstrate greater flexibility in financing decisions,
particularly in foreign markets characterized by strong investor protection and efficient
direct finance mechanisms. Managers should be cautious about pursuing wide geographic
expansion without adequate operating depth because a broad but shallow international
presence may increase financing frictions. By contrast, deeper resource commitment abroad
can strengthen financing flexibility and improve access to lower-cost funds, especially
when institutional conditions in the financing market are favorable.

Keywords: degree of internationalization; finance costs; pecking order; legal distance;
financial system structure

1. Introduction

Compared to local enterprises, the multinational enterprises (MNEs) face a dual
dilemma: unfavorable conditions from their home country (Liability of Origin) (Ramachan-
W) Check for updates ‘ dran & Pant, 2010) and challenges as outsiders (Liability of Foreignness) (Zaheer, 1995). The
MNEs have to decide where to invest (internationalization breadth) and how much to invest
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development of the company’s financial resources (Cam & Ozer, 2021). The existing re-
sources can be transferred to markets with higher quality institutional environments by
enhancing the internationalization degree, thereby expanding the development space for
the company’s resource capabilities while also improving the protection of property rights
(Boisot & Meyer, 2008).

Expanding business into overseas markets with a quality institution, the MNE's risk
profile becomes attractive to investors and banks with less legal distance in overseas
financing markets. This ultimately enhances financial efficiency, cost savings, as well as
financial resources and capabilities during the process of internationalization (Reeb et al.,
2001; Sun et al., 2015). The selection of a financing strategy is a critical component of an
MNE’s broader strategy to secure a competitive advantage from a funding perspective.
Over time, the focus has evolved from merely planning and managing capital structure
(Gehr, 1984; Sandberg et al., 1987; Simerly & Li, 2000) to achieving financing cost advantages
(Randoy et al., 2001), pecking order of capital-structure change (Khan & Adom, 2015).

Financing strategies encompass internal financing as well as external debt and eq-
uity financing, with the pecking order theory elucidating the relationships among these
financing options. Pecking order theory, initially proposed by Gordon Donaldson in his
text book Corporate debt capacity: A study of corporate debt policy and the determina-
tion of corporate debt capacity for Harvard Business School, posits that firms prioritize
their sources of financing based on the principle of least effort or resistance, preferring
internal financing first, followed by debt, and finally equity as a last resort (Donaldson,
1961). This theory has been extensively studied and debated in various contexts, including
international finance (Myers, 1984). The following previous studies examined the pecking
order theory in the context of internationalization, considering firm-external contextual
contingencies, financial crises, cross-border finance, control rights, shareholder structure,
and transaction costs (Miller & Puthenpurackal, 2005; Seifert & Goneng, 2010; Vitali et al.,
2011; Eren et al., 2022).

The pecking order theory must consider firm-external contextual contingencies, such
as international finance environments (Burlacu, 2000; Seifert & Goneng, 2010). The firms
with foreign equity listings have likely exhausted their debt options and moved down the
pecking order to equity markets (Bessler et al., 2011). This suggested that the pecking order
extends to the preferred currency denomination of financing, with firms opting for local
currency debt first, followed by foreign currency debt, and finally local and foreign equity
markets (Allayannis et al., 2003). The pecking order theory also extends to downstream
issues such as transaction costs and finance costs (Bagley & Yaari, 1996). The literature
has provided a quantitative framework for implementing the pecking order theory as a
decision tool, highlighting the importance of dynamic factors in designing and interpreting
empirical tests of static tradeoff theories (Bagley & Yaari, 1996).

2. Theoretical Background and Hypotheses
2.1. Internationalization Degree and Finance Costs

The literature suggests two competing views on how internationalization affects fi-
nance costs. On the one hand, international expansion can diversify cash flows, improve
access to foreign capital, and enable firms to finance in markets with stronger investor
protection or lower borrowing costs. Studies on multinational debt financing and inter-
national capital access argue that international firms may benefit from larger investor
bases, currency matching, and improved debt-market conditions (Jang, 2017; Erel et al,,
2023). On the other hand, internationalization can also increase organizational complexity,
information asymmetry, agency conflicts, and the liability of foreignness, which may raise
monitoring costs and the cost of capital (Brealey et al., 2014).
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These competing arguments indicate that the effect of internationalization depends on
how it is measured. Internationalization breadth captures the geographic spread of operations.
A greater geographic spread may increase coordination costs and informational opacity
because firms must manage more jurisdictions and regulatory environments(Chen et al.,
1997; Joliet & Muller, 2013). By contrast, internationalization depth captures the extent to
which overseas activities are embedded in the firm’s actual operations, such as the share
of overseas sales or subsidiaries (Zaheer, 1995; Bell et al., 2012; Ige & Washington, 2023).
Deeper engagement may generate learning effects, more stable foreign cash flows, and better
alignment between foreign operations and foreign financing (Bagley & Yaari, 1996).

Accordingly, the literature supports two separate expectations. A broader but thinly
embedded international footprint may raise finance costs, whereas deeper internationaliza-
tion may lower them by improving resource allocation and financing flexibility (Chen et al.,
1997; Joliet & Muller, 2013).

Hypothesis 1. The breadth of internationalization positively influences the financial costs.

Hypothesis 2. The depth of internationalization negatively influences the financial costs.

2.2. Pecking Order, Cross-Region Financing and Finance Costs

Pecking order theory predicts that firms prefer internal finance first, debt second,
and equity last because financing choices differ in their information costs and ownership
implications (Bagley & Yaari, 1996). In an international context, this logic extends beyond
domestic markets because firms may sequence internal funds, domestic debt, foreign
debt, and equity across jurisdictions in response to differences in information asymmetry,
investor protection, and market access (Randoy et al., 2001).

Prior studies show that cross-border financing can reduce costs when firms access
deeper capital pools or more competitive debt markets (Fotak et al., 2019; Ozer & Cam,
2021). However, the same process can raise costs if investors perceive internationalized
firms as more opaque or more difficult to monitor (Oxelheim, 1997). Therefore, pecking
order is not merely a capital-structure choice; it is also a mechanism through which firms
translate their internationalization profile into observable financing outcomes. If a firm
is better able to follow a forward pecking order, it should generally face lower financing
frictions and lower finance costs than a firm that relies more heavily on expensive external
equity or reverse-order financing (Simerly & Li, 2000).

Hypothesis 3. The pecking-order choices positively influence the financial costs.

2.3. Internationalization Pecking-Order Choice

The literature on multinational financing suggests that internationalization changes
the feasible set of financing options available to firms. Broader internationalization may
enlarge the set of external financing markets but also increase informational complexity,
which can weaken the firm’s ability to maintain a low-cost financing order. Deeper interna-
tionalization, by contrast, may improve the quality of internal signals sent to creditors and
investors because overseas operations become more material, observable, and aligned with
financing needs (Mansi & Reeb, 2002; Singh et al., 2003; Shapiro & Hanouna, 2019).

Combining the internationalization literature with the pecking order theory leads
to a mechanism-based expectation. Internationalization breadth may push firms toward
more complicated or less efficient financing sequences because geographic spread increases
monitoring and contracting frictions (Lindner et al., 2018). Internationalization depth
may instead support a more efficient pecking order because stronger overseas operating
foundations improve financing capacity and signal quality (Akhtar & Oliver, 2009).
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Hypothesis 4. The breadth of internationalization positively influences the choice of pecking order.

Hypothesis 5. The depth of internationalization negatively influences the choice of pecking order.

2.4. Institutional Moderators in Cross-Region Financing

The international business literature emphasizes that cross-border financing outcomes
depend on institutional distance. Legal distance matters because firms from weaker in-
stitutional environments may need to bond themselves to stronger legal systems when
raising funds abroad. Better investor protection and stronger enforcement can lower agency
costs, but larger institutional gaps may also increase compliance and information costs.
Enterprise’s internationalization encounters cross-border differences mostly in terms of
legal distance and cultural distance (Berry et al., 2010; Beugelsdijk et al., 2018; Zamborsky
& Yan, 2022). Cultural distance refers to the differences in language, norms, and business
practices between countries, which can complicate communication and increase the per-
ceived risk of cross-region transactions. The measure of cultural distance is based on scores
that reflect country averages of individuals” attitudes towards inequality, self-orientation,
competition, uncertainty, traditions, and indulgence (Harms & Shuvalova, 2020). Legal
distance encompasses the variations in legal, regulatory, and governance frameworks
across countries, which can affect the ease and cost of doing business internationally. The
measure of legal distance is based on the methodology of Djankov, including the Investor
Right Index and Creditor Right Index (Ozer & Cam, 2021). These factors contribute to the
overall information asymmetry that companies face when operating in foreign markets.

Financial system structure matters because market-oriented and bank-oriented sys-
tems differ in how they process information, allocate capital, and price risk. The differences
in cross-region or cross-country financial system structures primarily stem from the het-
erogeneity of two predominant financial systems: (1) market-based systems, which are
dominated by securities market financing, and (2) bank-based systems, which are domi-
nated by bank loans. These differences arise from factors such as the historical development
of financial institutions and markets, regulatory environments, and the relative importance
of banks versus capital markets in providing financing (Baum et al., 2011). For instance, in
market-based systems, companies may have greater access to equity financing and a more
diverse set of financial instruments, whereas in bank-based systems, companies may rely
more heavily on relationship banking and debt financing.

For Chinese enterprises listed in Hong Kong, legal distance and financial system
differences between mainland China and Hong Kong may shape how internationalization
translates into financing behavior and cost. When foreign institutional environments
offer stronger investor protection and more efficient pricing, deeper internationalization
may produce stronger financing advantages. When institutional distance increases the
difficulty of contracting and information transmission, wider internationalization may
become more costly.

Hypothesis 6. The legal distance between the two regions has a significant negative moderating
effect on the relationship between the degree of internationalization and the choice of overseas bank
networks.

Hypothesis 7. The difference in financial system structures between the two regions has a
significant positive moderating effect on the relationship between the degree of internationalization
and the choice of overseas bank networks.
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2.5. Theoretical Framework

Figure 1 in the original draft presents the mechanism more clearly when interpreted
through the integrated framework above. The literature review establishes the key building
blocks: internationalization affects firm information environments and resource deploy-
ment; pecking order theory explains how firms sequence financing under information
asymmetry; and institutional theory explains why legal distance and financial-system het-
erogeneity alter financing frictions. Together, these arguments imply a mediated-moderated
framework in which internationalization breadth and depth influence finance costs both
directly and indirectly through pecking-order choice, with institutional conditions shaping
the strength of these relationships.

Legal Distance Finance System Structure

Finance Costs

International H1 (+) Pecking-Order H2 (_) International

Breadth Choice Depth

Figure 1. Mechanism of internationalization degree and finance costs.

2.6. Contribution

This study makes several theoretical contributions to the intersection of international
business and corporate finance. First, it integrates the degree of internationalization with
pecking order theory and capital-structure research in a unified framework. Existing
work often examines multinationality and capital structure separately, or focuses on the
traditional forward pecking order within a single country. By distinguishing between inter-
nationalization breadth and depth and linking both to cross-region pecking-order choices
and finance costs, this study clarifies how different patterns of international expansion
translate into heterogeneous financing outcomes.

Second, the study extends the pecking order theory to a cross-region, bidirectional
context. Classic pecking-order models emphasize a one-directional sequence from internal
funds to debt and then to equity. This research explicitly incorporates both forward and
reverse pecking-order choices and treats pecking order as a vector of cross-border financing
sequences rather than a single static ranking. By showing how internationalization can
promote reverse or partially reverse pecking-order behavior through changes in information
frictions, agency problems, and wealth constraints, the study enriches the theoretical
understanding of dynamic financing order in multinational settings.

Third, the study bridges the institutional-distance literature with firm-level financing
decisions by modeling legal distance and financial system structure differences as moder-
ating factors in the relationship between internationalization, pecking-order choice, and
finance costs. Prior research typically treats institutional distance or financial structure as
background variables affecting entry mode or aggregate capital flows. This paper embeds
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these macro-institutional factors directly into the financing mechanism of Chinese firms
listed in Hong Kong, demonstrating that stronger investor protection and more market-
oriented financial systems not only shape access to overseas finance but also condition the
cost implications of internationalization breadth and depth.

Fourth, the study links internationalization strategy to finance costs via an explicit
mediated-moderated mechanism. Rather than assuming a direct effect from international-
ization to firm performance or cost of capital, the analysis identifies cross-region pecking-
order and bank-network choices as key mediators and shows how they transmit the impact
of internationalization to subsequent-year finance costs. Legal distance and financial-
system heterogeneity further moderate these mediation paths. This mechanism-based
approach contributes to theory by explaining why and when internationalization raises
or lowers finance costs, moving beyond simple linear multinationality-performance or
multinationality-leverage relationships.

Finally, by focusing on Chinese non-financial enterprises listed in Hong Kong, the
study contributes context-sensitive evidence to theories of liability of origin and liability
of foreignness in capital markets. It shows how firms from an emerging institutional
environment use internationalization depth, cross-region financing order, and host-market
institutional advantages to partially offset their origin-related disadvantages and optimize
their cost of capital. This adds nuance to existing theories that often treat emerging-market
multinationals as homogeneous and underscores the importance of financing strategy in
realizing the benefits of international expansion.

3. Data and Methodology

This section outlines the process of filtering qualified samples according to the econo-
metric statistical principles, constructing models based on the research hypotheses, and
explaining the measurement of variables. It also provides descriptive statistics for the main
variables. Initially, qualified samples are filtered according to the mathematical statistical
principles. Subsequently, based on the research hypotheses, test models are constructed
to measure, test, and explain the relationships between variables. t-tests are performed
on the breadth and depth of internationalization to assess the impact of the degree of
internationalization on cross-region pecking order and cross-region banking networks.

3.1. Sample Selection

This study selects all listed Chinese non-financial companies that maintained their
listing status between 2010 and 2020. Data for these samples have been collected from three
primary aspects:

1. Static data of sample companies

Following the sample design of De Jong et al. (2010) and Lee et al. (1996), the static data
of sample companies include listing codes, company names, industry codes, shareholder
information, annual financial data, and their converted financial indicators. Additionally,
operational data from annual reports are included, such as the distribution of domestic and
foreign institutions, geographical distribution of sales revenue and assets, and geographical
distribution of shareholders (Lee et al., 1996; De Jong et al., 2010).

2. Transaction data of sample companies

The transaction data of public financing for sample companies encompass the syn-
dicated loans, public debt issuance (including ordinary bonds, convertible bonds, and
exchangeable bonds issued by listed companies), and public equity financing (including
ordinary shares, preferred shares, and warrants issued by listed companies). Following
Daude and Kadapakkam, the transaction data of the sample include transaction amount,
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time, lead bank, and lead bank market share ranking (Daude & Fratzscher, 2008; Kada-
pakkam et al., 2016).

3. Macro data on distances

(1) Data on Investor Protection Differences between Mainland China and Hong Kong.
This study uses the Investor Protection Index by Djankov et al. (2007) and Ozer and Cam
(2021), employing the sum of differences in sovereign ratings for mainland China and Hong
Kong from Standard & Poor’s, Moody’s, and Fitch as an indicator of the financial system
structure differences between mainland China and Hong Kong (Djankov et al., 2007; Ozer
& Cam, 2021) to analyze market reactions.

(2) Financial System Structure Differences between Mainland China and Hong Kong.
There are notable differences between mainland China and Hong Kong in terms of the
proportion of debt financing to equity financing. This study adopts Baum et al. (2011) and
Allen et al. (2018)’s definition of financial system structure, which is defined as the ratio of
accumulated debt and equity financing amounts to GDP over the year (Baum et al., 2011;
Allen et al., 2018).

Based on the above screening criteria, this study ultimately obtained an unbalanced
panel data sample of Chinese non-financial companies listed in Hong Kong from 2010 to
2020, comprising a total of 785 companies and 5215 observations, covering six major indus-
tries (see Tables 1 and 2). Among these, 395 companies (2621 observations) had overseas
income, while 390 companies (2594 observations) had no overseas income. Additionally,
781 companies (5187 observations) had overseas institutions, whereas four companies
(28 observations) had no overseas institutions.

Table 1. Distribution of listing years of observations in the dataset.

- Number of Observed o
Listing Year Listed Companies Percentage (%)
2010 and before 1654 31.72
2011 382 7.32
2012 362 6.95
2013 286 5.48
2014 352 6.75
2015 252 484
2016 226 433
2017 206 3.95
2018 398 7.64
2019 498 9.55
2020 598 11.46

Table 2. Distribution of industries of the sample.

Industry Name Number of Samples Percentage (%)
Information Technology 609 11.68
Pharmaceuticals & Biotechnology 413 7.92
Real Estate 649 12.44
Light Manufacturing 1646 31.56
Heavy Manufacturing 1500 28.76
Public Utilities 398 7.63
Total: 5215 100
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3.2. Model Construction

Currently, the most common research on financing decisions in academia uses the
Ordinary Least Squares (OLS) model. In the main model, this study adopts a multiple
regression model and, to mitigate the impact of heteroscedasticity, following the practices
of existing scholars (Stulz, 2010; Ozer & Cam, 2021), all regression models are estimated
using robust standard errors. Based on the research hypotheses of this study, the following
two models are to be tested:

PeckOrder; ¢ = Bg + B1 InternationalBreadth; ; + 3, InternationalDepth; ¢ +
3 LegalDistance; + 34 CulturalDistance; + 35 FinanceSystemStructure; +
Be Control;; + €

In the above equation, PeckOrder; ; is the explained variable of pecking-order choice,
representing the cross-region pecking order of the i-th Chinese non-financial company in
year t. This study first tests the pecking-order choice based on the accounting statement
data as the explained variable, and then replaces it with the pecking-order choice based on
market transaction data for robustness testing.

InternationalBreadth; ; and InternationalDepth, , represent the breadth and depth of
internationalization, respectively. Correspondingly, 31 and (3, measure the impact of the
breadth and depth of internationalization on the choice of pecking order and banking-
network selection, respectively.

The three moderating variables are: LegalDistancet (legal distance between the two
regions in year t), CulturalDistancet (cultural distance between the two regions in year t),
FinanceSystemStructuret (difference in financial system structures between the two regions
in year t). Correspondingly, 33, B4, and (35 in the equation measure the effects of legal
distance, cultural distance, and differences in financial system structures on the relationship
between internationalization degree and the choice of financing pecking order and bank
networks, respectively.

The control variable Control;; represents all control variables of the i-th Chinese
non-financial company in year t. ¢; is the random disturbance term.

3.3. Variable Description
3.3.1. Dependent Variable: Finance Choice

In line with standard corporate finance, this study uses the firm’s weighted average
cost of capital (WACC) as a proxy for overall financing costs. WACC aggregates the required
returns on debt and equity into a single measure of the firm'’s cost of capital. The prior
literature frequently employs WACC or closely related firm-level cost-of-capital measures
when examining how financing conditions affect investment and firm value (Bagley &
Yaari, 1996; Frank & Goyal, 2003).

3.3.2. Independent Variables: Internationalization Degree

Based on past research, a company’s degree of internationalization can be divided
into the breadth of internationalization (Breadth; ;) and the depth of internationalization
(Depth;t) (Sullivan, 1994; Velez-Calle et al., 2018; Batsakis & Theoharakis, 2021). Represen-
tative indicators for measuring the breadth of a company’s internationalization include the
number of overseas subsidiaries (NOS) and the number of countries in which subsidiaries
are located (NOC). Representative indicators for measuring the depth of a company’s inter-
nationalization include the ratio of overseas sales to total sales (FSTS), the proportion of
overseas subsidiaries to the total number of subsidiaries (OSTS), the proportion of overseas
assets to total assets (FATA), and the proportion of overseas employees to the total number
of employees (FETE). Based on data availability and the actual needs of this research, this
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study selects NOS and NOC to measure the breadth of a company’s internationalization
and FSTS and OSTS to measure the depth of a company’s internationalization. The raw data
for the breadth and depth of internationalization come from publicly available information
of listed companies.

3.3.3. Mediating Variable: Pecking-Order Choice

The pecking order of listed companies is a comprehensive translation of the financing
sequence and direction involved in this study of the pecking order theory. As early as
1984, Myers synthesized the relationship between a company’s various financing options
into a problem of sequence and direction (Myers & Majluf, 1984): in most cases, it is
a sequence and direction problem from internally generated cash flows (accounting for
62%) to debt financing (30%), and then to equity financing (6%); out-of-order and reverse
problems are in the minority. This study defines the forward pecking order as a progression
from internal financing to debt financing and finally to equity financing. Therefore, the
dependent variable for hypotheses H1 and H2 in this study is a dummy variable, with
a value of 1 for the forward pecking order, 0 for the reverse pecking order, and partially
reverse pecking order (e.g., from equity financing to debt financing, or debt financing to
internal financing). The specific measurement method is as follows:

The financing data of listed companies involved in the pecking order can come from
two aspects: annual reports and public financing transaction data. Although public fi-
nancing transaction data does not include data on bilateral loans with banks, there is no
autocorrelation problem with accounting statement data. This study attempts to verify
the relationship between pecking-order choice and the breadth and depth of international-
ization using both annual report data and transaction data as the pecking-order choice to
increase the robustness of the test.

First, this study tests the pecking-order choice based on the statement approach as the
dependent variable. In the following situation, the value of the dependent variable is 1,
and 0 in other cases:

Earnings before interest and taxes (EBIT) are greater than or equal to the net increase
in debt financing, and the net increase in debt financing is greater than or equal to the net
increase in equity financing.

Here, internal financing or internally generated cash flow is EBIT, i.e., earnings before
interest and taxes. Debt financing is the increase in debt during the accounting statement
period. Following Myers’ research, financing is mainly for capital expenditure, the net increase
in debt financing is the increase in long-term debt, and equity financing is the net increase in
equity financing during the accounting statement period (Myers & Majluf, 1984).

Furthermore, this study conducts a robustness test using the pecking-order choice
based on the market transaction approach as the dependent variable. In the following
situation, the value of the dependent variable is 1, and 0 in other cases:

Earnings before interest and taxes are greater than or equal to the amount of public
debt financing, and the amount of public debt financing is greater than or equal to the
amount of equity financing.

Since there is no market transaction for internal financing, EBIT, i.e., earnings before
interest and taxes, is still used. Public debt financing includes syndicated loans and public
debt issuance financing. Equity debt financing refers to IPOs and equity issuance records
in the stock market.
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3.3.4. Moderating Variables

(1) Legal distance. The institutional characteristics systemically affected sovereign
ratings (Mohapatra et al., 2018). Stronger creditor rights and better enforcement substitute
for major contractual protection and legal environment (Qi et al., 2011). So this study
adopts measuring the legal distance between two regions using the difference in investor
protection indices. Specifically, the measurement involves summing the rating differences
for mainland China and Hong Kong as provided by three international rating agencies:
Standard & Poor’s, Moody’s, and Fitch (Chui et al., 2016).

(2) Cultural distance. To measure cultural distance, this study utilizes the methodology
proposed by Harms and Shuvalova (2020), which employs the Inglehart-Welzel World
Cultural Map generated through the World Values Survey (WVS) method. This approach
calculates the cultural indices differences between mainland China and Hong Kong’s
cultural indices (Harms & Shuvalova, 2020). The cultural distance is assessed annually to
account for any temporal variations in cultural alignment between the two regions.

(3) Finance system structure difference. This study refers to Allen and Gale’s (2000)
classification of financial system structures into market-oriented and bank-oriented systems.
The financial system structure difference is calculated by determining the ratio of total
market value to total loan amount for both mainland China and Hong Kong (Allen & Gale,
2000). The difference between these two ratios serves as the value for the financial system
structure difference, which is used to test the samples for each year. This measure helps
to understand how the structural differences in financial systems influence cross-region
financing decisions.

3.3.5. Control Variables

According to existing research, a company’s cross-region financing decisions are
influenced by its internal factors and the macroeconomic factors of the financing market in
which it operates. Therefore, this study controls for several variables to isolate the effects of
these factors. The control variables include:

i Company market capitalization (reflects the overall size of the company);

ii. Total liabilities (indicates the company’s debt burden);

iii. Annual public financing amount (the sum of net public equity financing, net public
bond financing, and net syndicated loan financing);

iv. Price-to-book ratio (measures the market valuation relative to the book value);

V. Gearing ratio (indicates the proportion of debt in the company’s capital structure);

vi. Changes in short-term borrowings (capture the fluctuations in short-term debt);

vii.  Changes in working capital (reflect changes in the company’s operational liquidity);

viii. ~ Changes in shareholders’ equity (indicate changes in the ownership structure);
ix. The number and proportion of international investors (which reflects the extent of
foreign investment in the company).

The purpose of these control variables is to account for the effects of company size,
financing scale, stock price volatility, leverage level, short-term fund changes, and changes
in shareholder composition. Except for market capitalization and annual public financing
amount data, which are sourced from Bloomberg and Reuters terminals, data for other
control variables are obtained from publicly available financial reports of listed companies.

3.4. Data Sources
3.4.1. Static and Transaction Data of Sample Companies

To compile a sample of Chinese non-financial enterprises listed in Hong Kong, this
study utilizes data from Bloomberg and Refinitiv terminals. The sample includes compa-
nies headquartered in China and listed on the Hong Kong Stock Exchange, maintaining
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their listing status from 2010 to 2020. The total sample size over these 11 years is 5215 ob-
servations. Each sample first includes 21 financial data items for the respective year, all of
which have been directly downloaded from the Bloomberg and Refinitiv terminals.
Additionally, the Bloomberg and Refinitiv terminals have been used to search for
records of public financing transactions for these companies from 2010 to 2020, including
syndicated loans, public bond issuances, and IPOs. These public financing transaction data
are then merged with the companies’ financial data to create a comprehensive dataset.

3.4.2. Legal Distance Data Between Mainland China and Hong Kong

The Refinitiv terminal has been employed to query the annual ratings of mainland
China and Hong Kong from 2010 to 2020 by three international rating agencies: Standard &
Poor’s, Moody’s, and Fitch. The sum of the differences in ratings for each year is used as
the indicator of legal distance between the two regions for that year.

3.4.3. Cultural Distance Data Between Mainland China and Hong Kong

This study utilizes data from The Inglehart-Welzel World Cultural Map to mea-
sure cultural distance between mainland China and Hong Kong. The data can be ac-
cessed at The Inglehart-Welzel World Cultural Map: https:/ /www.worldvaluessurvey.org/
WVSContents.jsp, accessed on 13 January 2026 (WVS trend 1981-2022).

3.4.4. Financial System Structure Difference Data Between Mainland China and
Hong Kong

The financial system structure difference data for mainland China and Hong Kong are
downloaded from Refinitiv and related government websites. The total market value of A-
shares in mainland China and the Hong Kong Stock Exchange is obtained from the Refinitiv
terminal. The total loan amounts for mainland China and Hong Kong are sourced from the
People’s Bank of China (https://www.pbc.gov.cn/, accessed on 13 January 2026) and the
Hong Kong Monetary Authority (https://www.hkma.gov.hk/, accessed on 13 January
2026), respectively.

Finally, the sample company data are linked with the financial system structure
difference parameters, legal distance index, and cultural distance by year, ensuring that
each sample data set includes these three macro indicators for the respective year.

3.5. Descriptive Statistical Analysis

The panel data comprises a short panel, containing 785 sample companies and 11 years
of data. Among these, 32.6% of the sample companies were listed for less than 5 years
between 2010 and 2020, while the remaining 67.4% had at least 5 years of data. Except for
304 companies whose major shareholders were all from mainland China (excluding Hong
Kong, Macau, and Taiwan), 4911 companies had foreign shareholders holding 0.01% or
more of their shares between 2010 and 2020. Table 3 presents the descriptive statistics for
the main variables. (To limit the influence of extreme observations on inference, the analysis
applies winsorization before estimation and relies on robust estimation procedures.)

Table 4 reports the correlation coefficients between pecking-order choice, banking-
network choice, and the breadth and depth of internationalization, along with control
variables. The absolute values of these coefficients are all less than 0.5, preliminarily ruling
out severe multicollinearity issues.

Furthermore, for all explanatory variables and control variables, this study employs
the multivariate linear regression method to diagnose the variance inflation factor (VIF).
The results in Table 5 show that the average VIF value between the explanatory vari-
ables and control variables is 1.13, with a maximum value of 1.40, indicating no obvious
multicollinearity issues.
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Table 3. Descriptive Statistics for Main Variables.
Variable Name Variable Code Observations Mean Median Std. Dev. Minimum Maximum
Panel A: Explained Variables
Finance Costs FinanceCost 5215 9.97 8.98 6.30 1.97 53.82
Panel B: Explanatory Variables
Breadth NOC 5215 4.26 2 5.28 1 50
Depth OSTS 5215 0.33 0.30 0.25 0 1
Panel C: Mediating Variables
Pecking order PeckOrder 5215 0.30 0 0.46 0 1
Panel D: Moderating Variables
Legal Distance LegalDistance 5215 8.96 9 0.68 8 10
Finance System Structure Difference FinanceSystemStructure 5215 6.56 6.39 2.50 1.96 12.84
Panel E: Control Variables
Market Capitalization MarketCap 5215 3458 384 19,720 0 697,693
Total Liabilities TotalLiabilities 5215 7961 379.70 56,961 —9475 184,806
Annual Public Financing Publiclssued 5215 38 0 226.90 0 7491
Price-to-Book Ratio PriceBookRatio 5215 26.92 1.09 927.70 0 58,681
Gearing Ratio GearingRatio 5215 67.18 38.30 89.80 0 533
Change in Equity Capital Equitych 5215 42.66 0 344.40 —17,591 4707
Change in Short-term Debts Stdebtch 5215 2.620 0 243.50 —7806 6975
Change in Working Assets NetworkingAssetsch 5215 —40.68 —3.74 687.60 —23,894 11,359
Number Institutional Investor Investor 4911 80.46 16 130.30 0 1029
% of Institutional Investor Invrate 4911 0.836 0.896 0.214 0 1
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Table 4. Finance costs, internationalization degree, pecking-order selection and other variables.

1) ) 3) @) (5) (6) (7) ®8) ) (10) a1n (12) (13) (14) (15)
FinanceCost 1
PeckOrder —0.035 ** 1
NOC —0.047 *** 0.028 ** 1
OSTS 0.053 *** —0.064 *** 0.166 *** 1
Totalliabilities —0.061 *** 0.018 0.103 *** —0.078 *** 1
Marketcap 0.014 0.021 0.119 *** —0.052 *** 0.251 *** 1
PublicIssued 0.007 0.016 0.023 * 0.002 0.056 *** 0.054 *** 1
Networkingassetsch 0.033 ** —0.005 —0.036 *** 0.029 ** —0.190 *** 0.125 *** —0.029 ** 1
Equitych —0.009 0.010 0.052 *** —0.027* 0.057 *** 0.015 0.029 ** 0.233 *** 1
Stdebtch —0.008 0.015 0.003 0.011 0.036 *** 0.035 ** 0.004 —0.031 ** —0.005 1
Gearingratio —0.275 *** 0.011 0.097 *** —0.110 *** 0.096 *** —0.017 0.008 —0.056 *** 0.010 —0.002 1
Investor 0.015 0.056 *** 0.301 *** —0.078 *** 0.138 *** 0.412** 0.179 *** 0.004 0.084 *** 0.006 —0.004 1
Invrate —0.002 —0.015 0.062 *** —0.011 0.015 0.028* 0.001 —0.006 —0.003 —0.001 0.021 0.115*** 1
FinanceSystemStructure —0.078 *** 0.030 ** 0.026 * —0.022 —0.026* —0.001 —0.011 —0.024* —0.033 ** 0.021 —0.027* 0.031** 0.040 *** 1
LegalDistance —0.053 *** —0.022 —0.013 0.009 —0.095 *** —0.021 —0.017 0.020 —0.016 0.001 0.013 —0.022 0.006 0.050 *** 1

Note: * p < 0.1, * p < 0.05, ** p < 0.01.
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Table 5. VIF analysis results for the main variables.

Variable VIF 1/VIF
Investor 1.410 0.708
Marketcap 1.320 0.756
NOC 1.180 0.846
Totalliabilities 1.170 0.852
Networkingassetsch 1.170 0.855
Equitych 1.110 0.900
OSTS 1.100 0.912
Stateowned 1.050 0.954
Publiclssued 1.040 0.962
Invrate 1.020 0.978
LegalDistance 1.010 0.986
FinanceSystemStructure 1.010 0.989
PeckOrder 1.010 0.991
Stdebtch 1 0.995
BankNetwork 1 0.996
Mean VIF 1.110 0.901

4. Findings and Implications

The empirical analysis is structured as follows: Initially, we examine the direct impact
of internationalization breadth and internationalization depth on finance costs, as well as
the indirect effects mediated through the choice of pecking order. Subsequently, we conduct
robustness checks and endogeneity tests on the relevant regression results. Given that the
independent variables of internationalization breadth (NOS, NOC) are left-truncated data
with a minimum value of 0, and internationalization depth (FSTS, OSTS) are restricted
variables between 0 and 1, with many observations having NOS, NOC equal to 0 and FSTS,
OSTS equal to 0, we use Tobit regression to obtain unbiased and consistent estimates for this
data structure. Therefore, this study continues to use Tobit regression for hypothesis testing.
Prior to the analysis, winsorization has been performed to ensure the consistency and
effectiveness of model estimation (Flannery & Rangan, 2006). Additionally, the following
procedures have been conducted to ensure the validity and consistency of model testing:

(1) Wooldridge test and cluster-robust standard errors: Employed at the 1% level to
address panel data serial correlation. (2) Mitigating multicollinearity: All independent
variables and moderating variables have been standardized, and random effects regression
has been performed with cluster-robust standard errors, followed by an over-identification
test. The results have rejected the random effects model, suggesting the use of a fixed
effects model with cluster-robust standard errors. (3) Addressing heteroscedasticity, time
effects, and cross-sectional correlation: Cluster-robust standard errors have been adopted,
and STATA 17.0 software has been used for fixed effects model analysis.

4.1. Mechanism of Internationalization Degree Influencing Finance Costs

This section primarily examines the relationship between internationalization, as
mediated by cross-border financing decisions, and subsequent-year finance costs. The
baseline model and its subsequent models have adopted Stata’s linear fixed-effect estimator
with the following structure:

Xtreg y x1 x2 x3 ... i.year, fe vce(cluster firm_id)

Specific empirical results are presented below. Table 6 presents the regression analysis
results of the relationship between pecking order and corporate resource capabilities. Based
on the concept of the pecking order—prioritizing internal financing, followed by external
debt financing, and lastly, external equity financing—the forward pecking order is defined
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as the company’s current-year internal financing (earnings before interest and taxes, EBIT)
being no less than the net debt financing, and the net debt financing being no less than the
net equity financing. EBIT is uniformly obtained from the company’s annual reports. Net
debt financing and net equity financing each have two data sources: annual reports and
market transactions.

Table 6. Main model: Examining the relationship between internationalization degree and finance
costs with moderating effects.

Explained Variable (FinanceCosts) L.ll\’teccll(IStger
€Y 2 3 (5 @
L.NOC 0.1390 * 0.1434 ** 0.0195 **
(1.93) (1.98) (2.56)
L.OSTS —43.1510 *** —43.0250 *** —7.9745 ***
(—7.94) (—7.81) (—15.85)
PeckOrder —0.6419 *** 1.1087 *
(statement-based) (—3.44) (1.66)
LegalDistance —0.2769 ** —0.5046 *** —0.3053 * —0.4960 *** —0.0337 ***
(—2.29) (—4.30) (—2.49) (—4.26) (—3.09)
FinanceSystemStructure —0.1940 *** —0.2072 *** —0.1896 *** —0.2107 *** 0.0033
(—4.74) (—5.04) (—4.63) (—5.14) (1.15)
Totalliabilities —0.0001 * —0.0001 ** —0.0001 —0.0001 ** 0.0001
(—1.81) (—2.57) (—1.43) (—2.57) (1.42)
Marketcap 0.0001 * 0.0001 0.0001 0.0001 0.0001 *
(1.65) (1.52) (1.71) (1.51) (1.66)
PublicIssued —0.0001 —0.0010 * —0.0002 —0.0010 * 0.0001
(—0.09) (=1.67) (—0.05) (—1.68) (0.90)
Networkingassetsch —0.0001 —0.0001 —0.0001 * —0.0001 —0.0001 *
(—1.44) (—0.96) (—1.42) (—0.95) (—1.83)
Equitych 0.0001 0.0001 0.0001 0.0001 0.0001 **
(0.66) (0.56) (0.36) (0.56) (2.11)
Stdebts —0.0002 ** —0.0001 —0.0001 —0.0001 —0.0001
(—2.46) (—0.99) (—2.05) (—1.01) (—0.91)
Gearingratio —0.0098 *** —0.0101 *** —0.0098 *** —0.0099 *** —0.0002 **
(—5.49) (—5.07) (—5.63) (—4.93) (—2.37)
Investor —0.0504 —0.0542 —0.0622 —0.0549 0.0227 ***
(—1.11) (—0.77) (—1.36) (=0.77) (3.12)
Invrate 2.5416 *** —1.8355 —2.9623 *** —1.8319 0.0850
(5.79) (—1.41) (—6.42) (—1.39) (0.69)
_cons 16.2908 *** 35.0810 *** 17.3211 *** 33.9002 *** 1.4997 **
(4.45) (5.98) (4.71) (5.69) (2.52)
N 4910 4169 4910 4169 4169

Note: *, **, and *** indicate that the coefficients are significant at the 10%, 5%, and 1% levels, respectively. D-K
standard errors are reported in parentheses.

Annual Report Source: Net debt financing and net equity financing are, respectively,
the net increase/decrease in long-term liabilities and the net increase/decrease in share-
holders’ equity in the balance sheet.

Market Transaction Data: Net debt financing is the total amount of syndicated loans
and bonds issued in the current year; net equity financing is the total amount of equity
financing conducted through the market in the current year.

In this paper, we first employ the statement-based cross-border pecking-order choice
as the independent variable in the primary model, and then conduct robustness tests by
replacing the statement-based cross-border pecking-order choice with the market-based
cross-border pecking-order choice.
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In Table 6 below, Model (1) is the baseline model, including all moderating and
control variables. Models (2) through (4) are advanced models built upon Model (1),
with the addition of the independent variables internationalization breadth (NOC) and
internationalization depth (OSTS), and the mediating variable cross-border pecking-order
choice (PeckOrder), respectively. The verification analysis is performed based on Models
(2) through (4), and the results are as follows:

1. Model (2), built on Model (1) and incorporating lagged effects, reveals that the de-
pendent variable financing cost (FINANCECOST) is positively affected by the independent
variable lagged internationalization breadth (L.NOC) (beta = 0.1390, p < 0.1) and nega-
tively affected by lagged internationalization depth (L.OSTS) (beta = —43.1510, p < 0.01).
Hypotheses H1 and H2 are thus supported. Additionally, legal distance has a significant
negative impact on the relationship between the internationalization degree and finance
costs (beta = —0.5046, p < 0.01), and structural differences in the financial system have a
significant negative impact on the relationship between the internationalization degree and
finance costs (beta = —0.2072, p < 0.01). Therefore, H6 and H7 are preliminarily supported.

2. Model (3), built on Model (1), reveals that the dependent variable financing cost
(FINANCECOST) is negatively affected by the cross-border pecking-order choice costs
(PeckOrder) (beta = —0.6419, p < 0.01), reflecting the significant impact of the pecking-order
choice on the finance costs. Then, H5 is also supported.

3. Model (4), built on Model (1) and incorporating lagged effects, reveals that
the mediating variable lagged cross-border pecking-order choice (L.PeckOrder) is neg-
atively affected by the independent variable lagged internationalization breadth (L.NOC)
(beta = —0.0195, p < 0.05) and negatively affected by lagged internationalization depth
(L.OSTS) (beta = —7.9745, p < 0.01), reflecting the significant impact of the internationaliza-
tion degree on the mediating variable cross-border pecking-order choice.

4. Model (5), built on Models (2) through (5), further reveals that the dependent
variable (FINANCECOST) is positively affected by the independent variable lagged in-
ternationalization breadth (L.NOC) (beta = 0.1434, p < 0.05), and negatively affected by
lagged internationalization depth (L.OSTS) (beta = —43.025, p < 0.01), as well as lagged
cross-border pecking-order choice (L.PeckOrder) (beta = 1.1087, p < 0.1). Additionally,
legal distance has a significant negative impact on the relationship between the interna-
tionalization degree, as mediated by cross-border pecking-order choice, and finance costs
(beta = —0.4960, p < 0.01), and structural differences in the financial system have a sig-
nificant negative impact on the relationship between the internationalization degree, as
mediated by cross-border pecking-order choice, and finance costs (beta = —0.2107, p < 0.01).
Model (5) comprehensively reflects that the internationalization degree has a significant
effect on finance costs through the mediating effect of pecking-order choice, and that the
negative moderating effects of legal distance and financial system structure differences are
significant.

4.2. Robustness Tests

Although the empirical results indicate that the breadth and depth of internationaliza-
tion significantly influence finance costs, this correlation may be affected by firm-specific
factors, comparison bias, or inappropriate indicator selection. To address these potential
issues, this study conducts robustness tests by substituting the mediating variable, adding
control measurement variables, and adopting alternative regression methods to examine
endogeneity.

1. Robustness test—substituting the mediating variable

To ensure the robustness of our findings, we substitute market-based pecking-order
selection with statement-based pecking-order selection as the mediating variable. In Table 7,
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Model (1) serves as the baseline model, incorporating all control variables. Models (2),
(4), and (5) were built upon Model (1) by adding internationalization breadth (NOC) and
internationalization depth (OSTS) as independent variables, respectively. Model (3) was
also built on Model (1) by market-based pecking-order choice (PeckOrder).

Table 7. Robustness test (substituting mediating variable): Examining the relationship between
internationalization degree and pecking order with moderating effects.

Explained Variable (FinanceCosts) L.II\’/{aicllclgt:ger
@ (2) 3) (5) 4)
LNOC 0.1390 * 0.1434 ** 0.0195 **
(1.93) (1.98) (2.56)
L.OSTS —43.1510 *** —43.0250 *** —7.9745 ***
(—7.94) (—7.81) (—15.85)
PeckOrder —1.5527 % 1.1087 *
(statement-based) (1.92) (1.66)
LegalDistance —0.2769 ** —0.5046 *** —0.2887 ** —0.4960 *** —0.0337 ***
(—2.29) (—4.30) (—2.40) (—4.26) (—3.09)
FinanceSystemStructure —0.1940 *** —0.2072 *** —0.1904 ** —0.2107 *** 0.0033
(—4.74) (—5.04) (—4.68) (—5.14) (1.15)
Totalliabilities —0.0001 * —0.0001 ** —0.0001 —0.0001 ** 0.0001
(—1.81) (—2.57) (—1.55) (—2.57) (1.42)
Marketcap 0.0001 * 0.0001 0.0001 0.0001 0.0001 *
(1.65) (1.52) (1.59) (1.51) (1.66)
PublicIssued —0.0001 —0.0010 * —0.0002 —0.0010 * 0.0001
(—0.09) (—1.67) (—0.28) (—1.68) (0.90)
Networkingassetsch —0.0001 —0.0001 —0.0001 * —0.0001 —0.0001 *
(—1.44) (—0.96) (—1.42) (—0.95) (—1.83)
Equitych 0.0001 0.0001 0.0001 0.0001 0.0001 **
(0.66) (0.56) (0.75) (0.56) (2.11)
Stdebts —0.0002 ** —0.0001 —0.0001 ** —0.0001 —0.0001
(—2.46) (—0.99) (—2.42) (—1.01) (—0.91)
Gearingratio —0.0098 *** —0.0101 *** —0.0098 *** —0.0099 *** —0.0002 **
(—5.49) (—5.07) (—5.50) (—4.93) (—2.37)
Investor —0.0504 —0.0542 —0.0508 —0.0549 0.0227 ***
(—1.11) (—0.77) (—1.12) (—0.77) (3.12)
Invrate 2.5416 *** —1.8355 —2.567 *** —1.8319 0.0850
(5.79) (—1.41) (—5.86) (—1.39) (0.69)
_cons 16.2908 *** 35.0810 *** 17.9096 *** 33.9002 *** 1.4997 **
(4.45) (5.98) (4.85) (5.69) (2.52)
N 4910 4169 4910 4169 4169

Note: *, **, and *** indicate that the coefficients are significant at the 10%, 5%, and 1% levels, respectively. D-K
standard errors are reported in parentheses.

The results of Model (5) demonstrate that internationalization breadth (NOC)
(beta = 0.1434, p < 0.05), internationalization depth (OSTS) (beta = —43.025, p < 0.01) and
pecking-order choice (PeckOrder) (beta = 1.1087, p < 0.1) are significantly influencing
the finance costs (FinanceCosts). These findings indicate that even after substituting the
dependent variable measurement, the results of this study remain robust.

Additionally, the moderating effects of legal distance and finance system structure
differences also exhibit strong robustness. This further validates the consistency and
reliability of our empirical results, reinforcing the conclusion that both the breadth and
depth of internationalization significantly impact pecking-order choices in cross-region
financing decisions.
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2. Robustness test—adding control varialbes

Given that state-owned enterprises (SOEs) typically receive more protection
(Pessarossi & Weill, 2013; Fotak, 2016), we introduce a dummy variable for state own-
ership as a control variable. This addition aims to exclude the influence of company
attributes on the regression results, thereby enhancing the reliability of the findings. Af-
ter incorporating this control variable, Table 8 presents the test results: the relationships
between internationalization breadth (NOC), internationalization depth (OSTS), and the
finance costs (FinanceCosts) remain significantly correlated respectively. This consistency
demonstrates the robustness of the findings.

Table 8. Robustness test (adding control variable): Examining the relationship between international-
ization degree and finance costs with moderating effects.

. . . Mediator
Explained Variable (FinanceCosts) L.PeckOrder
W) (2) 3) (5) 4
L.NOC 0.1390 * 0.1433 ** —0.0191 **
(1.93) (1.98) (—2.51)
L.OSTS —43.1415 *** —43.0175 *** —7.9743 ***
(—7.93) (—7.81) (—15.82)
L.PeckOrder —0.6412 *** 1.1043 *
(statement-based) (—3.44) (1.65)
LegalDistance —0.2756 ** —0.5034 *** —0.3042 * —0.4949 *** —0.0164
(—2.28) (—4.28) (—2.48) (—4.24) (—1.55)
FinanceSystemStructure —0.1942 *** —0.2074 *** —0.1898 *** —0.2109 *** 0.0040
(—4.74) (—5.04) (—4.63) (—5.14) (1.53)
Stateowned —0.6010 —0.6020 —0.0001 —0.5124 —0.0287
(—0.72) (—0.87) (—0.58) (—0.74) (—0.35)
Totalliabilities —0.0001 * —0.0001 ** 0.0001 —0.0001 ** —0.0001
(—1.82) (—2.58) (1.44) (—2.58) (—0.59)
Marketcap 0.0001 * 0.0001 0.0002 0.0001 0.0001 *
(1.65) (1.52) (1.71) (1.51) (1.75)
PublicIssued —0.0001 —0.0010 * —0.0001 * —0.0010 * 0.0000
(—0.09) (—1.67) (—0.05) (—1.68) (0.06)
Networkingassetsch —0.0001 —0.0001 —0.0001 —0.0001 —0.0000 **
(—1.46) (—0.99) (—1.45) (—0.97) (—2.27)
Equitych 0.0001 0.0001 0.0001 0.0001 0.0001
(0.66) (0.57) (0.36) (0.57) (1.39)
Stdebts —0.0002 *** —0.0001 —0.0002 *** —0.0001 —0.0001
(—2.67) (—1.08) (—2.22) (—1.08) (—0.91)
Gearingratio —0.0098 *** —0.0101 *** —0.0099 —0.0099 *** —0.0002
(—5.49) (—5.07) (—5.63) (—4.93) (—1.30)
Investor —0.0503 —0.0541 —0.0621 *** —0.0548 0.0057
(—1.10) (—0.76) (—1.36) (—0.77) (0.43)
Invrate 2.5402 *** —1.8359 —2.9607 *** —1.8323 0.2695
(5.78) (—1.41) (—6.41) (—1.39) (1.08)
_cons 15.6100 *** 35.1206 *** 17.3723 *** 35.4390 *** 1.0270
(4.27) (6.73) (4.72) (6.43) (0.96)
N 4910 4169 4910 4169 4169

Note: *, **, and *** indicate that the coefficients are significant at the 10%, 5%, and 1% levels, respectively. D-K
standard errors are reported in parentheses.

3. Robustness test—substituting the regression model

This paper employs the Sobel test to examine whether there is a mediating effect
between the internationalization degree, the choice of pecking-order and finance costs.
Also, this paper off-loads moderators to focus on the robustness test. After changing the
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testing method, the impact of internationalization degree on finance costs through the
pecking-order choice is consistent with the previous results. Therefore, the Table 9 presents
the hypotheses H1 to H7 still hold, and the conclusion is highly robust.

Table 9. Robustness check (Substituting dependent variable): Examining the relationship between
internationalization degree and finance costs with moderating effects.

Explained Variable
FinanceCost
1) (2) 3) 4)
L.NOC 0.0053 * 0.0053 *
(1.72) (1.72)
L.OSTS —0.7709 ** —0.7244 **
(—2.16) (—2.03)
L.PeckOrder 1.4486 ** 1.3825 **
(statement-based) (2.45) (2.33)
Totalliabilities —0.0001 ** —0.0001 ** —0.0001 ** —0.0001 **
(—2.41) (—2.39) (—2.39) (—2.37)
Marketcap 0.0001 0.0001 0.0001 0.0001
(0.36) (0.35) (0.41) (0.39)
Publiclssued 0.0002 0.0002 0.0002 —0.0002
(0.56) (0.60) (0.61) (0.62)
Networkingassetsch 0.0001 0.0001 0.0001 0.0001
(0.81) (0.80) (0.82) (0.82)
Equitych —0.0002 —0.0002 —0.0002 —0.0002
(—0.60) (—0.59) (—0.61) (—0.60)
Stdebts —0.0002 —0.0002 —0.0002 —0.0002
(—0.56) (—0.52) (—0.59) (—0.55)
Gearingratio —0.0188 *** —0.0187 *** —0.0187 *** —0.0187 ***
(—19.39) (—19.39) (—19.33) (—19.34)
Investor 0.0011 0.0012 0.0008 0.0009
(1.43) (1.54) (1.12) (1.23)
Invrate 0.0841 0.0623 0.651 0.0444
(0.21) (0.15) (0.16) (0.11)
_cons 11.1591 *** 12.5853 *** 10.8820 *** 12.2598 ***
(31.57) (18.48) (28.91) (17.51)
N 4910 4910 4910 4910

Note: *, **, and *** indicate that the coefficients are significant at the 10%, 5%, and 1% levels, respectively. D-K
standard errors are reported in parentheses.

5. Results

Following the preceding analysis, the mechanism through which a company’s interna-
tionalization degree influences its finance costs in the subsequent year can be discerned. To
this end, this paper selects 785 Chinese non-financial enterprises listed on the Main Board
of the Hong Kong Stock Exchange between 2010 and 2020 as the research sample. The
research results show that, on the one hand, the internationalization breadth indicator NOC
has a positive direct effect on finance costs, and the internationalization depth indicator
OSTS has a negative direct effect on finance costs, while legal distance and financial system
structure differences have a significant negative moderating effect on this relationship.
On the other hand, the internationalization breadth and the internationalization depth
have a mediating positive effect on finance costs through the choice of pecking order, and
the moderating effect of legal distance and financial system structure differences remains
significant in negatively influencing the relationship. Finally, to enhance the robustness
and persuasiveness of the research conclusions in this paper, all hypotheses were verified.
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6. Discussion

Rather than treating internationalization, financing order, and institutional conditions
as separate topics, the manuscript now presents them as an integrated mechanism. This im-
proves the logical progression from the prior literature to theory, from theory to hypotheses,
and from hypotheses to empirical testing.

The findings also have practical implications. Managers should be cautious about
pursuing wide geographic expansion without adequate operating depth because a broad but
shallow international presence may increase financing frictions. By contrast, deeper resource
commitment abroad can strengthen financing flexibility and improve access to lower-cost
funds, especially when institutional conditions in the financing market are favorable.

7. Conclusions

Using Chinese non-financial enterprises listed in Hong Kong, this study shows that
internationalization breadth and depth have distinct financing consequences. Breadth
increases subsequent finance costs, whereas depth reduces them. Cross-region pecking-
order choice partially mediates these relationships, and legal distance and financial system
structure differences materially shape the financing outcomes. By understanding these
dynamics, companies can better navigate the challenges of international finance, optimize
their internationalization strategy, and enhance their overall business performance.

8. Limitations and Future Research

This study focuses on Chinese non-financial enterprises listed in Hong Kong over the
period 2010-2020. The sample period, therefore, excludes the years in which the COVID-19
pandemic had a substantial impact on the economies of mainland China and Hong Kong,
particularly 2021-2023. Financial results of listed firms for 2021-2024, which may reflect
pandemic-related shocks and subsequent adjustments, are outside the scope of the present
analysis and are left for future research.

Consequently, the firm-level financial results used in this paper do not incorporate
post-COVID developments; the effects of the pandemic on internationalization, financing
decisions, and finance costs will be examined in subsequent work.
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