Coming to America: Gaining Legitimacy through Director Interlocks by Chinese IPOs in the U.S.

ABSTRACT 
Director interlocks have been studied in a variety of contexts. However, few studies have accounted for the potential legitimacy garnered from having director interlocks at the time of an initial public offering (IPO). Using a sample Chinese IPOs making their debut on U.S. stock exchanges, our study evaluates the importance of director interlocks in raising equity resources abroad, and explores how different types of institutional investors may differ in their cognitive legitimacy judgments of director interlocks. More specifically, we examine how director interlocks in home and host countries affect potential investors’ judgments of the IPO’s legitimacy. Our results show that dedicated and transient investors value Chinese and U.S. director interlocks differently. However, both investor types place similar emphasis on dual director interlocks that link firms to other Chinese IPOs in the U.S.
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INTRODUCTION

The exploration of micro-level institutional processes 
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(Bitektine, 2011; Jepperson, 1991; Johnson, Dowd, & Ridgeway, 2006; Powell & Colyvas, 2008; Tost, 2011; Zelditch, 2006; Zucker, 1977)
 has drawn researchers’ attention to diversity in legitimacy judgments about an organization among individual evaluators (Bitektine, 2011; Tost, 2011). A growing body of research into legitimacy judgments has recognized that “organizational legitimacy may not be viewed similarly by different stakeholders” (Lamin and Zaheer, 2012: 47) and that social acceptability and the very “right to exist” of an organization can be contested by different groups of actors 


 ADDIN EN.CITE.DATA 


 ADDIN EN.CITE.DATA 


 ADDIN EN.CITE.DATA 
 ADDIN EN.CITE 

(Barnett, 2006; Greenwood & Suddaby, 2006; Maguire & Hardy, 2009)
. Due to the importance of social approval to modern organizations, scholars tend to focus on sociopolitical legitimacy or the acceptance of a firm “as appropriate and right, given existing norms and laws” 
 ADDIN EN.CITE 

(Aldrich & Fiol, 1994: 648)
.  Thus the literature has described how evaluators make their social acceptance judgments Tost, 2011


( ADDIN EN.CITE ; Zelditch & Walker, 2000; Zelditch & Walker, 1984)
 and how organizations can influence this process through communication and substantive action Elsbach, 1994
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( ADDIN EN.CITE ; Golant & Sillince, 2007; Rao, 2004; Suddaby & Greenwood, 2005)
. Yet, sociopolitical legitimacy, which sometimes can be subdivided into normative (or moral) and regulative components Scott, 1995(; Tost, 2011)
, reflects only one aspect of organizational legitimacy. 
Cognitive legitimacy, which is grounded in evaluators’ knowledge about the organization 
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(Aldrich & Fiol, 1994; Suchman, 1995; Tost, 2011)
, or about the category to which it belongs 
 ADDIN EN.CITE 

(Bitektine, 2011; Ruef & Scott, 1998)
 represents the other important, yet often overlooked aspect of organizational legitimacy. High levels of cognitive legitimacy of an organization or a category result in its taken-for-grantedness 
 ADDIN EN.CITE 

(Barron, 1998; Hannan, Carroll, Dundon, & Torres, 1995)
. Moreover, cognitive legitimacy helps firms avoid further scrutiny and questioning by members of society Bitektine, 2011()
. 

Interestingly, despite all the importance that institutional theory has ascribed to cognition and taken-for-granted institutional arrangements Berger & Luckmann, 1966
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( ADDIN EN.CITE ; Sine & David, 2003; Suchman, 1995)
, little is known about the role and effect of diversity in cognitive legitimacy judgments of evaluators. Since people may differ in their knowledge about an organization, it can be expected that their judgments about it will differ as well Bitektine & Haack, 2015()
. Yet, there is a striking absence of research on diversity in cognitive legitimacy judgments of evaluators and on its effects on organizations. This is particularly striking, given that cognitive legitimacy “represents the most subtle and powerful source of legitimacy identified to date” (Suchman, 1995: 583).
Our primary objective in this study is to bring cognitive legitimacy judgment back on stage and evaluate how differences in cognitive legitimacy judgments among investors produce important effects on their behavior.  Institutional theory suggests that an organization’s access to resources represents an important outcome of its legitimacy (Sine, David, & Mitsuhashi, 2007; Stuart, Hoang, & Hybels, 1999). Therefore, we base our study in capital markets since investors control a critical resource that a firm needs and they behaviorally express their legitimacy judgments by making their financial resources available to the firm. Investor judgments are particularly consequential for firms crossing the threshold from private to public company status (Zahra & Filatotchev, 2004), as firms must attract potential investors in order to raise necessary capital to successfully complete the IPO (Certo, Daily, & Dalton, 2001).  Hence, the key research question we explore is:  How cognitive differences between IPO investors lead them to different cognitive legitimacy judgments and thus affect their IPO investment decisions?
Our study makes several important contributions. First, we depart from the extant institutional theory by highlighting differences in cognitive legitimacy judgments among investors, and the consequent differences in how they assess legitimacy of firms. We argue that taken-for-grantedness, which is regarded as a foundation of cognitive legitimacy Johnson et al., 2006
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( ADDIN EN.CITE ; Lamin & Zaheer, 2012; Suchman, 1995)
, does not necessarily result in isomorphic cognitions and judgments. The diversity in evaluators’ judgments is maintained even when they are exposed to the same information about the firm. Cognitive legitimacy, thus can serve as an important differentiating factor for firms competing for scarce resources.
Second, our study advances research on cognitive legitimacy by identifying micro-level antecedents of cognitive legitimacy and by exploring one of such antecedents – the firm’s association with known actors through board interlocks. Certo 2003()
 argues that IPO firms can signal organizational legitimacy to investors through the appointment of prestigious directors (i.e., directors with significant human and social capital) to their boards see also Certo, Daily, & Dalton, 2001()
. However, this research is focused on socio-political legitimacy and considers stock market investors as a homogeneous group of external evaluators. In contrast, our study demonstrates that the social network of the firm’s board members is important for the firms’ cognitive legitimacy and that not all ties in that network are interpreted the same way by different types of evaluators. The diversity in interpretations, in turn, is reflected in diversity of the cognitive legitimacy judgments that they make.

Finally, we contribute to research on IPOs in foreign stock exchanges (Bell, Moore, & Al-Shammari, 2008; Blass & Yafee, 2001; Hursti & Maula, 2007) by exploring the legitimacy judgments of Chinese IPOs by U.S. investors. More specifically, we show how transient and dedicated institutional investors value director interlocks differently. By revealing which interlocks appeal to different investors, our findings shed light on important elements of investors’ cognition. On the one hand, they help understand IPO investor behavior and decision-making, and on the other hand, they can provide guidance to IPO firms seeking to attract a particular type of investors. 
In the sections that follow, we review the three main legitimacy types discussed in the literature and their socio-cognitive antecedents. We then present the context of this study – Chinese IPOs
 – and different types of director interlocks that connect these young companies with more prominent players. Following the review of the operational measures used in this study, we present the main findings and their implications for institutional theory, legitimacy research, and the literature on IPOs.
THEORETICAL BACKGROUND

Organizational legitimacy 

The distinction of normative, regulative, and cognitive types of legitimacy 
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(Hoffman, 1999; Kostova & Zaheer, 1999; Ruef & Scott, 1998; Zimmerman & Zeitz, 2002)
, which is based on Scott’s 1995()
 institutional pillars, is of particular importance for the process of legitimation of a new organization or an industry, since it reflects the bases on which stakeholders evaluate legitimacy  (Ruef & Scott, 1998). 

Normative and regulative legitimacy types, which are sometimes combined under the umbrella of sociopolitical legitimacy (Aldrich & Fiol, 1994; Bitektine, 2011; Zimmerman & Zeitz, 2002), reflect the outcome of scrutiny and normative evaluation of an organization – whether this organization is acceptable or not, given existing norms and regulations (Aldrich & Fiol, 1994; Suchman, 1995). The normative and regulative legitimacy types received particular attention of institutional theory scholars 
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(Baum & Oliver, 1991; Deephouse, 1996; Meyer & Rowan, 1977; Suchman, 1995)
. Thus, researchers have focused on normative legitimacy assessments communicated by the media 
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(Barron, 1998; Deephouse, 1996; Deephouse & Carter, 2005; Lamertz & Baum, 1998; Vergne, 2011)
, on regulative legitimacy reflected in approvals, certifications, and licenses granted by government agencies 
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(Baum & Oliver, 1991; Deephouse, 1996; Deephouse & Carter, 2005; Singh, Tucker, & House, 1986)
, as well as on normative judgments of self-regulatory bodies, such as industry associations, who also have some coercive power over organizations 
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(Ruef & Scott, 1998; Westphal, Gulati, & Shortell, 1997)
. 
An important accomplishment of this research was the recognition of diversity in sociopolitical legitimacy assessments. On the regulative legitimacy side, Ruef and Scott 
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(1998)
 drew attention to different sets of criteria (managerial and technical) that can be used by regulators in their assessments of hospitals’ legitimacy. On the normative legitimacy side, Lamin and Zaheer 
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(2012)
 showed that different types of stakeholders, which they termed “Wall Street” and “Main Street”, assess legitimacy using different sets of norms drawn respectively from economics and ethics. Depending on which set of norms is selected, a stakeholder can arrive to fundamentally different judgments about the legitimacy of a firm Bitektine & Haack, 2015()
. 

Cognitive legitimacy is a less researched type of legitimacy commonly associated with social “taken-for-grantedness” of an organization (Aldrich & Fiol, 1994; Barron, 1998; Golant & Sillince, 2007; Scott, 1995; Suchman, 1995) and predicated on the spread of knowledge about it 
 ADDIN EN.CITE 

(Aldrich & Fiol, 1994)
. Since the spread of negative information does not contribute to legitimacy, but rather stigmatizes an organization 
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(Kulik, Bainbridge, & Cregan, 2008; Vergne, 2012)
 and renders it illegitimate, the information about the organization has to have positive or at least neutral value to contribute to its cognitive legitimacy. Thus, cognitive legitimacy exists when people know about the organization and accept it as “non-problematic”, as “a natural way of achieving some end” Barron, 1998()
.
While the most reliable source of cognitive legitimacy is the evaluator’s own familiarity with an organization, evaluators routinely face the task of evaluating an organization that they know little about (Bitektine, 2011). In such instances they resort to cognitive heuristics, or mental shortcuts that reduce the complex tasks to simpler judgmental operations Tversky & Kahneman, 1974()
. Moreover, heuristics allow evaluators to infer an organization’s legitimacy from the legitimacy of the category to which it belongs (Bitektine, 2011; Kostova & Zaheer, 1999) or from its ties and associations with other actors Baum & Oliver, 1991()
. Hereafter we refer to these cognitive shortcuts as categorization and association heuristics respectively. Some macro-level outcomes of these heuristics are addressed in the literature on legitimacy spillovers 
 ADDIN EN.CITE 

(Haack & Scherer, 2010; Kostova & Zaheer, 1999; Kuilman & Li, 2009)
: In vertical, top-down legitimacy transfers, an organization benefits from the established legitimacy of the category that it belongs to 
 ADDIN EN.CITE 

(Kostova & Zaheer, 1999; Kuilman & Li, 2009)
, while in horizontal legitimacy transfers an organization benefits from the established legitimacy of actors (individuals or organizations) with whom it has an observable relationship 
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(Barnett & King, 2008; Yu, Metin Sengul, & Lester, 2008)
. Similarly, illegitimacy of a category or of an exchange partner may spill over to the organization hurting its legitimacy 
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(Hudson & Okhuysen, 2009; Jonsson, Greve, & Fujiwara-Greve, 2009; Vergne, 2012)
.

Thus, we regard cognitive legitimacy as a social judgment Bitektine, 2011(; Tost, 2011)
 rendered on the basis of three types of inputs: (1) familiarity with the organization in question; (2) information about the category to which this organization belongs; and (3) information about other actors associated in some way with this organization. Items 2 and 3, which are grounded in categorization and association heuristics respectively, form the cognitive foundation for vertical and horizontal legitimacy spillovers observed at the macro-organizational level.
While in horizontal legitimacy transfers an organization benefits from the established legitimacy of actors with whom it has an observable connection 
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(Barnett & King, 2008; Yu et al., 2008)
, the identification and interpretation of such a relationship is not always obvious and, therefore, may require a substantial cognitive effort Rosch, 1978()
. As a result, it can be expected that, depending on the effort put into the analysis of ties that an organization has with other actors, evaluators may arrive to different interpretations of this tie, and hence to different judgments about the organization’s cognitive legitimacy. The difference in judgments, in turn, can translate into their behaviour, yielding diversity in observed macro-organizational outcomes. 
Legitimacy Judgment Antecedents in the Context of Chinese IPOs 

It has been observed that social actors routinely face the task of rendering legitimacy judgments under conditions of uncertainty (Bitektine, 2011), and the contexts of investment decisions at the time of an IPO are particularly rife with uncertainties and risks (Chen et al., 2008; Gulati & Higgins, 2003). The exploration of bounded cognition in real-life decision-making settings requires attention to information sources available to the evaluators and assessment of conditions under which they make their judgments. The context of Chinese IPOs presents a unique opportunity for exploration of antecedents of investors’ cognitive legitimacy judgments, since, as Table 1 shows, informational inputs for normative and regulative legitimacy judgments in this context are limited and investors have to rely on the scarce information that is available to them, notably on informational antecedents of cognitive legitimacy judgment. Table 1 summarizes the information available to investors for rendering different types of legitimacy judgments with respect to Chinese IPOs.

--------------------------------

Insert Table 1 about here

--------------------------------

Below we briefly review each of the antecedents of legitimacy judgments outlined in Table 1 to highlight environmental uncertainties and the role of cognitive legitimacy judgments in the context of Chinese IPOs.
Perceived normative compliance. Lamin and Zaheer (2012) have observed that stakeholders may differ in how they evaluate normative legitimacy of a firm: While general public (the “Main Street”) grounds its normative legitimacy judgments in ethics and evaluates “firm’s actions from the perspective of their broader societal impact and their fairness” (52), investors (the “Wall Street”) assess normative legitimacy based on assumptions drawn from economics and focus on “the long-run value of the firm and its future performance as reflected in its stock price” (52).  However, the financial performance information, which is critical for normative legitimacy assessment by investors, has been shown to have little effect in IPO outcomes (Daily et al., 2005; Schnatterly et al., 2014). Since IPO companies tend to be relatively young, and the historical performance data on such companies is not a reliable indicator for investors evaluating an IPO (Kim & Ritter, 1999; Ritter & Welch, 2002). Therefore, in the absence of reliable information for normative legitimacy assessment, investors have to pay closer attention to other types of legitimacy in their evaluation of IPOs.

Perceived validity. The context of IPOs also allows us to eliminate mimetic isomorphism as a possible explanation for investors’ judgments and actions under uncertainty (see Table 1). At the time of their decision, IPO investors have had little opportunity to observe actions of others and hence, almost no chance to be influenced by the “collective” judgment of other investors 
 ADDIN EN.CITE 
(cf. the concept of "validity" in Dornbusch & Scott, 1975; Johnson et al., 2006; Tost, 2011; Zelditch, 2011)
.
Perceived compliance with regulations. The US SEC imposes strict requirements on all firms participating in the IPO process. As a result, most IPOs make their debut with little variation with respect to regulative conformance, since if a firm does not comply with regulative aspects of the IPO process, the SEC will not allow it to sell its shares to the public. 

 Knowledge about the organization. At the time of IPO, many U.S. investors have a very limited knowledge of these firms. The novelty, and hence “liability of newness” Stinchcombe, 1965()
 associated with IPOs in general (Kroll et al., 2007), is compounded for Chinese firms by “liability of foreignness” (Zaheer, 1995), since significant cultural differences and a linguistic barrier make access to information about Chinese IPOs particularly difficult for U.S. investors. The combination of these two liabilities can be a significant hurdle to overcome for foreign IPOs (Bell, Filatotchev, & Rasheed, 2012). As investors have to make their investment decisions with respect to Chinese IPOs with limited knowledge about these firms, they have to rely on other cues and heuristics in rendering their legitimacy judgments.

Association with known category. In addition to the liabilities of newness and foreignness discussed above, Chinese IPOs are also disadvantaged by the category to which they belong – the “Chinese IPOs” category. This category has a fairly unimpressive historical performance record: If an investor bought every Chinese IPO on its debut since 2008, the average return though mid-2011 would have been a -24% loss, compared with a 25% gain on the average non-Chinese IPO (Renaissance, 2011). Since financial performance is a particularly important dimension of legitimacy for the “Wall Street” stakeholders 
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(Lamin & Zaheer, 2012)
, the association with Chinese IPOs as a category does not confer a legitimacy benefit to individual firms, but rather, can be a source of legitimacy disadvantage for them 
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(Vergne, 2012)
.  The following quote from Renaissance Capital (2011) summarizes the concerns of potential investors about Chinese IPOs as a category:

“Another wave of Chinese IPOs is hitting the U.S. equity market, but this time many U.S. investors are staying dry. The reasons for this growing aversion are several, but paramount among them are evidence of actual fraud at a handful of companies, skepticism about business models and growth rates, inadequate financial controls and opaque financial disclosures.” 

Association with known actors. While Chinese IPO firms can demonstrate a minimal level of regulative conformance sufficient to be allowed to debut an IPO in the US, the lack of knowledge about these firms, the absence of information to assess their normative legitimacy, and the lack of legitimacy of the whole category of Chinese IPOs can be expected to deter potential investors. Yet, the sheer number of Chinese IPOs in the U.S. (25% of the total number of IPOs in the U.S. - Ritter, 2012) suggests that Chinese IPOs manage to attract at least some investors who are willing to commit their resources to these firms. We argue here that the primary source of legitimacy that these firms can still tap into is the cognitive legitimacy that comes from the firms’ legitimating linkages to other actors 
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(Baum & Oliver, 1991; Human & Provan, 2000)
. 
Prior research has found that directors’ external connections often serve as a signal of legitimacy to potential investors (Certo, 2003; Certo et al., 2001; Deutsch & Ross, 2003; Higgins & Gulati, 2006; Cohen & Dean, 2005). Of particular interest in this respect are interlocking directors (Shropshire, 2010), who are capable of transferring the legitimacy gained through appointments in prominent and successful firms to the IPO firm (Chen et al., 2008).  Interlocking directors not only provide experience and information to the firm and its top management team (Haunschild & Beckman, 1998; Zahra & Pearce, 1989), but their willingness to be associated with a Chinese IPO should reduce the level of uncertainty facing potential investors. Therefore, the legitimacy gained by the debuting IPO is directly tied to the interlocking director’s willingness to tie their reputation to the IPO. In the context of Chinese IPOs we can discern three types of interlocks: (1) board membership in other listed U.S. companies (hereafter U.S. director interlocks); (2) board membership in Chinese companies not listed in the U.S., but listed on Chinese / Hong Kong stock exchanges (hereafter Chinese director interlocks)), and (3) board memberships in other Chinese firms that previously made their IPO debut in the U.S. and thus are already known to the U.S. investors (hereafter dual director interlocks).
The assessment of information on Chinese IPOs available to institutional investors suggests that the context of Chinese IPOs presents a unique opportunity for exploration of the role and effect of a single legitimacy antecedent – director interlocks – while naturally controlling for other sources of information that are available to the investors. 
Legitimacy Judgments of Different types of Institutional Investors

Research to date has tended to evaluate investors as a homogeneous group and gauge their legitimacy judgments in the aggregate, via the price of a firm’s shares at IPO (Cohen & Dean , 2005), or the total funds a firm can raise at IPO (Khoury , Junkunc, & Deeds, 2013). In contrast, in this study we seek to explore the diversity in cognitive legitimacy judgments rendered by different types of institutional investors. Under conditions of uncertainty and limited information, the effort required to obtain and interpret information containing legitimacy cues can be substantial Bitektine, 2011()
. At the same time, it can be expected that investors differ in their ability to analyze and interpret information. Literature in finance has identified different types of institutional investors (Bushee, 1998), and management scholars have begun to look deeper into this categorization—noting that there are differences in investors’ cognitive frames, and, hence, in their approach to investments (Canella, Carly, & Withers, 2014). For example, transient investors move frequently in and out of firms, make investments in a large number of firms, and hence expend less effort in evaluating any single firm in their portfolio. Due to their short-term investment horizon, these investors are generally less concerned with long-term prospects of the firms they invest in. 
In contrast, dedicated investors are primarily concerned with a firm’s long-term value prospects (Koh, 2007). They invest in fewer firms (Bushee, 2004), gain extensive knowledge about each firm prior to investing, and they often interact with the firm’s executives (Porter, 1992). Accordingly, dedicated investors’ involvement in a firm influences activities ranging from a firm’s research and development processes (David, Hitt, & Gimeno, 2001), to its competitive actions (Connelly et al., 2010). 
Past studies have suggested that transient investors often evaluate firms based almost entirely on their own preferences (Abarbanell, Bushee, & Raedy, 2003; Connelly et al., 2010), and take a more extrinsic view of the firm. For example, Connelly et al. (2010) find that tactical behaviors are generally preferred by transient investors, but are less favored by longer-term oriented dedicated investors. It should be noted that while some Chinese IPOs may have presence in the U.S. market, most of them have their operations in China and generate the bulk of their revenue outside the U.S. As a consequence, U.S. director interlocks have little bearing on these firms’ operating capabilities or financial performance. Nevertheless, they play an important symbolic role Berger & Luckmann, 1966
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( ADDIN EN.CITE ; Suchman, 1995)
, since interlocks with prominent U.S. directors serve as an easily available cue to other transient U.S. investors who have a limited ability (or willingness) to interpret other, more complex legitimacy cues, such as director interlocks with firms in China. 
For this reason, we argue that transient investors are generally more likely to invest in firms that they can extract more short-term value from, and often do so with a shorter-time horizon when compared to dedicated investors (Bushee, 1998). Since transient investors often make more frequent investments, and generally invest in a large number of firms (Bushee, 2004), their attention to each particular investment is limited by the considerations of cognitive economy Bitektine, 2011(; Rosch, 1978)
. As a result, all else being equal, they put less effort into evaluation of each particular investment opportunity. This cognitive economy translates into a less extensive information search and a less thorough analysis of firms they invest in. For this reason, in the context of Chinese IPOs debuting in the U.S., we can expect that transient investors will rely more on legitimacy cues provided by director interlocks with U.S. firms, since this information is more familiar to them (as they may recognize names and firm affiliations with U.S. directors) and is likely easier to interpret.  Therefore,

Hypothesis 1: Chinese IPOs with interlocking directors from U.S. listed firms will attract more transient institutional investors.

In contrast to evaluating U.S. director interlocks, the identification and interpretation of Chinese director interlocks requires greater effort from potential U.S. investors and a more thorough understanding of the Chinese market and culture. The knowledge, time and other resources necessary for a thorough evaluation are not equally available to all investors. Hence, dedicated investors are better able to monitor executives since they focus on a small number of firms, and gain extensive knowledge about the firm (Porter, 1992). 
Moreover, since dedicated investors expend greater cognitive effort to evaluate firms, it can be expected that they develop a superior ability to interpret legitimacy cues that require a more thorough knowledge of the firm and its economic and socio-cultural context. For example, for such investors, the data on director interlocks with other firms in China may indicate the strength of the directors’ guanxi, i.e., the network social connections for reciprocal exchange of special favors and obligations, which is highly valued in Chinese culture and business community Peng, 2004()
. This, in turn allows them to discern long-term value creation opportunities that would normally be overlooked by less concentrated transient investors.  Cognitive frames of dedicated investors may involve judgments related to the longer-term sustainability of the business since they tend to stay with their portfolio companies for longer time periods (Bushee, 1998), and are primarily concerned with a firm’s long-term value prospects (Koh, 2007). Again, these investors would put more value on the IPO firm’s board connections in China since they are associated with longer-term viability supported by local networks of Chinese firms (Tsang, 1998). Therefore, we hypothesize:
Hypothesis 2: Chinese IPOs with interlocking directors from locally listed, Chinese firms will attract more dedicated institutional investors.

Finally, firms may have features that address cognitive needs of several types of audiences. The presence of legitimating features appealing to different audiences is beneficial to a firm, since it creates some form of diversification among the audiences that support it. In other words, it broadens the firm’s legitimacy base, or the scope of actors in an organizational field that are willing to support (or at least tolerate) the focal organization. Such a diversification makes the firm’s legitimacy less volatile, in case a particular group of actors withdraws its support, and gives the firm greater power, since it reduces the firm’s dependence on any particular group of actors.  
In the context of Chinese IPOs, such a “dual-appeal” feature has to be sufficiently easy to interpret, in order to attract transient investors, and at the same it has to reflect a long-term value-creating potential of the firm, which would make it appealing to dedicated investors. Thus, it can be expected that interlocks with directors that are on the boards of other Chinese firms that are already publicly listed on U.S. exchanges (and hence known to the U.S. investors) may attract both types of investors. For instance, Baidu, a firm that is often referred to as the “Google of China”, has been one of the best performing stocks in the past decade, gaining over 1,000% since its IPO in 2005. If a debuting Chinese IPO forms a director interlock with Baidu’s CEO and board member Robin Li, both types of potential investors are likely to interpret it as an important cue of the Chinese IPO’s legitimacy. For dedicated investors, such an interlock may signify a strong embeddedness of the IPO firm into the network of business leaders in China, and hence its potential to create value through alliances and other forms of collaboration in the Chinese market. Furthermore, ties to successful past IPOs may appeal not only to dedicated investors, but also to transient investors: since these Chinese companies are already present in the U.S., their directors are already known to the institutional investors and, therefore, director interlocks with such companies are easy to identify and interpret. Therefore, we hypothesize: 

Hypothesis 3: Chinese IPOs with dual interlocking directors from other U.S.-listed Chinese firms will attract more of both dedicated and transient institutional investors. 
METHODOLOGY

Data and Sample

In order to explore the hypotheses presented above, we use the entire population of Chinese firms that completed their IPOs on the National Association of Securities Dealers Automated Quotation (NASDAQ) or the New York Stock Exchange (NYSE) or American Stock Exchange (ASE) from January 1, 1993 until December 31, 2013. Data was obtained from three sources: the Securities Data Company (SDC) Platinum database, the Wharton Research Database Services (WRDS), and the IPO’s SEC filings. 
After identifying all of the Chinese IPOs, we eliminated firms that were blank check companies, equity re-organizations, reverse mergers, spin-offs, but were not flagged as such in SDC in order to ensure that we were examining only independent firms.
 The identification of such firms was done through the analysis of SEC filings, and from the firm’s corporate history in the prospectus filings. Eliminating such incorrectly labeled IPOs is of particular importance due to the surge in reverse IPOs by Chinese firms (BloombergBusinessWeek, 2011), and due to SDC’s problematic classification of some IPOs (Ritter, 2012). After these eliminations we identified 132 firms to be included in the analysis. Further, 11 IPOs were eliminated due to the unavailability of the prospectus (the primary source for the information regarding director interlocks). This limitation is because prior to 2001 the SEC did not require foreign IPOs to make their prospectus publicly available. Whenever possible, data obtained from one source was cross-verified with other sources to ensure the highest level of accuracy.
Dependent Variable


Since legitimacy is a latent concept that cannot be measured directly (Bitektine & Haack, 2015), we assess the legitimacy judgment of institutional investors by observing the behavioral outcomes of their judgments, namely their participation in an IPO or lack thereof. Thus, our dependent variable is the count of the number of institutional investors at the first reporting after the IPO (Higgins & Gulati, 2006). The SEC requires institutional investors with assets larger than $100 million to report their holdings quarterly in 13-F filings (Goranova, Alessandri, Brandes, & Dharwadkar, 2007). This filing represents the first point in time that investors have to disclose their holdings, meaning that there is little likelihood that investors owning the recent IPO have been influenced by following other investors into the company. The data was obtained from the Thomson Reuters database (formerly known as Spectrum) within WRDS, and also from the NASDAQ, allowing us to determine the exact number of institutional investors at the end of the first quarter following the IPO’s debut. 


In our count of the number of investors drawn to the recent Chinese IPO, we differentiate between dedicated and transient investors using Bushee’s (2004) categorization of institutional investors. Using cluster and factor analysis, his method classifies owners into three categories: dedicated, quasi-indexer, and transient. Bushee’s classification is updated annually, and is determined by analyzing nine variables related to investors’ behaviors. The variables measure three broad functions of the institutional investor: their diversification, portfolio turnover, and sensitivity to earnings. The benefit of using such a classification to distinguish investor types is that the measure classifies the institutional investors into parsimonious groups that have reasonably similar strategies and objectives when investing in firms (Bushee & Noe, 2000). 
Independent Variables

The antecedents (or predictors) of investors’ cognitive legitimacy judgments are informational inputs that investors have at their disposition at the time they make their judgments. As mentioned earlier, the context of Chinese IPOs allows us to exclude different possible sources of variability in information about the firm - see Table 1 for the summary of the available information sources available to investors for legitimacy judgments.

As a result of the cognitive constraints described above, the information about the firm’s association with known actors becomes the primary source of information for U.S. investors’ legitimacy judgments.   Below we review specific types of such information that is available to U.S. investors at the time they render their legitimacy judgments and describe the measures used in this study. 

U.S. director interlocks. The total number of U.S. director interlocks was measured as a continuous variable counting the number of interlocking directors with publicly listed U.S. firms (excluding director interlocks with Chinese IPOs listed in the U.S.).  Information for this variable was obtained directly from the prospectus’s management bio description.

Chinese director interlocks. The total number of Chinese director interlocks was measured as a continuous variable counting the total number of interlocking directors with firms that are publicly listed on Chinese (and Hong Kong) stock exchanges (Tuschke, Sanders, & Hernandez, 2014).  Information for this variable was obtained directly from the prospectus’s management bio description.

Dual director interlocks. The total number of dual interlocks was measured as a continuous variable counting the number of interlocking directors with any previous Chinese IPO that made its debut in the U.S.  Information for this variable was obtained directly from the prospectus’s management bio description.

Control Variables

Firm-Specific controls. We controlled for three firm-specific characteristics that may affect legitimacy judgments: a firm’s size, income, and the number of risk factors in the prospectus. Firm’s size was measured using total assets and was log transformed to address potential skewness. Since the size of a firm affects its prominence, this type of information can be expected to affect the firm’s cognitive legitimacy (this information can be a part of investors’ direct knowledge about the firm). 

A firm’s income may be related to its normative legitimacy, as it represents one of the key performance metrics of a firm and financial performance is one of the key dimensions of normative legitimacy for the “Wall-Street” stakeholders (Lamin & Zaheer, 2012). Accordingly, we included the most recent year’s net income as per the prospectus. 

Finally, we have also included a variable for the total number of risk factors listed in the IPO’s prospectus. Past literature suggested the total number of risk factors listed in the prospectus may have an effect on investors’ perceptions (Certo et al., 2001). Therefore, we counted the total number of risk factors included in the prospectus creating the variable Risk factors. These three firm specific control variables – Total assets, Net income, and Risk factors − were taken from SDC and the IPO’s prospectuses.

Industry and Temporal Influences. As prior literature suggested, whether a firm is an Internet-based firm can have a significant effect on its ability to attract institutional investors (Ljungqvist and Wilhelm, 2003). Therefore, we included the dummy variable Internet (0 = no, 1 = yes) to control for such firms. This categorization was determined through analysis of SIC codes and cross-comparison of the prospectus description. Further, when examining the stock market it is important to note that market conditions can change over time (Helwege and Liang, 2004). Accordingly, we also included yearly dummy variables controlling for such temporal effects (not shown in models).

Prestigious Underwriter. Since our paper focuses on legitimacy, we controlled for the potential positive association gained from other types of the IPO’s linkages with other actors. For example, firms with a prestigious underwriter may receive different reactions from investors (Carter and Manaster, 1990; Gulati and Higgins, 2003). We utilized an index originally developed by Carter and Manaster (1990), which has been subsequently updated based on Loughran and Ritter’s 2009 continuation of the rankings to measure underwriter prestige. The Carter–Manaster scores range from -9 (low prestige) to 9.1 (high prestige), and following prior literature we coded each IPO based on the prestige of the underwriter creating the variable Prestigious underwriter (Heeley, Matusik, and Jain, 2007). 

Nasdaq. Since there may be a different legitimacy judgment associated with the exchange that the firm lists its shares on (Rao, Davis, & Ward, 2000), we also controlled for whether the firm listed on the NASDAQ or the NYSE using a dummy variable (0 = NYSE, 1 = NASDAQ), creating the variable Nasdaq.
Management Team Variables. Some investors may have a governance concern with the CEO also serving as the chair of the board. For this reason, we included a dummy variable Dual role (0 = no, 1 = yes) if the CEO also had the title as the chair of the board. Additionally, some institutional investors may have concerns about managerial ownership and control over the firm. We therefore controlled for the cumulative percentage of company shares held by all management team members at the time of the IPO according to the final prospectus (Arthurs, Hoskisson, Busenitz, & Johnson, 2008), as measured as the cumulative ownership percentage creating the variable Management ownership. 

Variable Interest Entities. Foreign IPOs are sometimes structured as what is referred to as variable interest entities (VIEs). The U.S. accounting rules refer to a VIE as when a U.S.-listed firm’s interest derives from the contractual relationship, not voting rights. VIEs are generally owned either by the founder, employees, or family members of the founders. This ownership structure has been highlighted by practitioners (and popular press) as a potential risk to shareholders.
 While Lamin and Zaheer (2012) suggest the importance of economic performance metrics as legitimacy defining dimensions, we believe that the set of dimensions relevant to investors’ legitimacy judgments about a firm should be complemented with measures of the firm’s risk, since risk of loss can be at least as powerful factor in investment decisions as the prospect of future gain Kahneman & Tversky, 1979()
. We found nearly half of the firms had a VIE structure. We coded such firms with a dummy variable (0 = no, 1 = yes) through verifying the information directly from the prospectus, creating the variable VIE entity. 

Auditor. Given the heightened uncertainty facing Chinese IPOs, some investors may be concerned with the quality of the auditor who helped prepare the firm’s financials found in its prospectus. We therefore controlled for whether or not the Chinese IPO utilized one of the big four auditors (Deloitte, Ernst & Young, KPMG, and PricewaterhouseCoopers) creating the dummy variable (0=no, 1 = yes) to account for any potential legitimacy judgment made related to the quality of the auditor representing the firm. 
Estimation Methods

Our dependent variable, which reflects the behavioral outcome of institutional investors’ legitimacy judgments, is the count of the number of institutional investors at the first filing required by the SEC. Since the dependent variable is a count measure, ordinary least squares (OLS) regression would likely yield biased and inefficient estimates (Greene, 2003). Accordingly, the Poisson distribution is generally considered a better estimate when studying dependent variables that are count measures. However, estimation based on the most basic Poisson model is considered inappropriate when the measure’s variance exceeds its mean (Greene, 2003). In such scenarios, the negative binomial distribution and zero-inflated versions of the Poisson and negative binomial should offer a better fit in handling overdispersion. 

For the estimation of our hypotheses related to transient investors, we utilized negative binomial regressions with robust standard errors. Our chi-squared value for the likelihood-ratio test of alpha=0 was above 239, which strongly suggested that the alpha is non-zero, and that the negative binomial model is more appropriate than the Poisson model. Similarly for the estimation of our hypotheses related to dedicated investors we utilized negative binomial regressions with robust standard errors. However, it is important to note that in contrast to our estimates of the count of transient investors, many of the Chinese IPOs did not receive any investments from dedicated investors, creating an abundance of zeros in our dependent variable (87 firms did not have any dedicated investors). 
Consequently, we also sought to see whether alternative zero-inflated regressions would be a better fit for our estimations of the number of dedicated investors (Blevins, Tsang, & Spain, 2015). We specified estimates with the zero group including the variables Prestigious underwriter, auditor, and VIE entity, since these variables might deter dedicated investors. The results between our negative binomial and zero-inflated Poisson and zero-inflated negative binomial models were very similar—but the measures of fit did not show a significant improvement over the negative binomial using robust standard errors when compared to the zero-inflated regressions. We therefore used negative binomial regressions with robust standard errors for our estimates predicting the count of dedicated investors. However, for comparison purposes, we also included the results from our full model utilizing a zero-inflated Poisson regression. Finally, in testing for potential issues resulting from multicollinearity, we used the “coldiag” command in Stata 11.0. The condition statistics were all below 5, well under the recommended cutoff condition index of 30 (Belsley, Kuh, and Welsch, 1980). 
Analysis and Results

Descriptive statistics and correlations among the variables are presented in Table 2. Some of the relationships observed in Table 2 warrant further discussion. First, our two dependent variables are significantly (p < .001) and positively correlated. This is because both transient investors and dedicated investors can be drawn to similar firms and legitimacy cues. Furthermore, we also find a significant relationship between some of our control variables. For example, firms that are structured as a VIE entity generally have more risk factors, explaining the positive and significant relationship between the two variables. Additionally, we find a significant (p < .001) and positive relationship between the prestige of the underwriter and the assets of the firm, indicating Chinese IPOs with more assets at the time of their IPO are more likely to be promoted by a more prestigious underwriter.
--------------------------------

Insert Table 2 about here

--------------------------------

Tables 3 and 4 present the results of our regressions predicting the impact of interlocks on the count of institutional investors. Table 3 tests hypotheses 1 and 3 and reports how the presence of U.S. or dual director interlocks impacts the legitimacy judgments of transient institutional investors. Table 4 tests Hypotheses 2 and 3, and reports how Chinese or dual director interlocks impact the legitimacy judgments of dedicated institutional investors. In both Tables 3 and 4, the independent variables measure the total number of interlocks, and we report robust standard errors in parentheses. We first begin by discussing our results for Hypothesis 1 found in Table 3.

--------------------------------

Insert Tables 3 and 4 about here

--------------------------------


Hypothesis 1 posited that a director interlock with a U.S. firm would attract more transient investors. Models 2 and 5 of Table 3 provide strong support (p < .01) for this argument. This finding suggests that transient investors are more likely to be drawn to Chinese IPOs with U.S. director interlocks. In contrast, dedicated investors were not significantly impacted by U.S. interlocks as shown in models 2 and 5 of Table 4; providing evidence that different categories of investors differ in their cognition and hence in legitimacy judgments that they render with respect to Chines IPOs.

Hypothesis 2 built on the notion that the presence of director interlocks can positively affect legitimacy judgments of institutional investors, arguing that having director interlocks with publicly listed local Chinese firms should attract dedicated institutional investors. This hypothesis was supported (p < .05) in models 3 and 5 of Table 4. Thus, the behavioral preference of transient investors for IPOs with easy-to-interpret U.S. director interlocks and the preference of dedicated investors for IPOs with local interlocks in China suggest that the information about legitimating ties of the IPO with other firms plays an important role in legitimacy judgments by different types of institutional investors. We can see that in the context of Chinese IPOs, where the investors’ ability to assess normative and regulative legitimacy of the firm is limited, investors rely on those legitimating cues that are available to them and they interpret those cues differently depending on the effort that they are willing to expend on such an evaluation.
Our third and final hypothesis argues that having dual interlocking directors that form ties to other Chinese IPOs in the U.S. represents a legitimacy cue that can attract both dedicated and transient investors alike. Table 3, model 4 (p < .01) and model 5 (p < .001) provide support for network interlocks’ ability to attract transient investors, while Table 4 models 4 (p < .01) and 5 (p < .001) show strong support for dual interlocks ability to attract dedicated investors. We therefore found support for our third hypothesis that dual interlocks will attract both types of institutional investors.

Some of the findings from our control variables are also noteworthy. We find evidence that both categories of institutional investors were less attracted to IPOs structured as variable interest entities (Tables 3 and 4). We also found support that both categories of institutional investors were attracted to Chinese Internet firms, which was the most common industry in our study. However, this may not be too surprising given the growth and opportunity associated with China’s increasing Internet population. 
However, we also find differences between institutional investors’ preferences with regard to management ownership: an increasing ownership is negatively related to the likelihood of a dedicated investor buying shares in the firm but has little effect on transient investors. This is likely because more transient investors have less concern with ownership, since they move more frequently in and out of firms, while dedicated investors may have less influence if management owns a large percentage of the outstanding shares. Furthermore, our findings also show that transient investors are more??? drawn to firms that are represented by more prestigious underwriters. This finding is consistent with our argument that easier to interpret legitimacy cues are preferred by transient investors, but have less of an impact on dedicated investors who may be more capable to expend more time in their legitimacy judgment of the firm.
In our analysis we performed a number of robustness checks. For example, we controlled for whether or not venture capital (VC) backed IPOs attracted more investment. Initially, we included this variable in our analysis; however, it did not substantially influence any of our results, and it was highly positively and significantly correlated with our variable prestigious underwriter (.83) causing problems with multicollinearity. Therefore, it was excluded from our presented models. We attribute this high correlation to the idea that many Chinese IPOs may need a VC’s endorsement in order to make it to the U.S. stock market (Gompers and Lerner, 2004). Finally, we also controlled for other effects that could influence the number of institutional investors invested in a recent Chinese IPO, such as the number of IPOs in the month, the firm’s revenue, and the level of underpricing. None of the variables affected the significance or the sign of our independent variables and, therefore, were not included in the analysis shown.

DISCUSSION AND CONCLUSION
Cognitive legitimacy is the area with the least theoretical and empirical work within studies of organizational legitimacy. We provide empirical evidence demonstrating the diversity in evaluators’ cognitive legitimacy judgments. Our study suggests that different types of evaluators (in our context - different types of institutional investors) can make different legitimacy judgments even when they have the same information available to them. It should be cautioned, however, that, while our results are supportive of the idea of micro-level diversity in cognitive legitimacy judgments, we measured cognitive legitimacy using the number of investors attracted to an IPO, which reflects the behavioral outcome of investors’ legitimacy judgments. Since different types of legitimacy judgments can be equifinal (Bitektine, 2011), i.e., can lead to the same behavioral outcome (such as the decision to invest), it was important to ensure that the observed outcomes were indeed caused by a particular type of judgment.  
The unique feature of the context of Chinese IPOs, which we explored in this study, is that the investors in this context render their legitimacy judgments using very limited information about a firm, which imposes important constraints on the type of legitimacy judgment that they can make. In this context, investors do not have informational inputs necessary for normative and regulative legitimacy judgments, and the information on cognitive legitimacy is limited to the IPO’s association with other actors.  By focusing on one kind of such informational input – director interlocks, we showed how dedicated and transient investors are attracted by different types of interlocks and how some types of interlocks may have an appeal to more than one type of investor. Our results thus support the notion that interlocks do indeed matter, especially at the time of an IPO, where potential institutional investors often look for cues in order to help reduce their uncertainty in deciding whether or not to invest in the IPO. Furthermore, we showed that interlocks as a legitimacy cue matter differently to different types of investors. This empirical evidence on micro-level diversity in cognitive legitimacy judgments of actors represents an important step toward the development and validation of the theory of social judgments of organizations 
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(Bitektine, 2011; Bitektine & Haack, 2015; Lamin & Zaheer, 2012; Tost, 2011)
.  
Contributions

Our paper makes several important contributions to management and organizational theory literatures. First, we draw researchers’ attention to different antecedents of evaluators’ legitimacy judgments and show that under conditions of uncertainty evaluators may not have the information necessary for certain types of legitimacy judgments. As a result, there are contexts where informational and cognitive constraints prompt evaluators to cope with uncertainty by rendering only one type of judgment for which sufficient information is available – such as a cognitive legitimacy judgments based on the firm’s associations with other prominent actors through director interlocks. Since under conditions of uncertainty the evaluators’ ability to render other types of legitimacy judgments is limited, that “feasible” type of judgment and the information that it requires become critical factors determining the evaluator’s behavior and ultimately the macro-level outcomes to the firm in question. In our research context, we showed how three types of director interlocks can serve as important legitimacy cues for investors who do not have access to other types of reliable information to guide their IPO investment selection process. As a result of uncertainty and limited information, the investors’ decisions were largely driven by the information on Chinese firms’ director interlocks.
Furthermore, we showed that not all director interlocks are interpreted the same way by different types of institutional investors. Our observations suggest that differences in cognition between dedicated and transient investors translate into differences in their cognitive legitimacy judgments and, accordingly, into different preferences with respect to Chinese IPOs. Thus, the diversity in legitimacy judgments observed in regulative and normative domains Lamin & Zaheer, 2012
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( ADDIN EN.CITE ; Ruef & Scott, 1998)
 extends also to the domain of cognitive legitimacy.
Finally, we contribute to the growing body of research on director interlocks.  We posit that the signal of legitimacy garnered from having director interlocks is one potential way to mitigate liabilities of newness and foreignness (Bell, Moore, & Al-Shammari, 2008; Stinchcombe, 1965; Zaheer, 1995) and attract institutional investors. Scholars have criticized the general methodology found in director interlock studies (Haunschild and Beckman, 1998), calling for research on which kinds of director interlocks matter. Our paper contributes to the literature by directly addressing this question. The unique context of our study allowed us to develop a more nuanced theory of differences in investor’ interpretation of director interlocks depending on whether this interlock is with a local firm, or with another U.S. listed firm, or with other Chinese IPOs. Our results show that, while generally interlocks are valued by outside observers, the type of investor attracted to an IPO differs depending on the interlock. This has important implications for director interlock research, with our findings suggesting that it is imperative to account for characteristics of director interlocks, when using a dependent variable centering on outside observers’ actions. Moreover, our results empirically show which interlocks matter, and our context allows us to better understand how the legitimacy gained from director interlocks affects institutional investors’ actions.

Managerial Implications

This study also has important implications for management practice. Our findings can provide guidance to entrepreneurs and managers on which type of director interlock an IPO firm should develop to attract a particular type of institutional investors. Our results suggest that it is likely that a dedicated institutional investor may place more value in a Chinese IPO that interlocks with Baidu, than with an American firm such as Google. While perhaps somewhat counterintuitive at first, with deeper analysis, such findings appear quite logical. For example, if Baidu’s founder and CEO (Robin Li) is willing to share his experience and resources with the debuting Chinese IPO, it may be much more valuable and relevant than the information gained through an interlock with a typical U.S. board member that may not understand the challenges facing the Chinese IPO. This is because a prominent director, such as Robin Li, has both experience with growing a Chinese firm, and experience of dealing with Wall Street and U.S. investors - a combination of skills that a typical U.S. director may lack. In essence, a director interlock with a well-known firm within the same field may provide both better quality information to the firm, and send a stronger legitimacy signal to potential investors. 

Limitations and Future Work
Our study has several limitations that stem from the context that we explore and the inevitable constraints on the scope of our research. First, we focus only on Chinese IPOs debuting on U.S. stock exchanges. While we believe our results and general implications will hold true in other settings, more research is needed in order to validate such a claim. Further, there is much opportunity to build on our findings and arguments. For example, future research may examine how director interlocks are more (or less) important in certain industries, such as internet firms vs. manufacturing firms, when firms are undergoing their IPO. 

Additionally, while we postulate the importance of different types of legitimating ties Baum & Oliver, 1991()
 as cues for cognitive legitimacy judgments, we only focus on one type of ties, namely, whether a firm has a director interlock. In doing so, we form arguments that director interlocks help the firm gain a positive association with the firm that it is interlocked with. Future research should explore the effect of alliances, partnerships, and other types of horizontal inter-organizational ties Barnett & King, 2008


( ADDIN EN.CITE ; Desai, 2011; Jensen, 2006; Kostova & Zaheer, 1999)
 on cognitive legitimacy judgments of evaluators. Similarly, other antecedents of cognitive legitimacy judgments remain underexplored. Future research should further explore the (de)legitimating effect of categorization, or association of the firm with a known category, as well as the effect of evaluators’ familiarity with the firm. We thus seek to encourage further research on positive and negative (stigmatizing) categories 
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, notoriety Hoffman & Ocasio, 2001
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 and celebrity Rindova, Pollock, & Hayward, 2006()
 effects on organizations.
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  Table 1. Legitimacy judgment antecedents and their availability in the context of Chinese IPOs

	Legitimacy judgment type
	Judgment antecedents
	Antecedent availability in the context of Chinese IPOs

	Normative legitimacy
	Perceived normative compliance
	Not available / Not reliable

	
	Perceived validity
	Not available 

	Regulative legitimacy
	Perceived compliance with regulations
	Same for all companies allowed to do an IPO in the US

	Cognitive legitimacy
	Knowledge about the organization
	Limited

	
	Association with known category
	The category of Chinese IPOs has low legitimacy among investors, due to its history of poor past performance

	
	Association with known actors
	Key differentiating factor


	
	          Variables
	      Mean
	 Std. Dev.
	
	 (1)
	  (2)
	 (3)
	 (4)
	 (5)
	 (6)
	 (7)
	 (8)
	 (9)
	(10)
	 (11)
	 (12)
	(13)
	 (14)

	              (1)
	Dedicated
	0. 44
	   1.01
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	              (2)
	Transient
	17.79
	   12.84
	
	 0.35
	
	
	
	
	
	
	
	
	
	
	
	
	

	              (3)
	Total assetsb
	4.42
	   1.16
	
	 0.09
	 0.25
	
	
	
	
	
	
	
	
	
	
	
	

	              (4)
	Net Income
	6.64
	   29.42
	
	-0.16
	-0.14
	 0.12
	
	
	
	
	
	
	
	
	
	
	

	              (5)
	Risk Factors
	60.87
	   11.7
	
	 0.14
	 0.16
	 0.17
	-0.10
	
	
	
	
	
	
	
	
	
	

	              (6)
	Internet
	0.24
	   0.43
	
	 0.24
	 0.26
	-0.01
	-0.11
	 0.21
	
	
	
	
	
	
	
	
	

	              (7)
	Underwriter Rank
	8.26
	   1.87
	
	 0.10
	 0.27
	 0.36
	 0.02
	 0.13
	 0.20
	
	
	
	
	
	
	
	

	              (8)
	Nasdaq
	0.51
	   0.50
	
	-0.17
	-0.13
	-0.31
	 0.01
	-0.10
	 0.08
	-0.18
	
	
	
	
	
	
	

	              (9)
	Dual role
	0.73
	   0.45
	
	 0.10
	-0.01
	-0.05
	-0.23
	-0.15
	-0.05
	-0.14
	-0.15
	
	
	
	
	
	

	           (10)
	Ownership
	48.66
	   20.98
	
	-0.08
	-0.02
	-0.01
	-0.10
	-0.03
	-0.03
	-0.01
	-0.16
	 0.05
	
	
	
	
	

	           (11)
	VIE entity
	0.60
	   0.49
	
	-0.04
	-0.09
	-0.20
	-0.21
	 0.21
	 0.31
	 0.00
	 0.10
	-0.01
	 0.03
	
	
	
	

	           (12)
	Auditor
	0.09
	   0.29
	
	-0.11
	-0.26
	-0.20
	 0.02
	-0.29
	-0.18
	-0.59
	 0.08
	 0.00
	 0.10
	-0.03
	
	
	

	           (13)
	U.S. interlocks
	0.36
	   0.59
	
	 0.11
	 0.20
	-0.02
	 0.05
	 0.05
	 0.05
	 0.01
	-0.07
	-0.09
	-0.03
	 0.08
	-0.10
	
	

	           (14)
	Chinese interlocks
	0.64
	   0.75
	
	 0.17
	 0.10
	-0.04
	-0.04
	-0.10
	 0.03
	 0.14
	-0.07
	-0.12
	-0.01
	 0.06
	-0.20
	0.20
	

	           (15)
	Dual interlocks
	0.65
	   1.13
	
	 0.28
	 0.29
	 0.10
	-0.19
	 0.33
	 0.11
	 0.02
	-0.19
	-0.05
	 0.05
	 0.26
	-0.08
	0.03
	0.04


    

               a Correlation coefficients above |0.18| are statistically significant at p < .05; b Indicates variable was logged; n = 121

	
	Model 1
	
	Model 2
	
	Model 3
	
	Model 4
	
	Model 5

	
Total assetsa
	 0.04
	  (0.06)
	
	 0.06
	   (0.06)
	
	 0.04
	  (0.06)
	
	 0.04
	  (0.06)
	
	 0.06
	  (0.06)

	Net Income
	-0.00
	  (0.00)
	
	-0.00
	   (0.00)
	
	-0.00
	  (0.00)
	
	-0.00
	  (0.00)
	
	-0.00
	  (0.00)

	Risk Factors
	 0.00
	  (0.01)
	
	 0.00
	   (0.01)
	
	 0.00
	  (0.01)
	
	 0.00
	  (0.01)
	
	 0.00
	  (0.01)

	Internet
	 0.45**
	  (0.16)
	
	 0.41*
	   (0.16)
	
	 0.45**
	  (0.16)
	
	 0.43**
	  (0.16)
	
	 0.37*
	  (0.14)

	Underwriter Rank
	 0.07†
	  (0.04)
	
	 0.07*
	   (0.04)
	
	 0.07†
	  (0.04)
	
	 0.08†
	  (0.04)
	
	 0.08*
	  (0.04)

	Nasdaq
	-0.11
	  (0.13)
	
	-0.10
	   (0.12)
	
	-0.09
	  (0.13)
	
	-0.05
	  (0.12)
	
	-0.03
	  (0.12)

	Dual role
	-0.02
	  (0.15)
	
	 0.00
	   (0.14)
	
	 0.02
	  (0.15)
	
	-0.01
	  (0.14)
	
	 0.04
	  (0.14)

	Ownership
	-0.00
	  (0.00)
	
	-0.00
	   (0.00)
	
	-0.00
	  (0.00)
	
	-0.00
	  (0.00)
	
	-0.00
	  (0.00)

	VIE entity
	-0.24*
	  (0.11)
	
	-0.26*
	   (0.11)
	
	-0.26*
	  (0.11)
	
	-0.32**
	  (0.11)
	
	-0.35*
	  (0.10)

	Auditor
	-0.42
	  (0.31)
	
	-0.31
	   (0.30)
	
	-0.39
	  (0.31)
	
	-0.41
	  (0.30)
	
	-0.27
	  (0.29)

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	U.S. interlocks
	
	
	
	 0.20**
	   (0.08)
	
	
	
	
	
	
	
	0.20**
	  (0.08)

	Chinese interlocks
	
	
	
	
	
	
	 0.09
	  (0.07)
	
	
	
	
	0.05
	  (0.06)

	Dual interlocks
	
	
	
	
	
	
	
	
	
	0.14**
	  (0.04)
	
	0.15***
	  (0.04)

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Constant
	2.59**
	  (0.78)
	
	2.22**
	   (0.77)
	
	2.48**
	  (0.78)
	
	2.52**
	  (0.78)
	
	2.08**
	  (0.78)

	Log likelihood
	       -425.60
	
	     -422.86
	
	    -424.83
	
	     -421.58
	
	     -417.97

	Chi-square
	    62.94***
	
	   68.43***
	
	 64.50***
	
	   71.00***
	
	    78.21***


    
    a logarithm,  n=121, † p < 0.10, * p < 0.05, ** p < 0.01, *** p < 0.001, robust standard errors in parentheses
	
	Model 1
	
	Model 2
	
	Model 3
	
	Model 4
	
	Model 5
	
	Zero-Inflated Poisson

	Total assetsa
	 0.22
	  (0.15)
	
	 0.22
	  (0.15)
	
	 0.32†
	  (0.17)
	
	 0.20
	  (0.15)
	
	 0.26†
	  (0.14)
	
	 0.38*
	  (0.19)

	Net Income
	-0.00
	  (0.01)
	
	-0.00
	  (0.01)
	
	-0.00
	  (0.01)
	
	-0.00
	  (0.01)
	
	 0.00
	  (0.01)
	
	 0.00
	  (0.01)

	Risk Factors
	 0.02
	  (0.02)
	
	 0.01
	  (0.02)
	
	 0.03
	  (0.02)
	
	 0.01
	  (0.02)
	
	 0.03
	  (0.02)
	
	 0.03
	  (0.02)

	Internet
	 1.70***
	  (0.49)
	
	 1.66**
	  (0.53)
	
	 1.80**
	  (0.47)
	
	 1.75**
	  (0.54)
	
	 1.74***
	  (0.47)
	
	 1.72***
	  (0.44)

	Underwriter Rank
	 0.10
	  (0.09)
	
	 0.09
	  (0.09)
	
	 0.04
	  (0.10)
	
	 0.18
	  (0.12)
	
	 0.16
	  (0.15)
	
	 0.16
	  (0.16)

	Nasdaq
	-0.68†
	  (0.36)
	
	-0.65†
	  (0.36)
	
	-0.41
	  (0.36)
	
	-0.55†
	  (0.33)
	
	-0.30
	  (0.33)
	
	-0.20
	  (0.35)

	Dual role
	 0.11
	  (0.41)
	
	 0.12
	  (0.41)
	
	 0.44
	  (0.46)
	
	 0.20
	  (0.46)
	
	 0.53
	  (0.51)
	
	 0.81
	  (0.65)

	Ownership
	-0.02*
	  (0.01)
	
	-0.02*
	  (0.01)
	
	-0.02*
	  (0.01)
	
	-0.02†
	  (0.01)
	
	-0.02†
	  (0.01)
	
	-0.02
	  (0.01)

	VIE entity
	-1.09*
	  (0.52)
	
	-1.08*
	  (0.50)
	
	-1.19*
	  (0.49)
	
	-1.48*
	  (0.66)
	
	-1.59**
	  (0.60)
	
	-1.69**
	  (0.60)

	Auditor
	-1.18†
	  (0.68)
	
	-1.02
	  (0.73)
	
	-1.38*
	  (0.62)
	
	-1.05
	  (0.68)
	
	-0.96
	  (0.68)
	
	-1.36
	  (0.90)

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	U.S. interlocks
	
	
	
	 0.16
	  (0.28)
	
	
	
	
	
	
	
	 0.25
	  (0.21)
	
	 0.15
	  (0.23)

	Chinese interlocks
	
	
	
	
	
	
	 0.65*
	  (0.27)
	
	
	
	
	 0.54*
	  (0.23)
	
	 0.76*
	  (0.32)

	Dual interlocks
	
	
	
	
	
	
	
	
	
	0.34**
	  (0.11)
	
	 0.33***
	  (0.09)
	
	 0.29**
	  (0.10)

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Constant
	-3.22†
	  (1.83)
	
	-3.54†
	  (1.85)
	
	-4.41*
	  (2.03)
	
	-4.29†
	  (2.21)
	
	-5.97**
	  (2.24)
	
	-6.31**
	  (2.24)

	Log likelihood
	-84.39
	
	     -84.20
	
	     -81.11
	
	     -81.18
	
	      -77.81
	
	       -77.60

	Chi-square
	         42.88**
	
	43.25**
	
	49.43**
	
	49.29**
	
	 56.02***
	
	    67.99***


   

   a  logarithm,  n=121, † p < 0.10, * p < 0.05, ** p < 0.01, *** p < 0.001, robust standard errors in parentheses  
� In order to be a constituent of the network of Chinese IPOs, the firm must be Chinese and also have completed their IPO on a U.S. stock exchange, comprising a unique network of firms. 


� In a reverse merger, the company doing the deal injects itself into a dormant shell company, of which the injected company's management then takes control. By analyzing firm prospectuses, we were able to check for these potential problems as well as spin-offs, etc. We began with 2001 because foreign IPOs did not have to file their prospectus online prior to this period. 


� Bloomberg BusinessWeek featured articles highlighting the potential risk that this ownership structure presents when compared with other IPOs lacking this feature.
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