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Abstract

Cross-listing effect and local stock returns: evidence from Ukraine
by Julia Gerasymenko

      KSE Program Director                                                                Tom Coupé
This paper examines the returns of Ukrainian stocks following American Depositary Receipt (ADR) listings and finds an insignificant positive abnormal local market return on the ADR listing day. The average abnormal returns and cumulative average abnormal returns are calculated for 51 day period around the listing date.  The nine out of fourteen firms in the sample have variance ratios less than one but statistically insignificant implying the decrease in the return variance after the listing date. These findings differ from previous result for the ADR introduction on Russian stocks but it is consistent with several other prior findings on international cross-listing. 
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Glossary

American Depositary Receipt (ADR) – a financial asset that represents the ownership in the shares of a foreign company trading on US financial markets. The stock of many non-US companies trades on US exchanges through the use of ADRs. ADRs enable US investors to buy shares in foreign companies without undertaking cross-border transactions (www.investopedia.com)).
Cross-listing of shares is when a firm lists its equity shares on one or more foreign stock exchange in addition to its domestic exchange. Examples include: American Deposit Receipt (ADR), European Depositary Receipt (EDR), International Depositary Receipt (IDR) and Global Registered Shares (GRS). (Wikipedia)
CUSIP typically refers to both the Committee on Uniform Security Identification Procedures and the 9-character alphanumeric security identifiers that they distribute for all North American securities for the purposes of facilitating clearing and settlement of trades. The CUSIP distribution system is owned by the American Bankers Association and is operated by Standard & Poor's. (Wikipedia)
Depository bank - a bank organized in the United States which provides all the stock transfer and agency services in connection with a depository receipt program. This function includes arranging for a custodian to accept deposits of ordinary shares, issuing the negotiable receipts which back up the shares, maintaining the register of holders to reflect all transfers and exchanges, and distributing dividends in U.S. dollars. (Wikipedia)
Depositary Receipt (DR) - a type of negotiable (transferable) financial security that is traded on a local stock exchange but represents a security, usually in the form of equity, that is issued by a foreign publicly listed company. The DR, which is a physical certificate, allows investors to hold shares in equity of other countries. ADRs and GDRs are generally called DRs. (Wikipedia)
Effective Date – the date, declared by the Securities & Exchange Commission (SEC), on which shares can start trading. This usually refers to the date when shares become available for sale in an initial public offering. ( www.investorwords.com)
Global Depositary Receipt (GDR) - a bank certificate issued in more than one country for shares in a foreign company. The shares are held by a foreign branch of an international bank. The shares trade as domestic shares, but are offered for sale globally through the various bank branches. (Wikipedia)
Institutional investors are organizations which pool large sums of money and invest those sums in companies. They include banks, insurance companies, retirement or pension funds, hedge funds and mutual funds. (Wikipedia)
Level 1 ADRs are those ADRs that are not traded in an exchange; but they trade in the over-the-counter markets. They do not require full SEC registration.  The company is only required to disclose its Financial Statement in English and information provided in its home Annual Report (no need to GAAP accounting principles). (Lecture note of Prof. Segura)
Level 2 ADRs  are those that meet the disclosure requirements of a US stock exchange and are listed in the exchange. (Lecture note of Prof. Segura)

Level 3 ARDs are those that fully complies with US accounting principles and disclosure requirements, and they may raise equity in the US through a public offering. (Lecture note of Prof. Segura)

Issuer - a legal entity that develops registers and sells securities for the purpose of financing its operations. (Wikipedia)
Qualified Institutional Bayer (QIB) -  institutions that manage at least $100 million in securities including banks, savings and loans institutions, insurance companies, investment companies, employee benefit plans, or an entity owned entirely by qualified investors. Also included are registered broker-dealers owning and investing, on a discretionary basis, $10 million in securities of non-affiliates. (www.investopedia.com)
Qualified Institutinal Investor (QII) - an institutional investor that is permitted by the Securities and Exchange Commission to trade private placement securities without registering the securities with the SEC. (www.investopedia.com)
Registered share - a stock that is registered on the name of the exact owner. If the owner of such a share sells his share, the new owner must register with name and address. (Wikipedia)
Register - an official keeper of registered shares. (Wikipedia)
Regulation S ADRs - the way to restrict the trading of depositary shares. This regulation means that the shares are not and will not be registered with any United States securities regulation authority. Regulation S shares cannot be held or traded by any “U.S. Person” as defined by SEC Regulation S rules. The shares are registered and issued to offshore, non-US residents. (Lecture note of Prof. Segura)
Rule 144A ADRs are those privately placed with qualified institutional buyers.  As a private placement, there is no need of registration and review by the SEC.  These ADRs can be resold only to other qualified institutional investors. (Lecture note of Prof. Segura)
Securities and Exchange Commission (SEC) - an independent agency of the United States government which holds primary responsibility for enforcing the federal securities laws and regulating the securities industry, the nation's stock and options exchanges, and other electronic securities markets. (www.investopedia.com)
Sponsored ADR – ADR that is issued in co-operation with the underlying foreign company whose equity shares will underlie the ADR shares. With the corporation's sponsorship, the ADRs created in the issue usually afford their owners the same rights normally given to stockholders, such as voting rights. (Lecture note of Prof. Segura)
Unsponsored ADR - ADR that is issued without the involvement of the foreign company whose stock underlies the ADR. Shareholder benefits, voting rights and other attached rights may not be extended to the holders of these particular securities. (Lecture note of Prof. Segura)
Chapter 1

INTRODUCTION
Currently it has become urgent for many Ukrainian companies to attract capital on international financial markets. An intention to make an IPO abroad has been expressed by Metinvest, Interpipe, AvtoKRAZ Holding and Azovmash Group, which are among the biggest Ukrainian industrial holdings. The first two entities were expected to go public in 2009. A prerequisite of going public is to become more transparent. This step might well be implemented as defense act from a hostile acquisition or reprivatization. The latter is important for Ukraine as privatization in many cases is still an arguable issue.  At the same time, shares of enterprises, mentioned above, are already traded at local stock exchanges. Thus, the companies will be traded simultaneously at different stock exchanges and so called cross-listing will take place. 
Our attention is focused on the effect of a company’s offering at the foreign exchange on the share prices of already traded stocks at the local exchange. Empirical evidence of the phenomenon suggests an excessive return of the stock on the eve of offering but a partial roll back within some period afterwards. The effect may be illustrated by the trading history of Poltava OMEP (PFTS ticker PGOK). When Ferexpo, PGOK mother company was placed on London Stock Exchange (LSE) locally traded PGOK stocks jumped from about USD 12.71 the week before IPO up to USD 15.45 on 14 June 2007(date of IPO). As we can see the share price increased about 21% for a week. 
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              Figure 1.1 - PGOK Best Bid and PFTS Rebased *
             *Rebased means unite in one starting point

             ( for descriptive reason )

The upward movement in stock price can be explained by two reasons. First, in order to be listed at the foreign exchange the company should meet certain market requirements and fulfilling these requirements affects positively the price of the stock. Here the point is that the requirements of foreign stock exchanges in developed countries are stricter than local ones in sense of reporting standards and corporate legislation. The company should report financial history in GAAP or IFRS standards audited by the authorized auditor as well as provide other disclosures. The stock exchange’s watching community stands as a guarantor of abiding the minority interest having a real power. Once the stock is listed at the developed exchange investors operating at the local exchange become better informed about company’s operating results and better protected in case of a conflict of interests that positively affects the demand for the stock. This effect is known as the stock better recognition effect. The decrease in the stock price within some period after cross-listing date can be explained by market inertness. Once the stock price trend is exhausted, the price goes back to fundamentally justified level setting aside the speculative element in securities pricing.

The main goal of the research is to investigate the so called cross-listing effect on security returns at the Ukrainian stock exchange. It should be noted that in this research cross-listing refers to American Depositary Receipt listing rather than to the direct cross-listing. That is cross-listing of financial instruments such as the ADRs not the listing of additional equity shares on foreign stock exchange. We are going to test the significance of the effect at the local stock exchange and to evaluate the excess return associated with the phenomenon. We also investigate the international cross-listing effect on the variance of stock returns and compare the security returns reaction on the listing depending on the type of ADR program as different kinds of the ADR issuing are associated with different degrees of liquidity and costs. 
Chapter 2

LITERATURE REVIEW

In this section the relevant literature on the cross-listing effect is analyzed. Since the investigation of cross-listing effect is relatively new for the CIS area, this section treats literature related to the effect for developed markets. Thus, we start from the description of evolution of cross-listing effect study and some findings for developed markets and then proceed with literature on the CIS countries. 
One of the first empirical evidence for existence of cross-listing effect was found by Alexander et al. (1988).  Separating the data into two samples: Canadian and non-Canadian companies, they found that the returns for cross-listed securities are lower than for securities listed only on one exchange. 

In one of the earliest work that investigated the volatility effect related to the ADRs listing (Jayaraman et al., 1993), an increase in returns variance after the cross-listing date was found. They also supported the positive significant abnormal daily returns for the sample of firms from Japan, United Kingdom, Australia, France, Germany, Italy and Sweden. The methodology of our paper is based on the evaluation technique of the listing on average returns and volatility of returns used in the described work. 

It should be noted that the international cross-listing produces conflicting results. For example, Howe et al. (1987) found negative abnormal returns for the first trading day for U.S. firms listed on foreign stock exchange. In contrast, Reilly et al. (1990) found positive abnormal returns for the U.S. firms listed on the stock exchange in Tokyo. 

In addition, the studies examining the volatility effect of cross-listing also documented mixed results. For example, Barclay et al. (1990) found that the volatility before and after cross-listing does not change. It contradicts the results of Jayaraman et al., 1993 and Makhija et al. (1990), who also found significant increase in variance of returns after ADRs issue.

The contradiction of the results obtained from previous works prejudices the efficiency of the international cross-listing. It indicates the importance of further investigation of the effect. This research intends to give some evidences concerning the effect of cross-listing for one of the CIS countries, particularly for Ukraine.
          The impact of ADR listing for Russian stocks was examined by Smirnova (2004). She collected new sample of Russian firms that issued ADRs. This paper is different from previous research as she uses another estimation technique – GARCH instead of OLS. By this paper she disclaims positive market reactions to the ADR listing in the developing countries. She found the significant negative abnormal stock returns on the listing day and increase in variance of returns after the cross-listing date.  

   One of the first attempts to investigate the Ukrainian stock market was made by Antonenko (2005) in his MA thesis examining the international cross-listing effect based on the market information linkages. It has been found that cross-listing improves market characteristics such as market liquidity and base-level volatility. He considered the cross-listing as listing of the stock on the domestic exchange and issuing the DR. 

In this paper we investigate the effect of cross-listing on local stock returns for Ukrainian companies. As previous research in this field showed mixed evidence regarding the impact of cross-listing on stock returns it is important to investigate what features our market has. It should be noted that cross-listing in this work refers to the listing of ADRs and securities listing on the local stock exchange. The next section describes the sample of ADRs for Ukrainian stocks.
Chapter 3

                                            DATA DESCRIPTION

The international cross-listing used in this research refers to ADR’s rather than to direct listing of stocks. This choice is based on ADR’s outnumbering over direct cross-listing in the Ukrainian stock market.

Our sample includes all ADR’s that were issued for Ukrainian stocks during 1998- 2008 years and for which local share’s daily prices for 175 days before and 175 days after the day of listing are available. Such relatively small interval is explained by lack of the PFTS data. Only 18 companies that issued ADRs had stock price records for this period as some firms issued ADRs earlier than 175 days after being included into the listing on the PFTS . The Bank of New York http://www.adrbnymellon.com/dr_directory.jsp  provides a catalogue of ADR’s with the symbol, CUSIP, exchange, country, industry, type of ADR and effective date. The total number of Ukrainian ADR’s issues for given period is 66. Companies, whose shares have never been listed on the PFTS or have just included into listing after DR issue were dropped from the sample. We also ignored the companies, whose shares were listed but not frequently and heavily traded on the PFTS. 

The stock prices and PFTS index quotes were collected from the PFTS site (http://www.pfts.com ) and brokerage firm Kinto ( http://www.kinto.com/research ).  Only 14 Ukrainian firms that issued ADR’s met these requirements. The final sample of the stocks is provided in Table 3.1.
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PFTS Ticker

ADR listing date

Type of issue

 1. Azot

AZOT UZ 

07.28.98

Reg S-type

 2. Centrenergo

CEEN UZ

10.13.00

1 Level

 3. Crimea Soda Plant

KSOD UZ

07.27.07

Reg S-type

 4. Dniproenergo

DNEN UZ

04.05.99

1 Level

 5. Donetsk Metalurgical Plant

DOMZ UZ

11.19.04

Reg S-type

 6. Interpipe Nizhnedneprovsky Tube-Rolling Plant

NITR UZ

04.07.99

Reg S-type

 7. Lutskiy Automobile Plant

LUAZ UZ

01.26.06

Reg S-type

 8. Motor Sich

MSICH UZ

01.12.07

Reg S-type

 9. South Ore Mining and Processing Plant

PGZK UZ

10.09.07

Reg S-type

10.Stirol

STIR UZ

04.07.99

1 Level

11.Ukrnafta

UNAF UZ

04.05.99

1 Level

12.Zakhidenergo

ZAEN UZ

06.23.03

Reg S-type

13.Illich Iron and Steel Works

MMKI UZ

07.28.98

Reg S-type

14.Dniproshuna

DNSH UZ

05.13.04

Reg S-type


Table 3.1 – Firms Included into the Sample
The breakdown of the final list of ADR is the following Ten Ukrainian companies launched registered S-type programs (six of them are unsponsored and four are sponsored) and four are traded over the counter (Level 1). Sponsored program means that the holders have all the rights of common stockholders, including the right to receive reports, the right to vote, and the right to receive dividends. Unsponsored ADRs are originated by a bank(s) that independently purchase foreign firm's shares, hold the shares in trust, and sell the ADRs through brokerage firms. The depositary bank rather than holders of the ADRs retains the right to vote shares held in trust.
The definition of Regulation S ADRs says that is the way to restrict the trading of depositary shares. This regulation means that the shares are not and will not be registered with any United States securities regulation authority. Regulation S shares cannot be held or traded by any “U.S. Person” as defined by SEC Regulation S rules. The shares are registered and issued to offshore, non-US residents. 
Level 1 ADRs are those ADRs that are not traded in an exchange; but they trade in the over-the-counter markets. They do not require full SEC registration.  The company is only required to disclose its Financial Statement in English and information provided in its home Annual Report (no need to GAAP accounting principles).
It should be noted that there are different effects of information included in present transaction and in announcement concerning ADR’s issue on stock return. Some researchers examine the different steps of application process for an ADR program: the day of application for the program, the day of acceptance of the application by exchange and the insertion date. Lau, Diltz and Apilado (1994) found that the application and acceptance dates do not have significant effect on excess stock return. The reason is that not many investors know this information as it is not highlighted in special magazines. 
Though, Miller (1998) and Switcher (1997) found that the day of announcement has positive effect on the returns of the stock. The announcement and insertion dates can be overlapped with other events (for example good news). For this reason our research is focused on the listing date as it is closer to any effects due to actual ADR trading.

It should be also noted that we use mid stock price as daily stock quotes as it is more representative than the last stock price due to some specifics of Ukrainian stock market such as poor liquidity, share price manipulations of asset management companies (Franklin and Gorton, 1992) and the fact that huge amount of transaction based on bid-ask prices are made out of trade session. 
Descriptive Statistics
In Table 3.2 the PFTS Ticker denotes the code assigned by the PFTS to the company share, Issue Date denotes the day of issuing the ADR. From the collected date for the stock prices we calculated the stock price returns according to the methodology described in the next section for three periods: the estimation period, starting the -175 day before and ending the -26 day before the ADR listing,  the event period, starting the -25 day before and ending the +26 after the listing and the post-event period, starting the 26 day after the listing and ending the 175 day after the listing. According to these periods the mean returns for stock price, PFTS index and S&P 500 index are represented in table. 

From the summary statistics almost all stock price returns exhibit increase in mean price returns in the event period and decrease in the post-event period. This increase in stock returns in the event period might be attributed to the ADRs issue. The decrease in returns in the post-event period might be explained by the fact that stock price goes to the fair price after some speculative elements related to the ADRs issue. The returns on the PFTS and S&P 500 index move in the opposite direction in the event and post-event periods.
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meanRprice

meanRpfts

meanRs&p500

meanRprice

meanRpfts

meanRs&p500

AZOT

07.28.98

-0.0044

-0.0025

0.0006

0.0004

-0.0030

-0.0011

0.0087

0.0011

0.0009

CEEN

10.13.00

0.0004

0.0012

0.0001

-0.0013

-0.0006

-0.0009

-0.0015

-0.0001

-0.0003

KSOD

07.27.07

0.0035

0.0025

0.0003

0.0002

-0.0001

-0.0003

0.0000

0.0000

-0.0003

DNEN

04.05.99

-0.0038

-0.0007

0.0002

-0.0003

0.0016

0.0006

-0.0001

0.0030

0.0002

DOMZ

11.19.04

0.0062

0.0004

0.0000

0.0105

0.0051

0.0007

0.0015

0.0005

0.0001

NITR

04.07.99

-0.0019

-0.0008

0.0002

0.0006

0.0018

0.0007

0.0000

0.0033

0.0003

LUAZ

01.26.06

0.0035

0.0003

0.0002

0.0036

0.0021

0.0001

-0.0014

-0.0003

0.0001

MSICH

01.12.07

-0.0003

0.0001

0.0002

0.0026

0.0038

0.0003

0.0024

0.0012

0.0001

PGZK

10.09.07

0.0046

0.0015

0.0001

0.0049

0.0013

-0.0001

0.0013

-0.0015

-0.0004

STIR

04.07.99

-0.0025

-0.0008

0.0002

0.0015

0.0018

0.0007

0.0042

0.0030

0.0003

UNAF

04.05.99

-0.0052

-0.0007

0.0002

0.0022

0.0016

0.0007

0.0032

0.0030

0.0002

ZAEN

06.23.03

0.0002

0.0000

0.0003

0.0010

0.0005

0.0004

0.0024

0.0021

0.0004

MMKI

07.28.98

-0.0037

-0.0026

0.0006

-0.0019

-0.0038

-0.0011

-0.0078

0.0012

0.0009

DNSH

05.13.04

-0.0010

0.0024

0.0004

0.0007

-0.0001

-0.0001

-0.0010

0.0023

0.0001

Total

-0.0044

0.0003

0.0036

0.0247

0.0121

0.0006

0.0119

0.0188

0.0026

Estimation Period

Event Period

Post-event Period

PFTS Ticker

Issue Date


Table 3.2 – Descriptive Statistics
Chapter 4

                                               METHODOLOGY

Following the methodology used by Jayaraman et al. (1993) we excluded 51 days around the cross-listing date as this period associated with abnormal returns of the stocks. The day of listing ADR is indicated as day 0. The coefficients of the market model are estimated over the estimation period staring 175 days and ending 26 days before the ADR listing date. To obtain excess returns and significance of the excess returns we use as a criterion the 51-day around the listing date period (25 days before and 25 days after).

To investigate the cross-listing effect on the variance of stock returns and compare the security returns reaction on the listing we use data for the period -175 till -26 days before and  26 days till 175 days after the listing date.

We also investigate the international cross-listing effect on the variance of stock returns and compare the security returns reaction on the listing depending on the type of ADR program as different kinds of the ADR issuing are associated with different degrees of liquidity and costs.

It is important to distinguish the estimation period (day -175 to day -25) and event period (day -25 to day +25). According to Campbel et al. (1997), estimated normal returns using the estimation period that are not influenced by event returns. In case of overlapping the time windows, the estimators of normal returns are influenced by estimators of abnormal returns and both of them show the impact of the cross-listing. Thus, the so-called selection bias may exist if an estimation period is chosen very close to listing date. It results in upwardly biased the expected return on the stock before the listing. The non overlapping periods with day of ADR listing defined as zero are showed on the Figure 4.1:
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 Figure 4.1 - Cross-listing Periods Breakdown
According to Brown and Warner (1980) the return for the security can only be considered as abnormal relative to a certain expected level. Thus, we need to specify the model that generates the normal returns before we calculate abnormal returns. In this research we use mean adjusted returns technique for generation of normal returns. For this technique, the abnormal returns for certain stock for any time is defined as difference between the observed returns in the event period and that which is predicted under our generating process. The coefficients of the model estimated for the estimation period are used for calculation of abnormal returns during the event period (-25 to 25 day). 

In this research we model the returns using the GARCH process (Smirnova, 2004) while a lot of previous studies used standard OLS procedure, which assumes homoscedastisity in residual terms. In case of presence of heteroscedasticity in residual returns it leads to inefficient parameter estimators in many estimated asset pricing model. Also many studies investigated unconditional heteroscedasticity in the model but it was found that conditional heteroscedasticity is more frequently encountered problem. To account for the problem of conditional heteroscedasticity in residual terms an alternative estimation technique of market model such as generalized autoregressive conditional heteroscedastic (GARCH) model was implemented. It was also shown that such technique improves the efficiency of the coefficients (Akgiray, 1989). 

The market model of GARCH process introduced by Dielbold et al. (1992) with errors of p and q order for the firm i is the following,
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 contains an intercept, the return of domestic market index and the return of US market index. 
As a return on domestic market index we have chosen the PFTS Index return as it is the major and the oldest indicator of Ukrainian capital market development. PFTS Index is a capital-weighted price index of the 20 major and most liquid Ukrainian equities traded at the PFTS Stock Exchange. The return of S&P 500 composite index is used as a proxy for US market return. This index consists 500 leading companies in leading industries of the U.S. economy.  It is widely considered as the best single yardstick of the U.S. equities market. Although the S&P 500 focuses on the large cap segment of the market, with approximately 75% coverage of U.S. equities.

Stock returns for our market model are calculated as following:
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To check for heteroscedasticity in residual returns we implement inbuilt Stata test for heteroscedasticity (hettest) and White tests. We found that most of security returns exhibit heteroscedasticity.

Next, we need to test the number of lagged error terms (q) and whether the conditional variance depends on the previous variances (p). We know that in practice the most frequent application is the GARCH(1,1) model. As Stata does not have inbuilt test procedure for the optimal number of lags for GARCH process we will define the optimal structure of the process that fits our data the best manually taking into account theoretical knowledge. First, we estimate our market model by GARCH with different numbers of lags for each security and select that one with maximum value of likelihood function and statistically significant coefficients.

After we get the estimated coefficients of our market model we are able to calculate the daily abnormal return for stock i for day t by the following formula:
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 is a vector of estimated coefficients from market model including intercept, the return of domestic market index and the return of US market index. 

The daily average abnormal returns are calculated as daily abnormal returns averaged across n stocks in the sample (n=14):
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[image: image19.wmf]i

Mcap

 is market capitalization of the company i , a measurement of economic size of a public company and it equals to the share price in US dollars times the number of shares outstanding.

Cumulative average abnormal returns are calculated as:
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where a and b are the beginning and the ending day of the summation period.

To test the statistical significance of the abnormal returns we use the methodology proposed by Dodd and Warner (1983).  For each stock i, the daily abnormal returns are standardized by squared root of its estimated forecast variance for each day t , 
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where 
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 is the estimated variance of residuals from the model for stock i, 
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 is the local market return on day t, 
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 is the return of American market at time t, 
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 is the average return on the US market index over the estimation period (L=150). 

We calculate the average standardized statistic 
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where n is the number of securities in our sample (n=14) and the average cumulative standardized statistic:
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The standardization procedure is used in order to be able to compare the entire distribution of cumulative residuals to unit root normal. When we use standardization procedure, it is possible for average cumulative residual and average standardized cumulative residual to have different signs. This might be in play, for example, if most of cumulative residuals are positive and some are extremely negative with high standard deviation. Thus, the cumulative average residual and Z-statistic for standardized average returns can have different signs.

Chapter 5

                                            EMPIRICAL RESULTS

In this section we analyze some empirical results of daily stock returns based on mean-adjusted technique. First, we estimated the market model by simple OLS procedure and implemented the test for heteroscedasticity (hettest) and White test. Almost all time series behavior of stock prices exhibits heteroscedasticity. To overcome this problem for our time series we use forecasts based on the GARCH model as this technique was shown be superior (Akgiray, 1989). 

Thus, the next step is to define the optimal structure of the GARCH(p,q) process testing several models and choosing the one that fits the data the best. The selection process was done sequentially by reducing the arch and garch   maximum lag length as Stata does not have in-build step down procedure. The selected models satisfied two criteria: have statistically significant coefficients and maximum value of log likelihood function. 
Almost all security returns exhibit heteroscedasticity in residual returns. For those stocks with heteroscedasticity in residual returns the estimated coefficients differ for these two estimation techniques. The estimation results of both methods are quite similar for securities with homoscedastic residual returns. The optimal structure of almost all firm’s stock returns have the GARCH(1,1) that is in compliance with theory predictions. The following table show the estimated coefficients of market model, the number of lags of GARCH(p,q) process, the weight of each company in the market and estimated residual variance, 
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Table 5.1 – Estimation Results
From the Table 5.1 we see the positive average abnormal returns of 0.6% on the day of ADR listing but statistically insignificant for Ukrainian market. The average abnormal returns are negative and insignificant for the first, the send and the third trading day after listing. Most of average abnormal returns are positive but all the returns are statistically insignificant. 
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                Table 5.2 Average Abnormal Returns (ARt), 

                Cumulative Abnormal Returns (CARt), Zt-Statistic
We see also that average cumulative abnormal returns exhibit positive trend and at the end of the event period it constitutes 8.7%.  These findings do not confirm the hypothesis that cross-listing brings the investment benefits in developing countries as it is statistically insignificant. The Table 5.2 represents the positive pattern of cumulative abnormal return for the 51 day period around listing date. 
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Our results contradict the findings for Russian companies listed abroad (Smirnova, 2004) as she found the negative but also statistically insignificant average abnormal returns for the first trading day and negative cumulative abnormal returns from -25 day s before to +25 days after ADR listing.

To compare volatilities of security returns for the period before and after cross-listing we calculate variance ratios as:
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 is calculated for the +26 day to +175 period and 
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 is calculated for -175 day to -26 day period. The data presented in the Table 5.3 shows that five ratios are more than one and statistically significant. It means that the volatility of security returns increased after the ADR listing for those companies. The statistical significance is judged using the F-ratio test that compares two variances before and after the listing date and tell if they are significantly different (df=150-1). The nine firms in the sample have variance ratios less than one but statistically insignificant implying the decrease in the return variance after the listing date. 
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                                Table 5.3 -  Variance Ratios

Table 5.4 represents the average cumulative abnormal returns for different offering types. The CARs with Level 1 ADR have negative signs till the forth day before listing date and after the listing day it has positive trend. The average cumulative returns for securities with S-type ADR are positive for the whole 51 day period around the listing date. The result is associated with the cost of ADR issue. The Regulation S type is the cheapest way to issue the ADRs and the companies with such kind of ADRs are in more favorable financial situation compared to Level 1 ADRs.  
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                          Table 5.4 - Cumulative Abnormal Returns
                          for Different Offering Types 

Chapter 6

                                                  CONCLUSIONS

This work has examined the Ukrainian market reaction on the international cross-listing. We used the well known event study technique to test the hypothesis of positive effect of international cross-listing on local stock returns for the developing countries using the data for Ukrainian securities.  The positive abnormal stock returns of 0.6% were found on the day of ADR listing but it turned out to be insignificant. 

The availability of the data for Ukrainian securities is the main limitations in the research. As the data for the announcement day of ADRs issue for local stocks are not trustful we used the 175 day period around listing date to investigate the effect of international cross-listing. The choice of this period is also attributed to the research examining the cross-listing effect for Russian market where the same period around the listing date was used. (Smirnova, 2004). Using the same time windows we are able to compare the obtained results for these two markets. Thus, the findings for Ukrainian stocks of the insignificant positive reaction of international cross-listing on the first trading day do not confirm the result of significant negative stock returns (-1.045%) on the listing day for Russian market.

The result obtained for the variances of the Ukrainian stock returns also does not confirm the finding for Russian market. For most of domestic stock returns the return variance decreases after the listing date compared to the return variance before the listing. This change in return variance is insignificant for Ukrainian securities. For most of Russian companies in the sample variance of returns after the cross-listing increased compared to the variance before the listing date.  

Considering the average cumulative abnormal returns for different offering types, the result indicates the negative returns till the forth day before listing date and the positive after the listing day for Level 1 ADR. The average cumulative returns for securities with S-type ADR are positive for the whole 51 day period around the listing date. It is due to the different costs of different ADRs issues.
This work is only the first attempt to examine the international cross-listing for Ukrainian market and a lot of aspects that can be interesting and powerful are not under investigation.  One of the possible extensions for this subject can be explanation of the reasons why for some company’s stocks the international cross-listing has negative and for other positive effect.
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