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In the last few decades, there have been large shifts in exchanges’ ability to attract
foreign listings. Although there has been a fourfold increase in the number of foreign listings
around the world since the early 1980s, these have been concentrated in a few exchanges.
Almost 70% of the new listings of the last two decades occurred on U.S. and U.K. exchanges.
As aresult, U.S. and U.K. exchanges, which had approximately 40% of all foreign listings at
the beginning of the 1980s (and less than 34% in 1990), now account for approximately 60%
of foreign listings.

However, firm preferences over exchanges did not exhibit a steady trend over time.
The London Stock Exchange attracted the largest share of foreign listings during the 1980s,
but lost its primacy to the U.S. in the early 1990s. More recently, U.K. exchanges have once
again gained a substantial share of new listings and now boast more new listings than U.S.
exchanges.' Similar waves in foreign listings have been observed in other markets. In the
1980s, the Tokyo Stock Exchange was a popular destination, and between 1985 and 1990 it
attracted close to 20% of foreign listings around the world, much more than U.K. and U.S.
exchanges did in that period. In the early 1990s, the Paris Bourse and the Swiss exchanges
managed to attract nearly 15% of global listings each, an increase of over 50% concentrated in
a couple of years.

In this paper, we aim to explain the trends and the waves in foreign listings around the
world. Our large sample includes firms from more than 80 countries, which choose to cross-
list across 29 different exchanges. Most crucially, we rely on a sample that includes new
listings and delisting decisions starting from the early 1980s. Such a large sample,
unprecedented in the existing literature, both for time-series and cross-sectional coverage,
allows us to investigate the role of different potential determinants of exchange

competitiveness and their reversals.

"'In 2007, U.K. exchanges attracted over 130 foreign firms, more than double the number of foreign firms that
listed in U.S. stock exchanges.
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The existing literature provides two main explanations for why firms list in foreign
exchanges. First, firms may wish to exploit market segmentation to decrease their cost of
capital (see Miller (1999) for an empirical test). This suggests that changes in the demand for
stocks and market valuations may be related to changes in exchange popularity. Second, by
listing in markets with more rigorous corporate governance standards and more sophisticated
market participants, thanks to enforcement by the legal authorities and also to reputational
mechanisms, firms can commit to limit corporate insiders’ extraction of private benefits of
control (Stulz, 1999; Doidge, Karolyi, and Stulz, 2004; Doidge, 2004).2 In this paper, we
explore to what extent changes in country-level corporate governance (in both the origin
country and the exchange-country) and market valuations can explain the observed foreign
listing patterns.

Our results show that all these factors may play an important role. First, during the
sample period, many countries adopted laws and regulations aimed at improving corporate
governance (De Nicold, Laeven, and Ueda, 2008). We argue that this can explain why U.S.
and U.K. exchanges have gained foreign listings at the expense of many smaller exchanges.
When their home country adopts a corporate governance code, firms become less likely to
cross-list in the smaller exchanges and in exchanges with weaker investor protection.
However, their probability of listing in countries with strong investor protection, especially
the U.S. and the U.K., increases.

Second, we show that all firms are more likely to list in foreign exchanges with high
market valuations. In general, cross-listing waves appear to occur during periods in which
domestic firms raise large amounts of capital through initial public offerings (IPOs) and
seasoned equity offerings (SEOs) in the exchange country. Interestingly, firms that are more

prone to be mispriced or to have negative valuations in the following 3 years are more likely

? See also Benos and Weisbach (2004) for a review of the literature.



to cross-list in markets with temporarily high valuations than firms in need of cash. This
suggests that the choice of a foreign exchange is at least partly driven by investor sentiment,
as are firms’ domestic SEOs and IPOs (Ritter, 1991; Loughran and Ritter, 1995; Lowry,
2003).

The finding that the timing of cross-listings and the choice of exchange are driven by
the desire to exploit higher market valuations is consistent with the work of Foerster and
Karolyi (1999), Henderson, Jegadeesh, and Weisbach (2006), Gozzi, Levine, and Schmukler
(2008), and Sarkissian and Schill (2009a and b), who find that firms experience low returns
after cross-listing or raising capital in international markets. Our test for market timing based
on firm listing choices rather then ex post returns is important for the following reasons. First,
existing evidence on post-listing valuation is conflicting as Errunza and Miller (2000),
Foerster and Karolyi (2000), Doidge, Karolyi and Stulz (2004) and King and Segal (2009)
find permanent increases in valuation after cross-listings for firms that issue equity in major
public exchanges in the U.S.

Most importantly, the post-listing decline in firm valuation lends itself to alternative
explanations.® For instance, Foerster and Karolyi (1999 and 2000) interpret their findings in
the context of models of international capital market segmentation and of multi-market
trading and liquidity and attribute permanent (temporary) value gains to the ability (inability)
of the firm to capture a proportionately larger share of U.S. trading. Gozzi, Levine and
Schmukler (2008), instead, argue that the post-listing decline in corporate valuation (Tobin Q)
is driven by an increase in investment.

Not only by asking whether and which firms are more likely to list in foreign

exchanges with high valuations we overcome these difficulties, but we can also more

? These alternative explanations do not arise in the context of domestic equity issues as there are no market
segmentations between domestic and foreign markets or multimarket trading affecting liquidity and investor
base. For the different interpretations of post-listing price declines for domestic and international listings, see
also Karolyi (1998). Given these alternative explanations, existing papers finding post-listing price declines do
not interpret them as evidence of market timing.



thoroughly control for firm growth opportunities. Overall, our results suggest that imperfect
integration of capital markets may lead to cross-border arbitrage in international capital-
raising activities. In this respect, we complement the findings of Baker and Wurgler (2008)
that multinational foreign direct investment is driven by market sentiment and the possibility
of obtaining cheap funding in the domestic country.

Our paper belongs to a growing body of literature exploring firms’ foreign-listing
decisions. Most studies rely on the experience of non-U.S. firms cross-listing on U.S.
exchanges (Karolyi, 2006). Two notable exceptions are Sarkissian and Schill (2004) and
Pagano, Réell, and Zechner (2002), who investigate how firms choose in which exchange to
list, focusing on a short time series (or without exploring changing patterns over time). These
papers have stressed that firms that are larger than average and have stronger financing needs
are more inclined to list in foreign exchanges and that firms are more likely to choose familiar
markets in which they are more easily recognized by investors.

In a study that is more closely related to our work, but with a focus on U.S. exchanges,
Reese and Weisbach (2002) relate investor protection in the country of origin to the decision
to cross-list in the U.S. and find that firms from strong corporate governance countries are
more likely to be cross-listed. This suggests that the costs of a U.S. listing are largest for weak
corporate governance firms. This interpretation is also supported by Doidge, Karolyi, Lins,
Miller, and Stulz (2009), who show that firms in which insiders enjoy larger private benefits
of control are less likely to list in the U.S. By considering cross-listings in many exchanges
around the world, we find that weak corporate governance in the country of origin increases
the probability of a cross-listing. However, as corporate governance improves in their country
of origin, firms are more likely to cross-list in countries with strong investor protection. These
results suggest that the costs of further strengthening investor protection decrease when firms

have to comply with stronger standards of corporate governance in their own country.



Our findings also help to put in broader perspective a number of recent papers
analyzing how the Sarbanes-Oxley Act (SOX) has affected the competitiveness of U.S.
exchanges with respect to U.K. exchanges. Zingales (2007) argues that direct and indirect
costs of compliance can explain why foreign firms have started spurning U.S. exchanges.
Piotroski and Srinivasan (2008) and Doidge, Karolyi, and Stulz (2008), however, find limited
evidence of this. In particular, Doidge, Karolyi, and Stulz argue that the U.S. loss of new
foreign listings can be entirely explained by a change in the characteristics of firms listing
abroad, while Piotroski and Srinivasan find a negative impact of SOX on the propensity to
cross-list in the U.S. only for small firms. Our finding that exchanges attract more foreign
listings if they improve their investor protection is broadly consistent with their conclusion
that SOX did not significantly hinder the competitiveness of U.S. exchanges.

The rest of the paper is organized as follows. Section I describes the data, while
Section II presents the main stylized facts. Section III presents the main findings. Section IV

concludes the paper.

I Data

A. Foreign listings

We collect data on foreign listings starting from 1980 to 2006, using a variety of data
sources. We obtain a list of the major stock exchanges from the World Federation of
Exchanges. The list includes all major stock exchanges across all continents. For all the
exchanges in this list, we proceed to identify any foreign firms that at some point during our
sample period had a listing, even though they delisted at some later date. We proceed as
follows.

For foreign listings in U.S. exchanges (AMEX, NASDAQ, and NYSE), we use data

from the primary depository institutions: Citibank, Bank of New York, JP Morgan, and



Deutsche Bank. Each institution has only part of the information, and no individual database
includes all U.S. cross-listings. We complement this information with data collected directly
from the stock exchanges on non-U.S. listings (including Canadian and Israeli firms that list
directly on U.S. exchanges). We have a total of 1416 foreign listings in U.S. exchanges,
which include 849 active listings (as of 2006) and 567 foreign listings that are no longer
active.

For all non-U.S. exchanges, we collect active and inactive listings by combining
yearly fact-books of each individual exchange with other exchange-provided information,
news searches for listing/delisting activity using Factiva, LexisNexis, and the internet,
Datastream, and SDC. In addition, since firms regularly change listing type or exchange, we
hand-check all cross-listings in our sample to see whether a firm had a previous cross-listing
using company reports.

In the end, our sample includes 5007 foreign listings of firms from 89 countries in 24
countries and 29 exchanges. Appendix A contains the full list of exchanges. Countries with
smaller exchanges, such as the Czech Republic and Turkey, have no firms with a foreign
listing and are excluded as possible destination exchanges, but are included as origin countries
if they have at least one domestic firm with a foreign listing. The same firm can enter the
database several times because of multiple listings in different exchanges. Taking into account
multiple foreign listings of the same firm, we end up with a total of 3643 firms that have a
cross-listing or had one in the past. For each of these firms, we know exactly when each
listing was initiated or terminated.

Our foreign listings database is a considerable improvement on the ones used in
existing studies. In comparison to Pagano, Roell, and Zechner (2002), we are able to rely on a
longer time series and a substantially larger cross section of countries, as their sample is

limited to foreign listings in the U.S. and major European Union exchanges of firms



incorporated in these countries between 1986 and 1997. Our sample also improves on the
database collected by Sarkissian and Schill (2004), which includes active cross-listings as of
January 1998 and 44 firms’ countries of origin.* Not only do the larger cross section and
longer time series help us to identify changes in the geography and timing of foreign listings,
but we can also eliminate the survivorship bias by collecting data on delistings. As a result,
our sample of cross-listings is nearly twice as large as that of any previous study.

We acknowledge that nevertheless there could be some bias towards more recent or
active foreign listings. Therefore, we perform robustness checks using the most recent time
period to mitigate lingering doubts that our results may be affected.

Table 1 reports the number of foreign listings across different exchange countries.
More than half (2597) of the 5007 foreign listings are no longer active at the end of our
sample period (2006). This reinforces the importance of including inactive cross-listings. Not
surprisingly, the market with the highest number of foreign listings is the U.S., the second-
largest market being the U.K. Over the sample period, close to 1000 firms have cross-listed in
U.K. exchanges (LSE, and more recently, the AIM). Nevertheless, the world of foreign
listings is very diverse, with U.S. and U.K. markets accounting for less than 50% of the total
number of foreign listings.

In order to make the best use of the data, in Section II we describe the full sample. To
be able to control for firm characteristics that can potentially drive the correlation between
market conditions, laws and regulations, and new listings, we focus on the firm-level analysis,

in which we exploit the more limited sample of foreign listings, but are able to control for

* In a recent paper, Sarkissian and Schill (2009b) describe the geography of active foreign listings as early as
1950. Our analysis of the stock of foreign listings also include some firms that cross-listed in the 1950s.
However, we focus the analysis on a shorter period, for which we are able to also obtain information on
delistings to limit the survivorship bias.



firm characteristics.” In square brackets in Table 1, we report the number of foreign listed

firms for which we have financial information from the Worldscope database.

B. Corporate governance and listing standards

Since we conjecture that changes in regulations contribute to the changing
geographical profile of foreign listings, it is important for us to identify these changes.
Unfortunately, most of existing proxies for corporate governance that are available for a large
cross-section of countries refer to a given year (La Porta, Lopez-de-Silanes and Shleifer,
2006). We construct new time-varying measures of corporate governance at the country level
using the dates of adoption of corporate governance codes.

We believe that the adoption of these codes captures significant dates for the
improvement in investor protection in a country. Corporate governance codes require listed
companies to comply with some basic governance standards, such as having independent
directors or disclosing executive compensation, or to explain any deviations from the
recommendations of the code. Although it is beyond the scope of our paper to compare the
stringency of different codes’ provisions, different studies suggest that corporate governance
codes are remarkably similar and that the code adoption reflects an increased attention to
institutional investors' and other minority shareholders' instances about corporate governance
(Thomsen, 2006; European Commission, 2002).

Overall, codes have proven highly effective in stimulating discussion of corporate
governance issues and have contributed to bring about an improvement in investor protection
around the world (De Nicold, Laeven, and Ueda, 2008). Most of codes are voluntary
inasmuch as the substantive code provisions need not be implemented. Academic papers and

policy reports alike, however, suggest that the comply-or-explain disclosure requirements and

> We also perform an exploratory analysis in which we study the determinants of the aggregate number of new
listings (net of delistings) from a given country to the different exchange countries. This analysis is available
upon request from the authors and fully supports the results we present hereafter.



corporate governance provisions do exert coercive power. For instance, the Cadbury report
formulating the U.K. Code of Best Practice was greeted with skepticism because of its
voluntary nature. However, Dahya, McConnell and Travlos (2002) find that poor performance
had a significantly stronger impact on CEO turnover after the adoption of the Code of Best
Practice; only 5% of the firms chose not to at least partially comply with the code provisions.
Nor are the effects limited to countries with highly developed financial systems, like the U.K.
For instance, Price, Roman, and Rountree (2007) show that after the adoption of the Code of
Best Practice, Mexican firms perceived noncompliance to be costly and therefore improved
their corporate governance.

We obtain the dates of adoption of corporate governance codes from the European
Corporate Governance Institute, which provides a comprehensive list of corporate governance
codes worldwide. Starting from the early 1990s, many countries followed the lead of the U.K.
(where the Cadbury Report was released in 1992) and adopted corporate governance codes.
The dates of corporate governance adoption in different countries are distributed quite
homogeneously over the next 15 years — Appendix B reports the dates of the first code
adoption for each country. On the basis of these dates, we define two variables designed to
capture changes in corporate governance. First Code Adoption is a dummy variable that
equals one starting from the year after a country introduced a governance code and equals
zero before that year. Many countries introduced several corporate governance codes or
significant changes to the first code, arguably indicating an increased attention to corporate
governance issues (European Commission, 2002). For capturing these situations, we define a
second variable Codes, which is zero if the country has no code and increases by one unit the
year after the country adopts a new code or changes the original code. Since the variables
First Code Adoption and Codes capture changes in corporate governance, but not the absolute

quality, we use them in conjunction with country fixed effects.



We also explore whether our results are robust to more commonly used proxies for
investor protection. For a subsample of countries and years we are able to use the time-
varying index of shareholder rights constructed by Pagano and Volpin (2005) along the lines
of the (time-invariant) index of shareholder rights proposed by La Porta, Lopez-de-Silanes,
Shleifer, and Vishny (1998). In addition, we also exploit the anti-self-dealing index
constructed by Djankov, La Porta, Lopez-de-Silanes, and Shleifer (2008). This index
measures the ex-ante and ex-post effectiveness of regulation and enforcement against
violators and refers to 2003. We also validate our results using a time-varying index of
corporate governance constructed using market and accounting data like in De Nicold,
Laeven, and Ueda (2008). This index is a simple average of indicators of accounting
standards, earning smoothing, and stock price synchronicity. These estimates, which we do
not report for brevity, confirm the results we present hereafter.

Besides using different proxies for investor protection, we identify changes in
exchanges’ listing requirements, such as mandatory reporting requirements, minimum size, or
free float requirements for listed companies, extent of reliance on public record disclosure in
an issuer’s home jurisdiction, rules for delisting, and domestic and cross-border mergers
through news searches in Factiva and LexisNexis. For each of these events, we define a
variable Toughening Listing Requirements by adding one for each country and year if listing
requirements have been made more stringent and subtracting one if listing requirements have
been relaxed; the base value of the variable is zero.

Overall, during the sample period, in most of the countries, exchanges have relaxed
their listing requirements even though there are notable exceptions, such as U.S. exchanges,
where, as a result of corporate scandals and SOX adoption in 2002, listing standards have

become stricter. It is important to note that in this case also our variable does not capture an
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absolute value of listing standards and must therefore be used in conjunction with country
fixed effects.

Finally, we measure disclosure in different countries by constructing an indicator of
the amount of information firms disclose. This indicator is constructed similarly to the index
reported by the Center for International Financial Analysis and Research (CIFAR) until 1993.
CIFAR uses information based on the top 8 to 40 companies, depending on data availability,
and on 90 items selected by professional accountants (CIFAR, 1993). To generalize the index
to our longer sample period, we proceed in a similar manner as De Nicolo, Laeven, and Ueda
(2008). Our indicator, which we refer to as CIFAR, is given by the number of reported
accounting items as a percentage of 40 accounting items selected from the original CIFAR
index’ items according to their availability in Worldscope.

C. Other data

As mentioned before, in order to appropriately control for firm characteristics, we
merge the information on foreign listings with information on firm stock prices and financial
data from Datastream and Worldscope. As we explain in detail in Section III, we use all
Worldscope firms without a foreign listing to construct the control sample when we explore
firm foreign listing decisions.

Using Worldscope and Datastream, we construct measures of firm growth
opportunities such as Tobin Q (defined as firm market value plus total assets minus equity
divided by total assets), proxies for firm size (such as the logarithm of firm total assets), and
financial leverage. For each year, we construct Industry Q, Origin Q, and Exchange Q in a
given industry, country of origin, and exchange, respectively. As we explain in Section II1.C,
these variables help us to identify whether firms time the market in choosing the location of
their foreign listings and to control for growth opportunities in the industry and the origin

country.
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To explore whether foreign listing waves are related to domestic equity issues, we
obtain information on new equity issues (including domestic SEOs and IPOs) from SDC
Platinum. Finally, we complement our main dataset by using stock market valuation, stock
turnover, and macroeconomic performance indicators from the World Development Indicators
(WDI) and Datastream, and the great-circle distance between the capital city of the country of
origin and the capital city of the country of the exchange from infoplease.com. All variables’

definitions are summarized together with the descriptive statistics in Table 2.

Il Descriptive Analysis

We begin by characterizing the main stylized facts. The data show a marked
concentration (and increased relevance within the domestic markets) of foreign listings in the
top two world exchange countries: the U.S. and U.K. Figure 1 shows the total number and the
proportion of foreign listings in all the stock exchanges at the end of each year. The
proportion and the number of firms listed in any foreign exchange vary widely across
countries and over time. As Panel B of Figure 1 illustrates, until 1990, the U.K. and U.S.
exchanges jointly had less than 40% of the total number of foreign listings. By the end of
2006, these major international exchanges had increased their market share to approximately
60%. Figure 2 documents an increasing number of foreign listings over time.® To understand
the relative importance of cross-listings in the universe of publicly listed firms, the figure also
reports (as bars) the foreign listed firms as a percentage of all domestic companies listed in the
exchanges of our sample. The relevance of cross-listings peaks in 1997, when they represent
close to 12% of all firms listed in the exchanges in our sample. However, since the early
2000s this number has decreased, and as of 2006, foreign listed firms represent 8.8% of

domestic listed firms. Importantly, the figure also shows that the number of foreign firms

® The sample in Figure 2 starts from 1988 because the total number of listed companies in each country from the
World Development Indicators is only available from that year.
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increased relative to the number of domestic companies in the U.S. and U.K. (as opposed to
the remaining stock exchanges in our sample). In 1988, foreign listed firms represented 5.6%
of firms listed in the U.K. and U.S., whereas in 2006 they accounted for more than 17% of the
number of firms.

Panel A of Table 3 further characterizes the extent of foreign listing waves. On
average, each exchange attracts 6.7 new listings per year. However, there is a large difference
between the average number of listings an exchange receives per year and the maximum
number of listings an exchange is able to attract at the peak of its popularity. For instance, on
average, Japan receives 5 new listings per year. However, in 1987, the year of highest
popularity, 35 new foreign firms listed in Japan.

Similarly, we observe strong waves in delistings. A firm can delist from a stock
exchange not only voluntarily but also because it went bankrupt, was acquired or merged, or
failed to comply with the exchange’s regulations. On average, 3.9 firms delist from each
exchange in any given year. There is a large difference between this average and the
maximum number of delistings in each market. For instance, in the U.K. on average 14 firms
delist. However, in 2001, a total of 57 firms delisted from U.K. exchanges.

In Panel B of Table 3, we relate new listings to changes in corporate governance,
market valuation, and IPO equity issues in the exchange country. For each exchange country,
we split the years into two groups, one group above and the other below the average number
of foreign listings in that exchange. On average, exchanges receive more listings after the
adoption of corporate governance codes. Moreover, an exchange is relatively more popular
(new listings into that exchange are above the time-series average) in years when exchange Q
is higher. Additionally, an exchange receives an above-average number of foreign listings in

years when its domestic firms raise more capital in [POs.
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Clearly, this analysis is only suggestive as many factors may affect these correlations
and does not account for changes in firm country of origin or for time trend in any of our
variables of interest. In the next section, we explore more systematically to what extent
changes in investor protection and market valuation can explain the observed patterns
controlling for time and country effects, stock market development, macroeconomic
performance captured by the growth rate of GDP in both origin and exchange countries, the

distance between origin and exchange countries, and other firm characteristics.

I11 Results

A. Methodology

We explore the determinants of the stock of listings, delistings, and new listings in
different exchanges. Since firms can list in different exchanges at the same time, we consider
all possible firm—exchange pairs. That is, any firm in Worldscope is considered to be at risk of
listing in any of the exchange countries in our sample. To take into account that a given firm’s
decision regarding whether to list in any of the exchanges can be affected by the same
unobservable shocks, in all models we cluster errors at the firm level. Our main variables of
interest capturing changes in investor protection and market valuation. In all regressions, we
include country of origin fixed effects to capture systematic shocks to the decision to cross-list
that may affect all firms from a country. Similarly we include exchange fixed effects to
eliminate the effects of exchanges’ time-invariant characteristics. Importantly, the fixed
effects also control for the absolute levels of investor protection in different countries. Finally,
to mitigate concerns that more recent foreign listings are overrepresented in our sample and
control for any time effects (for instance in Figure 2 we report an upward trend in the number
of cross-listings), we include year dummies, which help us to control for any systematic

differences in reporting over time.
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Thus, when we analyze the stock of listings and new listings, our dependent variable is
a dummy that equals one if a company is cross-listed in that exchange in that year. We
explore the effects of origin country, exchange country, and firm characteristics on the
probability of a foreign listing using logit regressions. When we look at new listings, we
recognize that we do not observe new listings after the end of our sample period. To take into
account the effects of this right censoring, we use a Cox proportional hazard model.

Finally, when we explore delistings, we restrict the sample to firms that are listed in a
given foreign exchange at # — / and analyze the determinants of the decision to delist from

that foreign exchange during the sample period, using a Cox proportional hazard model.

B. Foreign listings, corporate governance, and listing standards

Panel A of Table 4 shows that changes in corporate governance and investor
protection can help explain the changing patterns of foreign listings. Since we include country
of origin and country of exchange fixed effects, our estimates can be interpreted as follows.
Improvements in corporate governance as captured by the adoption of the first corporate
governance code (column 1) bring more foreign listings to a given country. Furthermore,
fewer firms list abroad when investor rights gain better protection in the origin country. The
effects are not only statistically, but also economically significant. As is common with logit
models, we evaluate the economic significance of the estimates using marginal effects,
calculated at the mean of all independent variables. Marginal effects for dummy variables are
calculated as the discrete change in the expected value of the dependent variable (the
probability of having a foreign listing) when the dummy variable changes from zero to one.’
The probability that any given firm decides to obtain a foreign listing after the adoption of a

corporate governance code in the home country decreases by 10%; when a country adopts a

7 In what follows, we express marginal effects as a percentage of the predicted probability of listing in order to
improve clarity.
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governance code, the probability that any firm seeks a foreign listing there increases by almost
12%.

The effect of the first governance code adoption appears even more relevant if one
considers that it probably represents a lower bound for the impact of investor protection, as
we control for market capitalization and liquidity, proxied by stock turnover, both in the
origin and the exchange countries. These variables capturing stock market development are
well known to be related to investor protection (La Porta, Lopez-de-Silanes, Shleifer, and
Vishny, 1997). It appears that countries with more liquid and better-capitalized stock markets
attract more foreign listings and generate fewer of them. Since we directly control for stock
market development, the effect of investor protection we detect does not capture the indirect
effects through market capitalization and liquidity. It rather suggests that firms from countries
with weak investor protection and similar stock market development are more likely to look
for the bonding of foreign laws or the scrutiny provided by sophisticated market participants.

In columns 2 to 4, we explore the robustness of this result to the use of different
proxies for investor protection. First, since several countries have adopted more than one
corporate governance code, we use the number of codes adopted instead of the first code
dummy. Our estimates are qualitatively invariant. Second, we use more conventional proxies
for investor protection. When we use the anti-director rights index that Pagano and Volpin
(2005) construct along the lines of La Porta, Lopez-de-Silanes, Shleifer, and Vishny (1997)
for the period 1993-2002, our sample is greatly reduced. Although we still find that
improvements in investor protection in the exchange country attract more foreign listings,
investor protection in the country of origin is no longer statistically significant. This is
probably because the index has limited time-series variation. In an alternative specification
that we do not report in the interests of brevity, we use the anti-self-dealing index. Since we

have no time-series variation for this index, we cannot include country of origin and country
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of exchange fixed effects. The results, however, confirm our previous finding that firms from
countries with stronger corporate governance are less likely to have a foreign listing, and that
most foreign listings are made in countries with strong investor protection.

In column 4, we explore the relevance of the bonding explanation in a more direct way
by including the difference between the proxy for investor protection in the exchange and the
origin country. We find that, in conformity with the bonding hypothesis, firms are more likely
to list in exchanges with stronger investor protection than the one provided by their home
country.

We then ask whether firms sort differently depending on the characteristics of the
origin countries. Even though firms are less likely to cross-list when corporate governance
improves in the origin country, this does not affect all exchanges equally. In column 5, the
interaction term between the dummy that equals one if the firm comes from a country that has
adopted a corporate governance code and a dummy that equals one for the U.S. and the U.K.
stock exchanges, the only truly global exchanges, implies that firms are more likely to cross-
list in the global exchanges after the adoption of a corporate governance code in the origin
country. The economic impact is large: After the adoption of a corporate governance code in
the origin country, any firm becomes 10% less likely to seek a foreign listing in any exchange
that is not in the U.K. or the U.S. However, the probability of listings in the latter two
countries increases by 13%.

This effect is most likely because the U.S. and the UK. offer stronger investor
protection. In fact, we also find that after the adoption of a corporate governance code in the
origin country, firms are more likely to list in countries with stronger corporate governance, as
measured by the anti-self-dealing index (columns 6 and 7). Consistent with the interpretation
of our previous results, firms are less likely to list abroad after the adoption of a corporate

governance code if they are from countries with an initially higher level of investor protection.
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Overall, these results suggest, consistent with Doidge, Karolyi, and Stulz (2004), that
for firms in environments with weak corporate governance, the cost of listing in the exchanges
with the strongest investor protection may be too large even if these exchanges provide the
biggest benefits in limiting the extraction of private benefits of control. Improvement of
investor protection in the origin country reduces the incremental cost of listing in the highest
investor protection exchanges and leads to concentration of listings in the countries where
investors are better protected. To the extent that the benefits of listing are larger, this also
leads to more foreign listings. Interestingly, our results suggest that looking for bonding is not
a binary decision. On the contrary, the extent to which firms look for bonding appears to be
related to the level of investor protection in their own country, in addition to the level of
protection granted by the foreign exchange.

Having a wide range of exchanges across the world is an opportunity to explore the
effects of laws and regulations aimed at improving investor protection, but also poses some
challenges. Depending on the country or even on the exchange, foreign firms are compelled to
adopt laws and regulations of the host country to different extents. For instance, firms with
exchange listings in the U.S. (i.e., Level II and level III ADRs) are subject to the same
disclosure requirements as domestic firms and become subject to the supervision of the SEC.
Although firms have to comply with local security laws if they list on a U.S. exchange, they
are not always compelled to do so if they list in other countries (see Enriques and Troger,
2007).%

Doidge, Karolyi, and Stulz (2008), Doidge, Karolyi, Lins, Miller, and Stulz (2009),
and Stulz (2009) argue that only U.S. exchanges can provide direct bonding to foreign firms
that adopt their laws through a foreign listing. Others have questioned the relevance of the

mechanism based on direct bonding even in the case of the U.S. and argue that analysts,

¥ For instance, in Europe, admission to a certain exchange, in principle, determines the applicability of all the
laws of that market. Yet, issuers from the European Economic Area can opt to be governed by the security laws
of their home jurisdiction for issues as important as continuing reporting duties and board obligations.
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institutional investors, media, auditors, and investment banks are more reputable and
sophisticated in stronger investor protection countries and may provide stronger bonding
devices than foreign courts (Siegel, 2005). The scrutiny to which these gatekeepers submit
firms and the information they produce increase the probability that any lapses will be
discovered. Even if courts have no power of enforcement, gatekeepers’ more effective
monitoring in strong investor protection countries should enable market participants to
discipline managers by increasing the expected reputational cost of extracting private benefits,
especially if firms wish to maintain a good reputation for future equity issues.’

It is beyond the scope of this paper to distinguish the relevance of direct bonding from
other reputational mechanisms. However, it is important to bear in mind that both
mechanisms can apply in interpreting the effect of investor protection in the exchange country
on foreign listings. In particular, market mechanisms, such as the fear of losing reputation and
the possible negative impact on future equity issues, may be at least as important as a de facto
adoption of foreign laws.

In unreported regressions, we explore more directly the relevance of reputational
mechanisms as opposed to legal enforcement in guaranteeing better investor protection as
follows. We consider as cross-listed the 1781 firms in our sample that are (or were) listed over
the counter in the U.S. (144A and Level 1 ADRs). The adoption of corporate governance
codes in domestic and foreign countries has an effect similar to the one we report when we
consider only exchange-listed foreign firms. Even though firms listed over-the-counter do not
have to comply with the SEC or present financial statements using US GAAP, over-the-
counter listings have similar determinants as exchange listings. Results are also similar if we
do not consider foreign listings in the AIM, the U.K. secondary exchange, where listing

requirements are less stringent than in the LSE. These additional tests support the idea that

? Empirical evidence shows that analyst coverage increases to a greater extent for firms that cross-list in strong
investor protection countries (Crawford, 2007). This is consistent with bonding mechanisms based on market
forces.
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legal enforcement is not the only way through which firms can improve their corporate
governance, and that market mechanisms may be relevant.

The probability of being listed in a foreign exchange depends on new listing and
delisting decisions. In Panel B of Table 4, we thus explore whether an improvement in
corporate governance in the domestic country weakens incentives to obtain new foreign
listings or even strengthen firms’ incentives to delist.'

The determinants of new listings appear to be the same as the determinants of the
stock of listings, even though the number of codes adopted in the origin country loses
significance. An exchange country is 61% more likely to attract a new listing after the
adoption of a governance code.'' Consistent with our previous findings, the probability of a
new listing decreases by 25% if a governance code is adopted in the origin country.

Stronger investor protection reduces the likelihood of a delisting. After a country
adopts a governance code, the probability that a firm delists from its exchanges drops by 50%.
Improvements in corporate governance in the origin country appear to reduce the likelihood of
a delisting from foreign exchanges as well. In this case, the probability of a delisting drops by
35%. This effect is consistent with the results of Marosi and Massoud (2008), who analyzing
foreign firms’ decisions to abandon U.S. capital markets find that firms from weak investor
protection countries are more likely to do so. Thus, it seems that if firms have to comply with
stricter standards in the country of origin, the costs of remaining listed in a foreign exchange

are lower. This interpretation is also supported by the fact that firms with a larger number of

' In the regressions in which we explore the number of new foreign listings, the number of observations is
slightly higher than in those in which we focus on the stock of foreign listings even though in the latter we also
include firms that have been listed on a foreign exchange for more than one year. This is because Stata drops
observations for which a set of regressors is a great predictor of the outcome. In our case, Stata drops a number
of observations relative to the failures of firms from some countries to list in certain exchanges (i.e., if the
country of origin dummy completely predicts the outcome). Given the large size of our control sample, this
should not be a problem. Also, the estimates we obtain for the stock of listings are very similar if we use a linear
probability model, for which no observations are dropped.

" The economic effect when we use the Cox proportional hazard model is expressed as a percentage change of
the hazard rate for a one-unit change of the relevant independent variable and is obtained as follows:

(e’ =1)*100.
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foreign listings are less likely to delist.'” Having to comply with different exchanges laws and
regulations, they probably consider each foreign listing to be less costly.

In Table 5, we consider other institutional determinants of foreign listings such as
disclosure, proxied by the CIFAR index, and listing requirements. It appears that investor
protection and firm disclosure have opposite effects on an exchange’s ability to attract foreign
listings. In column 4, a one-unit increase in the exchange country’s CIFAR decreases by 6%
the probability that the average foreign firm lists in that exchange. Firms, however, do not
appear to delist from exchanges with high disclosure requirements, suggesting that disclosure
costs are lower than the cost of delisting. Also, firms from high-disclosure countries are more
likely to have a foreign listing. This is consistent with previous studies showing that firms
listed in a foreign exchange are typically from countries with stricter disclosure requirements
(Biddle and Saudagaran, 1989; Saudagaran and Biddle, 1992).

More stringent listing standards (column 3) in the country of origin also increase the
propensity to list in a foreign exchange, as does greater transparency. This confirms that firms
that meet more demanding requirements for listings are more likely to list anywhere. More
surprisingly, stricter requirements in the exchange country increase the probability that any
firm is listed in this country. This, however, is probably because exchanges relax their listings
requirements in order to attract firms when they lose listings. Indeed, during the sample period
most of the exchanges relaxed their listing requirements (with the notable exception of U.S.
exchanges, where the implementation of SOX led to stricter exchange requirements).

We also consider more directly whether the adoption of SOX in 2002 indeed
decreased the attractiveness of U.S. exchanges for foreign firms. In column 4, we include a
dummy variable that equals one after 2002 if the exchange country is the U.S. Strikingly,

although all previous results are unchanged, the coefficient of the dummy variable is positive

2 We include the number of listings as a control only when we explore delistings because in these specifications
the sample includes firms that are listed in a foreign exchange at ¢ — / and, therefore, the number of observations
per firm depends on the number of its foreign listings.
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and statistically significant. Since SOX has arguably stronger implications for investor
protection than the average corporate governance code, the positive coefficient of the dummy
capturing its effect is fully consistent with our previous results suggesting that stronger
investor protection increases an exchange’s popularity with foreign firms. More generally, this
result indicates that after the adoption of SOX the number of foreign firms listed in the U.S.
was larger — not smaller — than what firm characteristics and market conditions around the
world would have implied. This is fully consistent with the results of Doidge, Karolyi, and
Stulz (2008).

To summarize, we find that improvements in corporate governance make exchanges
more competitive, as they attract more foreign listings. Furthermore, when corporate
governance improves in the origin country, fewer firms seek foreign listings in exchanges
with relatively low investor protection. The firms that list abroad are more likely to choose
U.S. and UK. exchanges or, more generally, countries with higher standards of investor
protection. These results suggest that the cost of a foreign listing depends on the difference in
investor protection between the origin and the exchange country. Since firms are more
inclined to seek a foreign listing in countries with stronger investor protection than their own
country, the worldwide improvement in investor protection can explain why the cross-listings’
share of smaller exchanges has decreased over time, whereas the U.S. and U.K. have almost
doubled their market share in the world of foreign listings in the last 20 years.

Finally, it may be of interest to note that our estimates also reveal that, consistent with
previous studies, larger firms and firms with higher growth opportunities are more likely to
cross-list, and that larger distance between the country of origin and the foreign exchange

decreases the probability of a foreign listing."

" In the specifications we report, we do not to include other firm-level controls such as the percentage of foreign
sales or the free float, because we would lose further observations on foreign listings. Including these further
controls leaves our results qualitatively unchanged.
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C. Market timing

An exchange’s popularity in attracting foreign listings could be correlated with the
level of the stock market in the same way as domestic equity issues, IPOs, and merger activity
are. Clustering of domestic as well as foreign equity issues may have a neoclassical
explanation. Higher stock prices could reflect either changes in future cash flows or in
discount rates, and, as a consequence, firms could optimally issue more equity to fund
investment. However, behavioral explanations are also possible. Managers may time equity
issues to take advantage of stock prices if they believe them to be too high relative to
fundamentals.

We explore the extent to which behavioral theories may help explain exchanges’
popularity in attracting foreign listings. To the best of our knowledge, there has not been any
previous large-sample investigation of the effects of market timing on foreign listings.
Pagano, Roell, and Zechner (2002) propose that mispricing could be related to foreign
listings. However, they do not study how stock prices in different exchanges affect the
decision regarding where to obtain a foreign listing over time."*

We follow a testing strategy suggested by Lamont and Stein (2006), who assume that
aggregate stock prices reflect a greater proportion of investor sentiment than the same-sized
movement in firm-level stock prices. As a consequence, they attribute a larger response of
firm (domestic) equity issuance activity to (domestic) aggregate price movements than to
firm-specific price movements as evidence of market timing.

This strategy can be adapted and fine-tuned in the context of foreign listings. Not only
can we control for fundamentals-driven changes in prices using the firm’s Tobin Q, but we

can also control for global growth opportunities in the industry of the firm, using the

'* They explore whether the average market-to-book ratios of several foreign exchanges affect the decision to
have a foreign listing in any of these exchanges. They find no evidence of mispricing, probably because they
explore the average valuation of different exchanges and use a sample with limited time-series and cross-
sectional variation.
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industry’s Tobin Q, and for the growth opportunities of the firm’s origin country, using the
(aggregate) origin country’s Tobin Q. After controlling for year, country of origin, and
exchange fixed effects, we interpret a positive effect of aggregate exchange valuation on the
probability that a foreign firm is listed in that exchange as evidence of market timing.

Note that in this context it is also harder to argue that the exchange market valuation,
as opposed to the origin country, industry, or the firm’s valuations, should predict the
clustering of foreign listings leading to pseudo market timing, as pointed out by Schultz
(2003) in the context of (domestic) IPOs and SEOs.

In Panel A of Table 6, we find evidence that firms chase the highest valuation when
selecting the foreign exchange in which to list. A marginal increase in the exchange’s stock
prices increases the probability that a firm is listed in that exchange by 75%. This effect is
nearly 10 times that of the firm’s Tobin Q, which should capture the firm’s growth
opportunities.”” A marginal increase in industry valuation increases the probability that a firm
is listed in a foreign exchange by 85%. This could capture industry growth opportunities that
may not be reflected in the firm stock price if the firm is temporarily undervalued. It may also
capture the fact that firms are more likely to seek a foreign listing when their industry is
temporarily overvalued, as happened, for instance, during the IT boom, when many IT firms
cross-listed.

The new listings estimates suggest a similarly large effect for investor sentiment: A
one-unit increase in the valuation of the exchange increases the probability of a new listing by

175%. The corresponding increase for any of the variables that may capture firm growth

"Firms appear to be less likely to be cross-listed in a foreign market when stock prices in the domestic country
are high. This effect is, however, reversed, if we explore only new listings (Panel B). A possible explanation is
that the firm’s ¢ is a better proxy for growth opportunities of firms that have been listed for a while than of firms
that have just listed (the only ones that enter in the new listing regressions), for instance, because foreign listings
improve the informativeness of stock prices (Fernandes and Ferreira, 2008). If this were the case, the positive
effect of the origin country’s Q in the new listing regressions could capture firm-level growth opportunities. In
contrast, in the logit regressions, where firms that have been listed for more than one year play a role, the firm’s
g may be more strongly related to firm-level growth opportunities, while country Q may capture willingness to
pay for stocks in the domestic market.
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opportunities is lower: A one-unit increase in firm valuation increases the probability of a new
listing by only 10%. Analogous increments in the industry’s and the origin country’s stock
market prices lead to an increase in foreign listing probability of 125% and 143%,
respectively. Most importantly, the variable capturing temporarily higher stock prices in the
exchange has greater impact than the variables potentially related to growth opportunities on
the probability of a new foreign listing in that exchange.

As alternative proxies for market timing, we include both returns in the origin and the
exchange country, both in U.S. dollars. Once again, the exchange country return should reflect
less information about the prospects of a firm than returns in the origin country and the firm’s
Tobin Q. Although we find that firms with more growth opportunities are indeed more likely
to cross-list (a one-unit increase in Tobin Q increases the probability by 15%), the market
return in the origin country appears to have no effect. A 1 percentage point increase in market
returns in the exchange increases by the same amount the probability that a firm chooses to
list in that exchange, quite a large effect given that the standard deviation of the exchange
return is approximately 25 percentage points.

As an alternative proxy for the attractiveness of different markets (for firms), we use
the total proceeds from equity issuance in each country and year. Consistent with our
hypothesis that foreign listing waves and domestic equity issues may be related, we find that
firms are more likely to have a foreign listing in exchanges in which firms raise more equity
and in which there are more primary equity issues. A 1 million USD increase in an
exchange’s new equity issues (one unit of the independent variable) increases the probability
of a new listing by 1%. This increase is substantial if one considers that the standard deviation
of proceeds in new equity issues across exchanges is nearly 350 million USD in our sample.

Although the decision to cross-list in a given exchange when this offers higher

valuations or when firms issue more equity may indicate market timing, neoclassical models
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with market segmentations would imply that firms considering a cross-listing to lower their
cost of capital should list in exchanges where they can obtain a higher price for their stocks.
These may well be exchanges with high Q, as we find. For this reason, to fine-tune the
interpretation of our results, we exploit firm characteristics.

Baker and Wurgler (2007) suggest that if investor sentiment can explain firm equity
issuance activities, then the firms more inclined to be market timers should be the ones subject
to more difficulties and subjectivity in the determination of their own value and/or stocks for
which arbitrage is particularly risky and costly. According to this criterion, Baker and Wurgler
consider firms that up to a given date have paid no dividends, firms having many intangible
assets, unprofitable firms, and firms with high stock return volatility to be particularly
mispricing prone. We construct a dummy variable to identify firms prone to mispricing as
follows. The dummy variable equals one if any two of the following four criteria are satisfied:
(1) the firm has high tangible assets as demonstrated by a fraction of research and
development expenses over total sales larger than that of the median firm in the sample; (2)
the firm has negative earnings; (3) the firm has so far paid no dividends; and (4) the standard
deviation of firm monthly returns is above the median.

We allow this dummy variable to interact with exchange Q. As before, our results
suggest that all firms are significantly more likely to cross-list in exchanges where stock
prices are temporarily higher. Indeed, an increase of one unit in exchange Q increases the
probability that any firm cross-lists there by 149%. This is unsurprising because if market
sentiment increases, all stock prices go up, making it convenient for all firms to raise capital
there. Firms whose valuations are expected to benefit more than others should become even
more inclined to cross-list. This is precisely what we find. For firms that we classify as
“mispricing prone,” the effect of a one-unit increase in exchange Q is 180%. The larger

impact of the variable capturing market sentiment is not only statistically but also
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economically significant as the effect is significantly larger for the subset of stocks that are
normally considered more speculative than for other stocks.

In column 6, we define an alternative proxy for capturing whether a firm times the
foreign listing decision when (and where) it is overvalued. We define a dummy variable that
equals one if the firm stock returns over the following 3 years are negative. We allow this
variable to interact with exchange Q as before. The positive and significant effect of the
interaction terms shows that these firms are indeed more likely to cross-list in a given foreign
exchange when stock valuations are higher. On the contrary, in column 7 we define a dummy
that equals one if the firm is unable to fund all capital expenditures with the current earnings.
Such a firm would need cash for investment and, according to theories of market
segmentation, should cross-list in markets where investors are willing to pay a higher price for
its stocks. Interestingly, we find that these firms are less likely to cross-list in exchanges with
high Q.

Finally, in Panel C, we explore the determinants of delistings. Firms are less likely to
delist from overvalued exchanges. Consistent with previous literature, firms are less likely to
delist when they have stronger growth opportunities because the impact of the firm’s Tobin Q
on the probability that a firm renounces its foreign listing is negative. Similarly, firms delist
when stock prices in their industry or country of origin are low: A one-unit decrease in the
industry Tobin Q (origin country’s Tobin Q) increases the probability of a delisting by 14%
(70%). Firms are also less likely to delist if a lot of capital is being raised in IPOs (or SEOs)
in the domestic or in the exchange’s stock markets.

Overall, these results suggest that the decision to cross-list in a given exchange and its

timing are at least partially explained by market timing.
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D. Robustness

In Panel A of Table 7, we include jointly all the variables that we have identified as
important for foreign listings. All our estimates for the stock of listings, new listings, and
delistings remain qualitatively invariant.

So far, our interpretation of the results implies that changes in the institutional
environment and market-level mispricing are important drivers of foreign listing decisions. A
concern is that firms may herd, being influenced by prior decisions of other firms or choose
markets that are specialized in evaluating their industry or firms from their own country.'® The
large number of controls we include should mitigate concerns about omitted factors.
Nevertheless, to assuage any lingering doubts, we include the following additional control
variables: the number of new listings from the firm’s origin country in a given exchange, the
number of new listings from the firm’s industry in that exchange, and the total number of new
listings in that exchange during the previous year. We further control for the fact that an
exchange may be specialized in evaluating firms in a given industry by including the total
number of foreign firms in that industry listed in the exchange during the previous year. In
column 5 of Panel A of Table 7, we do find that firms are more likely to list in a given
exchange in years that follow a large number of new listings in that exchange, a large number
of firms from the same origin country listing in that exchange, and especially a large number
of firms from the same industry listing in that exchange. More importantly, all our previous
results remain unchanged, and we find even stronger effects for the variable capturing market
timing, as a one-unit increase in exchange Q more than doubles the probability of a new
listing.

Another concern may derive from the fact that capital flows may determine the cross-

listing patterns and may be correlated with stock market valuation and investor protection. For

' Chemmanur and Fulghieri (2006) show theoretically that the presence of investors specialized to evaluate
certain types of companies is an important factor in firms' choice of exchange.
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instance, with deepening financial integration, capital flows may concentrate to a few main
exchanges and this, instead of stronger investor protection in firms’ countries of origin, may
drive the concentration of foreign listings in the U.S. and U.K. Alternatively, countries with
temporarily higher equity valuation may attract more capital inflows. Firms would then list in
these countries, not to exploit mispricing but because demand for equity is higher. The latter
objections cannot explain why firms that are more inclined to be mispriced would choose to
list in countries with higher Q. Nevertheless, we take the above objections seriously and
control for capital inflows to the exchange country by including the ratio of net capital inflows
to GDP. Our results (not reported) are unchanged, and the new control variable is not
statistically significant.

A related concern is that firms may be less likely to cross-list after the adoption of
corporate governance codes, not because this affects their benefits from bonding as we argue,
but because foreign investors become more likely to hold equity in their country of origin.
This could be driven by a mechanical correlation if the adoption of the corporate governance
code coincides with the removal of restrictions to capital inflows, which have been shown to
affect a firm’s propensity to seek a foreign listing (Siegel, 2009). We evaluate whether this is
the case by controlling for capital inflows to the origin country of the firm. In an unreported
specification, we include the ratio of gross inflows to GDP in the firm’s country of origin. Our
results are once again invariant. In particular, although the new variable is not statistically
significant, firms still appear to be less inclined to list abroad after the adoption of a corporate
governance code in their origin country.

Our results are also not dependent on the control sample we use. So far, we have
assumed that all firms listed in the domestic country may consider a foreign listing in any
exchange. However, foreign listings are quite rare events, and firm size, which we measure

using the logarithm of firm assets, has great predictive power, as is commonly known from
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previous literature (see, for instance, Pagano, Roell, and Zechner, 2002). For this reason, we
follow Doidge, Karolyi, Lins, Miller, and Stulz (2009), and include in the control sample only
firms that have more than 10 million USD in assets.'’

Estimates are reported in Panel B of Table 7 and show that our results are qualitatively
invariant.'® The economic magnitude of the effects is similar to the ones presented before.

These results are comforting also for the following reason. The coverage of firms in
Worldscope has been increasing over time. Although this should not affect our results,
because we include year dummies, coverage may have increased differently across countries.
Increases in coverage are less relevant when we focus our control sample on the largest firms
in the country. The fact that our results are invariant suggests that changes in coverage do not
drive our results. Another concern may arise from the fact that all corporate governance codes
are adopted after 1992. Also in this later period, the coverage of our sample is much less
likely to be affected by survivorship bias. For these reasons, we rerun our regressions
considering only observations after 1992. In other specifications, we drop all observations
relative to exchanges that have less than 10 foreign listings in a given year. In all cases, our
results are qualitatively invariant.

Finally, we perform a number of additional robustness checks we do not report. First,
the propensity of firms from a foreign country to list in a given exchange may be affected by
factors that are not fully accounted for by the physical distance between the two. For instance,
similar industrial profile, economic linkages, shared language, and cultural familiarity may

matter. To take this into account, we include origin-country—exchange-country pair dummies.

' In unreported specifications, we include only firms with assets of more than 100 million USD in the control
sample. Results are qualitatively similar to the ones we report.

'8 Clearly, we do not replicate the estimates on delisting in Panel B, because in this case the control sample is
composed of firms with a foreign listing that do not delist.
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The effects of our variables of interest on the probability that a firm has a listing in a given

exchange are unchanged."’

IV Conclusions

This paper documents large changes in exchanges’ ability to attract foreign listings
and explores some possible determinants of these cross-listing waves and trends. We find not
only that strong investor protection positively affects the popularity of an exchange with
foreign firms, but also that improvements in investor protection in the firms’ countries of
origin matter. In particular, once their home country has become more attentive to investor
rights, fewer firms choose to list in countries with relatively weak investor protection. This
result may explain why the U.S and U.K. have almost doubled their market shares in the
foreign listing market over the last 20 years. Improvements in corporate governance around
the world have strengthened the competitive advantage of U.S. and U.K. exchanges, where
regulations and market forces guarantee particularly strong protection of investor rights.

We also find that market timing plays an important role in explaining cross-listing
waves. Firms choose to list in countries where stock prices are temporarily high and where
domestic firms raise large amounts of capital in IPOs and SEOs, which have been shown to be
driven by investor sentiment. More importantly, firms more inclined to be mispriced and
firms that are to experience negative returns over the following three years are more likely to
cross-list in exchanges with higher valuation, whereas firms that need to raise capital for
investment are less likely to do so.

Our results can potentially help to explain the conflicting findings in the literature on
whether cross-listing leads to permanent valuation gains. We show that firms decisions may

be driven by the need to limit extraction of private benefit of control as well as by the desire to

' We estimate the probability of having a foreign listing in a given country using a linear probability model
because the large number of dummies causes convergence problems in the maximum likelihood estimation that
needs to be performed for the logit model.
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enjoy temporarily higher valuations. Since different motives driving listing decisions may
lead to opposite implications for post-listings returns, the effect of foreign listing on firm
value and the driving factors of the decision to cross-list should be explored jointly. We

believe that this is an exciting area for future research.
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Table 1

The distribution of foreign listings
The first column presents the total number of foreign listings by country. The next two columns show the
number of active and inactive foreign listings (as of 2006 end) in each country. In square brackets, we report the
number of foreign listings in each category that we are able to match with Worldscope.
(D 2 3
Status of Foreign Listings in 2006

Country of Exchange Total Sample Inactive Active

Australia 131 [91] 76 [49] 55 [42]
Austria 56 [47] 45 [37] 11 [10]
Belgium 166 [144] 111 [92] 55 [52]
Canada 253 [159] 201 [128] 52 [31]
Denmark 13 [11] 8 [7] 5 [4]
France 312 [274] 244 [211] 68 [63]
Germany 225 [200] 134 [125] 91 [75]
Greece 1 [0] 0 [0] 1 [0]
Hong Kong 173 [143] 36 [29] 137 [114]
Ireland 35 [34] 29 [28] 6 [6]
Italy 32 [32] 6 [6] 26 [26]
Japan 151 [130] 126 [106] 25 [24]
Luxembourg 237 [202] 114 [96] 123 [106]
Malaysia 2 [1] 0 [0] 2 [1]
Netherlands 215 [193] 179 [161] 36 [32]
New Zealand 87 [78] 65 [59] 22 [19]
Norway 45 [24] 23 [12] 22 [12]
Singapore 65 [50] 33 [29] 32 [21]
South Africa 39 [30] 12 [6] 27 [24]
Spain 45 [45] 8 [8] 37 [37]
Sweden 42 [37] 22 [21] 20 [16]
Switzerland 277 [265] 158 [147] 119 [118]
United Kingdom 989 [635] 400 [278] 589 [357]
United States 1416 [1204] 567 [506] 849 [698]
Total 5007 [4029] 2597 [2141] 2410 [1888]
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Table 2

This table presents the source and the descriptive statistics of the main variables used in the empirical analysis. “New listings™ is the increase in the number of listings from a
given country to a given exchange in a given year. Foreign Listed Dummy is a dummy that equals one if the firm is listed at time ¢ in exchange e and equals zero otherwise.
Newly Listed Dummy is a dummy that equals one if the firm has obtained a foreign listing at time ¢ in exchange e and equals zero otherwise. Observations relative to firms
that have been cross-listed in a given exchange for more than one year have been excluded. Delisted Dummy is a dummy that equals one if the firm delists at time ¢z from
exchange e and equals zero otherwise. Only observations relative to firms with a foreign listing in a given exchange are included. The sample period of the foreign listings
database is from 1980 to 2006. First Code Adoption and Codes are time-varying measures of adoptions of corporate governance codes: First Code Adoption” is a dummy that
equals one starting from the year after a country adopts the first corporate governance and equals zero otherwise; Codes is a variable that at time ¢ takes the value of the
number of codes adopted in a country at time #-/. Anti-Director-Rights is the shareholders’ protection rights index from Pagano and Volpin (2005). Anti-Self-Dealing” is
from Djankov, La Porta, Lopez-de-Silanes, and Shleifer (2008) and measures the ex-ante and ex-post effectiveness of regulation and enforcement against violators. Equity
Issues” is the number of equity issues in that country/year. IPO Equity Issues is the number of IPOs in that country/year. CIFAR represents the disclosure in different
countries, and is based on Worldscope data for the top 30 companies in the country. Exchange Q is the median Tobin Q in the exchange. Origin Q is the median Tobin Q in
the country of origin. GDP Growth is the per capita GDP growth in the country in USD. Market Capitalization is the stock market capitalization of the country divided by the
GDP. Turnover is the value traded in the country stock market divided by GDP. Distance is the physical distance in kilometers between the stock exchange and the capital city
of the country where the firm is domiciled. Industry Q is the median Q of all world firms in the industry in that year. Leverage is the ratio of total debt to total assets. Log
Assets is the log of total assets in USD. No. of Listings is the total number of listings from that firm in all the foreign exchanges in that year. Q is Tobin Q, defined as firm
market value plus total assets minus equity divided by total assets. d(Mispricing-prone) is a dummy variable that equals one if two of the following conditions are met: (1) the
firm has negative earnings; (2) the firm has never paid dividends up to a given year; (3) during the previous year, the firm has experienced a volatility of monthly returns in
U.S. dollars above the median firm; and (4) the firm has a ratio of research and development expenses to sales that is above the median. d(Mispricing-prone) equals zero
otherwise. d(Negative future returns) is a dummy variable that equals one if the firm experiences negative returns in U.S. dollars over the following 3 years, and equals zero
otherwise. d(Need cash) is a dummy variable that equals one if the capital expenditures of the firm are larger than its earnings before depreciation and taxes and its excess
leverage is positive, and equals zero otherwise. A firm’s excess leverage is defined as the residuals of the regressions of leverage on 4-digit SIC dummies, the logarithm of
firm assets, ROA, and the ratio of research and development expenses to sales.

Variable Source Mean St. Dev. 25% 50% 75% Obs.
Dependent Variables
New Listings Hand-collected 1.64 1.65 0 0 0 10,634
Foreign Listed Dummy Hand-collected 0.003 0.055 0 0 0 11,429,548
Newly Listed Dummy Hand-collected 0.0003 0.018 0 0 0 11,392,264
Delisted Dummy Hand-collected 0.03 0.18 0 0 0 36,095

Independent Variables

Country of Exchange

First Code Adoption Hand-collected 0.359 0.519 0.000 0.000 1.000 11,043
Codes Hand-collected 1.113 2.112 0.000 0.000 1.000 11,043
Anti-Director Rights Pagano and Volpin (2005) 3.879 1.203 3.000 4.000 5.000 3,740
Anti-Self-Dealing Djankov et al (2008) 0.578 0.271 0.283 0.544 0.813 11,043
Equity Issues (million USD) SDC 443.510 347.711 200.000 353.000 590.032 9,615
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IPO Equity Issues (million USD)
CIFAR

Toughening Listing Requirements
Exchange Q

GDP Growth

Market Capitalization

Turnover

Previous Year Return—Exchange

Country of Origin

First Code Adoption

Codes

Anti-Director Rights
Anti-Self-Dealing

Equity Issues (million USD)
IPO Equity Issues (million USD)
CIFAR

Toughening Listing Requirements
Exchange Q

GDP Growth

Market Capitalization

Turnover

Distance

Previous Year Return

Firm Level

Leverage

Log Assets

No. of Listings

Industry Q

Q

d(Mispricing-prone )
d(Negative future returns)
d(Need cash)

SDC

Worldscope
Hand-collected
Worldscope

WDI

WDI and Datastream
WDI and Datastream
Datastream

Hand-collected
Hand-collected
Pagano and Volpin (2005)
Djankov et al (2008)
SDC

SDC

Worldscope
Hand-collected
Worldscope

WDI

WDI and Datastream
WDI and Datastream
infoplease.com
Datastream

Worldscope
Worldscope
Hand-collected
Worldscope
Worldscope
Worldscope
Worldscope
Worldscope

183.057
70.026
—0.157
1.180
2914
82.459
64.337
14.1

0.254
0.664
3.600
0.510
425.807
189.749
70.017
—-0.279
1.168
3.148
66.771
44.800
5587.399
12.7

24.307
12.091
0.078
1.176816
1.918
0.397
0.296
0.249

158.503
11.885
0.364
0.167
2.378
68.524
47.590
25.7

0.436
1.495
1.213
0.245
348.705
166.702
11.626
0.464
0.199
4.047
69.857
57.243
4737.447
223

25.088
2.387
0.439
0.080372
2.684
0.489
0.456
0.432

72.200
58.981

1.059
1.683
29.125
30.091
—-4.3

0.000
0.000
3.000
0.283
192.286
73.053
60.556
-1
1.028
1.555
20.495
5.796
1265.37
-8.9

4.509
10.674
0.000
1.12821
0.981

0

0

0

143.162
73.889
0

1.155
2.793
68.775
53.400
13.1

0.000
0.000
4.000
0.457
342.222
149.619
74.074
0

1.132
3.100
43.778
22.536
5367.15
12.4

18.918
12.045
0.000
1.18889
1.189

0

0

0

245.584
79.907
0

1.276
4.034
119.202
86.648
28.0

1.000
1.000
5.000
0.654
561.000
268.500
79.352
0

1.270
4.779
93.338
61.083
9261.99
27.2

35.895
13.523
0.000
1.23977
1.762

0

0

0

8,094
10,829
11,043
8,334

11,043
10,607
8,571

10,453

11,043
11,043
3,170
9,855
7,867
6,577
8,470
11,043
8,385
10,540
8,764
7,598
11043
7,833

458,545
458,650
459,475
8433

408,125
408,125
408,125
408,125
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Table 3
Stylized Facts
Panel A. Waves

This table presents for each exchange country, the mean number and the maximum over the sample period of new listings and delistings, respectively, and the year when the
maximum was achieved. The sample period is from 1980 to 2006.

New Listings Delistings
Exchange Country Mean per year Maximum Date of max  Mean per year Maximum Date of max

Australia 4.5 12 1996 2.7 9 2002
Austria 1.3 7 1992 1.6 11 1999
Belgium 3.8 33 1986 4.1 16 2006
Canada 8.6 26 1991 7.1 19 1995
Denmark 0.5 3 1994 0.3 2 2000
France 8.5 85 1989 8.6 45 1998
Germany 7.8 42 1988 4.8 32 1998
Greece 0 1 2000 0 0

Hong Kong 6.3 23 2006 1.3 9 2006
Ireland 1.1 6 1993 1.0 6 2000
Italy 1.2 21 2006 0.2 2 2005
Japan 5 35 1987 4.6 17 1994
Luxembourg 7.6 51 1994 39 20 2000
Malaysia 0 0 0 0

Netherlands 53 27 1997 6.3 43 2001
New Zealand 3.1 16 1997 2.3 10 2000
Norway 1.6 9 2005 0.8 4 2003
Singapore 1.9 10 2006 0.9 7 1989
South Africa 1.3 15 1990 0.3 2 1998
Spain 1.7 8 2001 0.3 1 2001
Sweden 1.5 4 2000 0.8 4 2002
Switzerland 7.8 107 1990 5.8 22 1999
United Kingdom 29.4 125 2006 14.5 57 2001
United States 50.3 127 2000 20.9 67 2001
Total 6.7 33.1 1996 3.9 16.9 2000
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Panel B. Univariate analysis of the determinants of the waves
This table lists the average of the First Code Adoption—Exchange dummy, the Q of the exchange country, and the IPO Equity Issues in the exchange country in years with
above- and below-average new listings in the exchange. It also reports the average of the above variables by exchange during the sample period (Total).

First Code Adoption—Exchange Q of Exchange IPO Equity Issues—Exchange
Above Below Total Above Below Total Above Below Total
Australia 0.54 0.36 0.44 1.23 1.15 1.19 144.68 106.52 128.33
Austria 0.14 0.20 0.19 1.20 1.13 1.15 77.71 133.94 115.20
Belgium 0.38 0.29 0.33 1.22 1.10 1.16 113.88 5.00 95.74
Canada 0.54 043 0.48 1.25 1.20 1.23 235.93 247.47 241.47
Denmark 0.50 0.16 0.26 1.08 1.03 1.05 142.32 68.14 98.69
France 0.40 0.47 0.44 1.14 1.12 1.12 98.69 110.96 106.29
Germany 0.31 0.36 0.33 1.35 1.17 1.26 121.52 101.44 113.87
Greece 1.00 0.27 0.30 48.91 90.06 86.90
Hong Kong 0.62 0.00 0.30 1.02 1.09 1.06 154.75 95.81 132.29
Ireland 0.31 0.29 0.30 1.33 1.10 1.21 93.70 104.67 98.57
Italy 0.67 0.17 0.33 1.12 1.11 1.11 59.64 39.90 48.87
Japan 0.20 0.47 0.37 1.32 1.10 1.18 136.51 125.11 128.53
Luxembourg 0.08 0.00 0.04 1.07 1.02 1.05 127.00 171.30 151.61
Malaysia 0.26 0.26 1.33 1.33 45.94 45.94
Netherlands 0.18 0.50 0.37 1.12 1.12 1.12 114.16 152.88 129.65
New Zealand 0.15 0.14 0.15 1.14 1.06 1.10 178.94 36.23 121.85
Norway 0.25 0.05 0.11 1.25 1.14 1.17 9491 130.81 114.85
Singapore 0.18 0.25 0.22 1.14 1.15 1.15 111.46 68.32 89.89
South Africa 0.80 0.29 0.48 1.26 1.18 1.21 168.83 74.58 131.13
Spain 0.75 0.13 0.41 1.18 1.00 1.08 137.11 186.76 156.42
Sweden 0.36 0.13 0.22 1.35 1.18 1.25 192.97 93.56 143.27
Switzerland 0.09 0.25 0.19 1.09 1.08 1.08 78.36 145.88 122.05
United Kingdom 0.85 0.29 0.56 1.25 1.17 1.21 186.78 128.42 157.60
United States 0.69 0.07 0.37 1.39 1.17 1.28 426.92 351.15 387.63
Total 0.42 0.24 0.31 1.21 1.13 1.16 157.75 126.15 140.86
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Panel A. The stock of foreign listings

Table 4

Foreign Listings and Investor Protection

The dependent variable is a dummy that equals one if the firm is listed in a foreign exchange during a given year and equals zero otherwise (Foreign Listed dummy). All the
other variables are defined in Table 2. We present coefficient estimates from a logit regression. Robust standard errors corrected for heteroskedasticity and clustered at the
firm level are presented in parentheses. ***, ** * denote that a coefficient is significant at the 1%, 5%, and 10% levels, respectively.

O] 2 3) “4) ) (6) (M
First Code Adoption —0.0859** —0.367*** —(0.529%** —0.0634
(0.035) (0.043) (0.063) (0.11)
First Code Adoption—Exchange 0.108%** 0.132%%* 0.146%** 0.0583
(0.0206) (0.027) (0.026) (0.065)
Codes —0.0976***
(0.016)
Codes—Exchange 0.0301%***
(0.0097)
Anti-Director Rights 0.00657
(0.051)
Anti-Director Rights—Exchange 0.166***
(0.054)
Anti-Self-Dealing—Exchange—Anti-Self-Dealing 0.0176***
(0.00094)
Global Exchange x First Code Adoption 0.659%**
(0.052)
Anti-Self-Dealing x First Code Adoption —0.788***
(0.14)
Anti-Self-Dealing—Exchange x First Code Adoption 0.777*%* 0.742%**
(0.093) (0.10)
Anti-Self-Dealing—Exchange x First Code Adoption— 0.151
Exchange
(0.11)
Market Capitalization —0.00130***  —0.00207***  —0.00135** —0.00104*** —0.00101**  —0.00129***  —0.000818*
(0.00043) (0.00045) (0.00053) (0.00040) (0.00042) (0.00043) (0.00042)
Market Capitalization—Exchange 0.00188***  (0.00222%** 0.000251 0.00207***  0.00197***  0.00199***  0.00197***
(0.00026) (0.00026) (0.00035) (0.00020) (0.00025) (0.00026) (0.00026)
Turnover —0.00242***  —0.00218***  —0.00290*** —0.00155%** —0.00227*** —0.00232%** —0.00218***
(0.00040) (0.00039) (0.00042) (0.00036) (0.00039) (0.00039) (0.00040)
Turnover—Exchange 0.00119***  0.000965***  0.000425*  0.00899***  0.000491**  0.000981***  0.000913***
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GDP Growth

GDP Growth—Exchange
Distance

Log Assets

Leverage

Q

Year FE
Country of Origin and Country of Exchange FE

Observations

(0.00023)  (0.00023) (0.00025)  (0.00034)  (0.00023) (0.00023) (0.00023)
~0.00573 ~0.00638 0.00742  —0.00831**  —0.00749*  —0.00616 ~0.00311
(0.0043) (0.0041) (0.0051) (0.0041) (0.0042) (0.0043) (0.0042)
0.0000268*** 0.0000220*** 0.0000598*** 0.0000586*** 0.00000796** 0.0000205*** 0.0000191***
(0.0000032)  (0.0000032)  (0.0000050)  (0.0000022)  (0.0000034)  (0.0000033)  (0.0000033)
~0.000194%** —0.000194*** —0.000190%** —0.000144*** —0.000191%** —0.000193*** —0.000193%**
(0.0000091)  (0.0000091)  (0.000010)  (0.0000069)  (0.0000090)  (0.0000090)  (0.0000090)

0.622%%* 0.624%%% 0.653%** 0.603%*%  (.624%%* 0.623%** 0.623%%*
(0.015) (0.015) (0.016) (0.014) (0.015) (0.015) (0.015)
~0.00366%** —0.00356***  —0.00335%* —0.00320%** —0.00363*** —0.00365%** —0.00359%**
(0.0012) (0.0012) (0.0013) (0.0011) (0.0012) (0.0012) (0.0012)
0.153%%* 0.154%% 0.165%%* 0.150%%%  (.154%%* 0.153%%* 0.154%%
(0.0068) (0.0068) (0.0072) (0.0065) (0.0069) (0.0069) (0.0068)
Y Y Y Y Y Y Y
Y Y Y Y Y Y Y
4697910 4697910 2563135 4731823 4697910 4697910 4697910
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Panel B. New listings and delistings

In columns 1 and 2, the dependent variables are dummies that equal one if the firm has obtained a foreign listing
in a given exchange at time ¢ and equal zero otherwise (Newly Listed dummy). Observations relative to firms
that have been cross-listed in a given exchange for more than one year have been excluded. In columns 3 and 4,
the dependent variable is a dummy that equals one if the firm delists at time # from exchange e and equals zero
otherwise (Delisted dummy). Only observations relative to firms with a foreign listing in a given exchange are
included. All other variables are defined in Table 2. We present coefficient estimates from a Cox Proportional
Hazard model. Robust standard errors corrected for heteroskedasticity and clustered at the firm level are
presented in parentheses. *** ** * denote that a coefficient is significant at the 1%, 5%, and 10% levels,

respectively.
(D 2 3 “4)
New Listings Delistings
First Code Adoption —0.280%** —0.416%**
(0.087) (0.14)
First Code Adoption—Exchange 0.478*** —0.717%**
(0.081) (0.12)
Codes 0.0234 —0.445%**
(0.028) (0.042)
Codes—Exchange 0.0552** —0.0639**
(0.025) (0.027)
Market Capitalization 0.000724 0.000399 —0.00316%* —0.00761%**
(0.0012) (0.0012) (0.0015) (0.0018)
Market Capitalization—
Exchange 0.000854 0.00126** —0.00557*** —0.00462%**
(0.00056) (0.00057) (0.0012) (0.0012)
Turnover —0.00144* —0.00144* —0.00394*** —0.00244*
(0.00084) (0.00085) (0.0012) (0.0014)
Turnover—Exchange 0.00298*** 0.00316%** —0.000118 0.000791
(0.00073) (0.00076) (0.00086) (0.00086)
GDP Growth 0.0248* 0.0166 0.0558** 0.0306
(0.014) (0.014) (0.025) (0.028)
GDP Growth—Exchange 0.0000413%** 0.0000319%** —0.0000449***  —0.0000180**
(0.0000083) (0.0000091) (0.0000091) (0.0000091)
Distance —0.000183*** —0.000183*%** 0.0000149 0.0000157
(0.0000076) (0.0000076) (0.000015) (0.000014)
Log Assets 0.390%** 0.389%** 0.120%** 0.116%***
(0.013) (0.013) (0.014) (0.014)
Leverage —0.0100*** —0.0101*** 0.00423** 0.00392**
(0.0012) (0.0012) (0.0019) (0.0019)
Q 0.145%** 0.145%** —0.0521** —0.0520**
(0.0061) (0.0061) (0.025) (0.025)
No. of Listings —0.996%** —0.988***
(0.12) (0.11)
Year FE Y Y N N
Country of Origin and Country Y Y Y Y
of Exchange FE
Observations 4,699,112 4,699,112 30,568 30,568
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Investor Protection, Disclosure, and Foreign Listings

Table 5

In columns 1 to 4, the dependent variable is a dummy that equals one if the firm is listed in a foreign exchange
during a given year and equals zero otherwise (Foreign Listed dummy). In column 5, the dependent variables is a
dummy that equals one if the firm has obtained a foreign listing in a given exchange at time ¢ and equals zero
otherwise (Newly Listed dummy); observations relative to firms that have been cross-listed in a given exchange
for more than one year have been excluded. In column 6, the dependent variable is a dummy that equals one if
the firm delists at time ¢ from exchange e and equals zero otherwise (Delisted dummy); only observations
relative to firms with a foreign listing in a given exchange are included. All the independent variables are defined
in Table 2 with the exception of SOX, which is a dummy variable that equals one after 2002 if the exchange
country is the U.S. and equals zero otherwise. In columns 1 and 2, we present coefficient estimates from a logit
regression. In columns 3 and 4, we present coefficient estimates from a Cox Proportional Hazard model. Robust
standard errors corrected for heteroskedasticity and clustered at the firm level are presented in parentheses. ***,
** * denote that a coefficient is significant at the 1%, 5%, and 10% levels, respectively.

(1 ) A3) “4) (% (6)
Stock of Listings New listings Delistings
SOX 0.262%**
(0.062)
CIFAR 0.0343*** 0.0371*** 0.0394%** 0.0394%** —0.00929 —0.00505
(0.0050) (0.0051) (0.0051) (0.0051) (0.0091) (0.015)
CIFAR-Exchange —0.0489*** —0.0497***  —0.0472%**  —0.0388***  —(.0574%** —0.0385***
(0.0039) (0.0039) (0.0039) (0.0040) (0.0089) (0.014)
Toughening Listing Requirements 0.274%%* 0.172%%*
(0.035) (0.042)
Toughening Listing
Requirements—Exchange 0.204%** 0.209%**
(0.045) (0.045)
First Code Adoption —0.150%** —0.126%** —0.133%** —0.268%** —0.355%**
(0.034) (0.034) (0.034) (0.088) (0.14)
First Code Adoption—Exchange 0.140%** 0.184%** 0.0983#** 0.509%* —0.652%**
(0.027) (0.027) (0.023) (0.084) (0.12)
Market Capitalization —0.000935**  —0.000781*  —0.000749*  —0.000798* 0.000821 —0.00324**
(0.00041) (0.00041) (0.00041) (0.00042) (0.0012) (0.0013)
Market Capitalization—Exchange 0.00177%** 0.00178***  0.00179***  0.00187*** 0.000571 —0.00577%**
(0.00025) (0.00025) (0.00025) (0.00025) (0.00055) (0.0012)
Turnover —0.00193***  —0.00186*** —0.00156*** —0.00150***  —0.00129 —0.00388***
(0.00039) (0.00038) (0.00038) (0.00038) (0.00084) (0.0010)
Turnover—Exchange 0.000492%** 0.000419*  0.000995***  0.00104***  (0.00204*** —0.000300
(0.00022) (0.00021) (0.00022) (0.00022) (0.00076) (0.00097)
GDP Growth —0.00607 —0.00313 —0.00688 —0.00751* 0.0239%* 0.0590%**
(0.0041) (0.0043) (0.0042) (0.0042) (0.014) (0.023)
GDP Growth—Exchange 0.0000187***  0.0000204*** 0.0000215*** 0.0000161*** 0.0000406*** —0.0000410%***
(0.0000034)  (0.0000034)  (0.0000034)  (0.0000034)  (0.0000094)  (0.0000096)
Distance —0.000195%**  —0.000195*** —0.000195*** —0.000196*** —0.000183***  (0.0000140
(0.0000091)  (0.0000091)  (0.0000091)  (0.0000091)  (0.0000076) (0.000012)
Log Assets 0.624*** 0.624*** 0.624*** 0.625%** 0.392%** 0.121%**
(0.015) (0.015) (0.015) (0.015) (0.013) (0.013)
Leverage —0.00363***  —0.00362*** —0.00358*** —0.00357***  —0.0100*** 0.00427***
(0.0012) (0.0012) (0.0012) (0.0012) (0.0012) (0.0015)
Q 0.154%** 0.154%*x* 0.154%*x* 0.154%** 0.146%** —0.0511**
(0.0068) (0.0068) (0.0069) (0.0069) (0.0061) (0.023)
No. of Listings —0.998***
(0.037)
Year FE Y Y Y Y Y N
Country of Origin and Country of Y Y Y Y Y Y
Exchange FE
Observations 4697910 4697910 4697910 4697910 4699112 30568
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Table 6
Foreign Listings and Market Timing
Panel A. The stock of foreign listings
The dependent variable is a dummy that equals one if the firm is listed in a foreign exchange during a given year
and equals zero otherwise (Foreign Listed dummy). We present coefficient estimates from a logit regression.
Robust standard errors corrected for heteroskedasticity and clustered at the firm level are presented in
parentheses. ***_ ** * denote that a coefficient is significant at the 1%, 5%, and 10% levels, respectively.

(D 2 A3)
Industry Q 0.850%**
(0.057)
Exchange Q 0.722%**
(0.091)
Origin Q —0.576%**
(0.079)
Equity Issues —0.000862%**
(0.00012)
Equity Issues—Exchange 0.000377#**
(0.000055)
IPO Equity Issues —0.000131%**
(0.000039)
IPO Equity Issues—Exchange 0.0000646%**
(0.000014)
Market Capitalization —0.000882%** —0.000441 —0.00119%**
(0.00043) (0.00041) (0.00043)
Market Capitalization—Exchange 0.00157*** 0.00182%** 0.00320***
(0.00026) (0.00026) (0.00031)
Turnover —0.00244*** —0.00146%*** —0.00210%***
(0.00041) (0.00038) (0.00041)
Turnover—Exchange 0.00120%** 0.000867*** 0.00100%**
(0.00024) (0.00023) (0.00027)
GDP Growth 0.0000271%** 0.0000265***  0.0000364***
(0.0000033) (0.0000033) (0.0000035)
GDP Growth—Exchange —0.00290 —0.0194*** —0.0145%***
(0.0043) (0.0043) (0.0046)
Distance —0.000195%** —0.000194%**  —0.000192***
(0.0000091) (0.0000092) (0.0000089)
Log Assets 0.655%** 0.625%** 0.620%**
(0.015) (0.015) (0.015)
Leverage —0.00283** —0.00390*** —0.00387#**
(0.0012) (0.0012) (0.0011)
Q 0.0856%** 0.158%** 0.158%**
(0.0087) (0.0068) (0.0065)
Year FE Y Y Y
Country of Origin and Country of Y Y Y
Exchange FE
Observations 4,697,910 4,533,005 3,962,971
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Panel B. New listings

The dependent variable is a dummy that equals one if the firm has obtained a foreign listing in a given exchange at time ¢ and equals zero otherwise (Newly Listed dummy).
Observations relative to firms that have been cross-listed in a given exchange for more than one year have been excluded. All the other variables are defined in Table 2. We
present coefficient estimates from a Cox Proportional Hazard model. Robust standard errors corrected for heteroskedasticity and clustered at the firm level are presented in
parentheses. *** ** * denote that a coefficient is significant at the 1%, 5%, and 10% levels, respectively.

0] 2 3) “) 6] (6) (7 (®)
Industry Q 0.812%** 0.783%** 0.815%** 0.830*** 0.808***
(0.042) (0.043) (0.047) (0.047) (0.042)
Exchange Q 1.013%*x* 0.890%*** 1.423%%:* 1.593%** 1.072%**
(0.21) (0.21) (0.24) (0.24) (0.21)
Exchange Q*d(Mispricing-prone ) 0.400%**
(0.038)
Exchange Q*d(Negative future
returns) 0.173%** 0.158%**
(0.049) (0.042)
Exchange Q*d(Need cash) —0.391*** —0.385%**
(0.042) (0.042)
Origin Q 0.889%** 0.889%** 0.404* 0.439** 0.769%**
(0.17) (0.17) (0.22) (0.22) (0.18)
Previous Year Return —0.00127
(0.0010)
Previous Year Return—Exchange 0.0160%***
(0.0014)
Equity Issues —0.00270%***
(0.00031)
Equity Issues—Exchange 0.00142%**
(0.00010)
IPO Equity Issues —0.000108
(0.000098)
IPO Equity Issues—Exchange 0.000103**
(0.000049)
Market Capitalization —0.00122 —0.00235%*%*  —0.00750***  —0.00900%*** —0.00134 —0.00115 —0.000988 —0.00122
(0.0013) (0.00085) (0.00063) (0.00066) (0.0013) (0.0012) (0.0012) (0.0013)
Market Capitalization—Exchange 0.000914 —0.0228***  (.00325%** 0.00300%** 0.000927 —0.000510 —0.000491 0.000855
(0.00060) (0.0011) (0.00021) (0.00020) (0.00059) (0.00083) (0.00083) (0.00059)
Turnover —0.00113 —0.00271***  —0.00962%** —0.0137*** —0.00160* -0.00108 -0.00104 —0.00106
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(0.00087) (0.00078) (0.00088) (0.00087) (0.00086) (0.00090) (0.00090) (0.00086)

Turnover—Exchange 0.00372***  —0.00968***  0.00908%** 0.0103%x** 0.00378*** 0.00146* 0.00143* 0.00381***
(0.00074) (0.0010) (0.00041) (0.00044) (0.00074) (0.00080) (0.00080) (0.00074)
GDP Growth —0.000283 0.0360%*** 0.205%** 0.232%** 0.00482 0.0000519*** (0.0000516*** (0.0000367***
(0.013) (0.011) (0.012) (0.012) (0.013) (0.000011) (0.000011)  (0.0000088)
GDP Growth—Exchange 0.0000360***  —0.000412*** 0.0000174***  0.0000159***  0.0000371*** 0.0177 0.0169 0.000669
(0.0000088) (0.000020) (0.0000022) (0.0000023) (0.0000088) (0.013) (0.013) (0.013)
Distance —0.000185***  —0.000179*** —0.0000999*** —0.0000968*** —0.000185*** —0.000196*** —0.000196*** —(0.000185%**
(0.0000077) (0.0000076)  (0.0000060) (0.0000062) (0.0000077)  (0.0000083) (0.0000083) (0.0000076)
Log Assets 0.424%** 0.424%** 0.364%** 0.341%** 0.451%** 0.446*** 0.445%** 0.437%**
(0.013) (0.0097) (0.012) (0.012) (0.013) (0.014) (0.014) (0.013)
Leverage —0.00878***  —0.0100***  —0.0121*** —0.0130%*** —0.00930%**  —0.00712*** —0.00559*** —(0.00752***
(0.0013) (0.0011) (0.0012) (0.0012) (0.0012) (0.0013) (0.0013) (0.0012)
Q 0.0954%** 0.143%** 0.143%** 0.137%** 0.0913*** 0.101%** 0.09971 *** 0.0908***
(0.0077) (0.0054) (0.0057) (0.0058) (0.0078) (0.0086) (0.0086) (0.0077)
Year FE Y Y Y Y Y Y Y Y
Country of Origin and Country of Y Y Y Y Y Y Y Y
Exchange FE
Observations 4,699,112 4,695,194 4,533,418 3,967,452 4,699,112 4,699,112 4,699,112 4,699,112

48



Panel C. Delistings

The dependent variable is a dummy that equals one if the firm delists at time ¢ from exchange e and equals zero
otherwise (Delisted dummy). Only observations relative to firms with a foreign listing in a given exchange are
included. All the other variables are defined in Table 2. We present coefficient estimates from a Cox
Proportional Hazard model. Robust standard errors corrected for heteroskedasticity and clustered at the firm
level are presented in parentheses. *** ** * denote that a coefficient is significant at the 1%, 5%, and 10%

levels, respectively.

6] Q) (7
Industry Q —0.144*
(0.083)
Exchange Q —1.731%**
(0.23)
Origin Q —0.962%**
(0.29)
Equity Issues —0.000679**
(0.00031)
Equity Issues—Exchange —0.00142%***
(0.00022)
IPO Equity Issues —0.0000905
(0.00015)
IPO Equity Issues—Exchange —0.000155*
(0.000083)
Market Capitalization —0.00320%*  —0.00466*** —0.00493***
(0.0013) (0.0013) (0.0014)
Market Capitalization—Exchange ~ —0.00520***  —0.00549*** —0.00887***
(0.00056) (0.00060) (0.0014)
Turnover —0.00401***  —0.00383*** —(0.00482%***
(0.00097) (0.0010) (0.0011)
Turnover—-Exchange —0.00378***  —0.00376***  —0.000297
(0.00067) (0.00071) (0.0011)
GDP Growth 0.0479** 0.0498** 0.0880%**
(0.023) (0.025) (0.027)
GDP Growth—Exchange —0.00000786** —0.00000251 —0.0000639**
ES
(0.0000038)  (0.0000041)  (0.000010)
Distance 0.00000828 0.00000607  0.0000188
(0.0000089)  (0.0000086)  (0.000012)
Log Assets 0.125%** 0.147%*%* 0.110%**
(0.013) (0.012) (0.014)
Leverage 0.00314%** 0.00449***  0.00420***
(0.0015) (0.0015) (0.0016)
Q —0.0332 —0.0472%* —0.0599**
(0.024) (0.024) (0.025)
No. of Listings —0.992%** —0.984%** —0.967%**
(0.039) (0.039) (0.040)
Year FE N N N
Country of Origin and Country of Y Y Y
Exchange FE
Observations 30,568 29,616 25,872

49



Table 7
Explaining foreign listings

In columns 1 and 2, the dependent variable is a dummy that equals one if the firm is listed in a foreign exchange
during a given year and equals zero otherwise (Foreign Listed dummy). In column 3, the dependent variable is a
dummy that equals one if the firm has obtained a foreign listing in a given exchange at time ¢ and equals zero
otherwise (Newly Listed dummy). Observations relative to firms that have been cross-listed in a given exchange
for more than one year have been excluded. In columns 4, the dependent variable is a dummy that equals one if
the firm delists at time ¢ from exchange e and equals zero otherwise (Delisted dummy). Only observations
relative to firms with a foreign listing in a given exchange are included. All the other variables are defined in
Table 2 except the following. No. of New Listings # — 1 is the total number of new listings in the exchange
country during the previous year; No. of New Listings—Origin 7 — 1 is the number of new listings from the firm’s
country of origin to that exchange during the previous year; No. of New Listings—Industry # — 1 is the number of
new listings in the same industry of the firm in that exchange during the previous year; No. of Listings in the
Same Industry is the stock of foreign listed firms in the same industry of the firm during the previous year. In
columns 1 and 2 we present coefficient estimates from a logit regression. In columns 3 and 4 we present
coefficient estimates from a Cox Proportional Hazard model. Robust standard errors corrected for
heteroskedasticity and clustered at the firm level are presented in parentheses. ***, ** * denote that a coefficient
is significant at the 1%, 5%, and 10% levels, respectively.

Panel A.
@) 2 3 “) )
Stock of listings New listings  Delistings ~ New listings
First Code Adoption -0.102%** -0.159%** -0.304%** -0.288** -0.319%**
(0.035) (0.035) (0.087) (0.14) (0.091)
First Code Adoption—Exchange 0.120%** 0.145%** 0.484%** —0.680%** 0.240%**
(0.026) (0.027) (0.086) (0.12) (0.085)
CIFAR 0.0341%** —0.00393 —0.0252
(0.0048) (0.0091) (0.016)
CIFAR-Exchange —0.0447***  —0.0511***  —0.0550%**
(0.0037) (0.0092) (0.015)
Industry Q 0.851%** 0.851%** 0.814%** —0.182%%* 0.761%**
(0.057) (0.057) (0.042) (0.083) (0.047)
Exchange Q 0.729%** 0.379%** 0.631%** —1.275%** 1.186%**
(0.091) (0.086) (0.22) (0.38) (0.25)
Origin Q —0.583*** —0.419%** 0.883%** —1.230*** 0.546%*
(0.079) (0.074) (0.18) (0.32) (0.22)
No. of New Listings # — 1 0.00495%**
(0.0011)
No. of New Listings—Origin ¢ — 1 0.0216%**
(0.0059)
No. of New Listings—Industry ¢ — 1 —0.0762*
(0.046)
No. of Listings in the Same Industry 0.118**
(0.047)
Market Capitalization —0.000777*  —0.000531 —0.000848 —0.00216* —0.000705
(0.00042) (0.00042) (0.0013) (0.0013) (0.0012)

Market Capitalization-Exchange 0.00151%%*  0.00161***  0.000673  —0.00441***  —0.000763
(0.00026)  (0.00025)  (0.00057) (0.0012) (0.00082)

Turnover ~0.00241%** —0.00192%**  —0.00108  —0.00435%**  —0.000869
(0.00040)  (0.00039)  (0.00086) (0.0010) (0.00090)
Turnover—Exchange 0.00115%**  0.000481%*  0.00250***  —0.00116  0.00180**
(0.00024)  (0.00022)  (0.00076)  (0.00099)  (0.00083)
GDP Growth ~0.000920  0.000197 0.00890 0.0630%**  (.0338%*
(0.0044) (0.0044) (0.013) (0.024) (0.013)
GDP Growth-Exchange 0.0000284**% (.0000224*** 0.0000406*** —0.0000122 0.0000522%%**
(0.0000033)  (0.0000034)  (0.0000094)  (0.000011)  (0.000012)
Distance ~0.000195%** —0.000195%** —0.000185***  0.0000148  —0.000187***
(0.0000091)  (0.0000091)  (0.0000077)  (0.000012)  (0.0000084)
Log Assets 0.656%** 0.657%** 0.427%%x 0.115%%* 0398
(0.015) (0.015) (0.013) (0.014) (0.015)
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Leverage

Q

No. of Listings

Year FE
Country of Origin and Country of
Exchange FE

Observations

—0.00282%*
(0.0012)
0.0859%**
(0.0087)

Y
Y

4,697,910

—0.00279%*
(0.0012)
0.0860%**
(0.0088)

Y
Y

4,697,910

—0.00871%**
(0.0013)
0.0967%+*
(0.0077)

Y
Y

4,699,112

0.00325%*
(0.0016)
~0.0260

(0.023)

—0.998**x

(0.037)

N
Y

30,568

~0.00606***
(0.0013)
0.0970%%*
(0.0081)

Y
Y

3,830,683
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Panel B. Restricting the control sample.
All variables are defined as in the previous panel, but the control sample includes only firms with more that 10
million USD in assets. All firms that experience a foreign listing during the sample period are included.

) ) 3)
Stock of listings New listings
First Code Adoption —0.0921 *** —0.140%** —0.287%**
(0.027) (0.028) (0.082)
First Code Adoption—Exchange 0.133%%* 0.160%** 0.488***
(0.0206) (0.026) (0.081)
CIFAR 0.0279%** —0.0118
(0.0028) (0.0081)
CIFAR-Exchange —0.0428*** —0.0527***
(0.0027) (0.0091)
Industry Q 0.486%** 0.486%** 0.377%**
(0.017) (0.017) (0.046)
Exchange Q 0.778%** 0.457%** 0.789%**
(0.072) (0.075) (0.22)
Origin Q —0.671%** —0.508%** 0.790%**
(0.059) (0.060) (0.16)
Market Capitalization —0.000243 —0.0000598 —0.000731
(0.00030) (0.00031) (0.0012)
Market Capitalization—Exchange 0.00169*** 0.00176*** 0.00126**
(0.00019) (0.00019) (0.00058)
Turnover —0.00242%** —0.00200%*** —0.00203**
(0.00023) (0.00023) (0.00079)
Turnover—Exchange 0.000974*** 0.000290 0.00246%**
(0.00023) (0.00023) (0.00074)
GDP Growth 0.00313 0.00466 0.00798
(0.0045) (0.0045) (0.012)
GDP Growth—Exchange 0.0000278%** 0.0000229%** 0.0000437%**
(0.0000026) (0.0000028) (0.0000091)
Distance —0.000204*** —0.000204*** —0.000213***
(0.0000027) (0.0000027) (0.0000089)
Log Assets 0.126%** 0.126%** —0.0659%**
(0.0037) (0.0037) (0.012)
Leverage —0.000352 —0.000269 —0.00438***
(0.00031) (0.00031) (0.0011)
Q 0.0379%** 0.0380*** 0.0518***
(0.0054) (0.0054) (0.012)
Year FE Y Y Y
Country of Origin and Country of Y Y Y
Exchange FE
Observations

473,104

473,104

443315
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Figure 1
Panel A
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Figure 2 — The Role of Foreign Listings over Time

This figure reports the number of foreign listed firms in absolute terms, and also as a percentage of all domestic companies listed in the exchanges of our sample. The total
number of listed companies in each country, which we use to compute the percentage of foreign listed firms, is from the World Development Indicators and starts in 1988.
The bars report the foreign listed firms as a percentage (left axis) of all domestic companies listed in the exchanges of our sample (and separately for the U.S. and the U.K.).
The line represents the total number of active cross-listings in all the exchanges at the end of each year.

20 3000
18 +
+ 2500

i s
" 14 +
£ + 2000 @
r 12 + T
3 3
g 10 + + 1500 E
m 1
© O
© + 1000 5
(] 6 - -
(@] [¢b)
8 o
5 4 E
E T 500
o o |

0 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 -0
1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006
1 % Cross-listings in the World B % Cross-listings inthe U.S. and the U.K.
World Number of Cross-listings

54



This table lists the stock exchanges that are venue of foreign listings and that we consider in the empirical

Appendix A
Stock Exchanges

analysis.
Exchange Name Country Region
Johannesburg Stock Exchange South Africa Africa
Australian Stock Exchanges Australia Asia
Stock Exchange of Hong Kong Hong Kong Asia
Tokyo Stock Exchange Japan Asia
Korea Stock Exchange Korea Asia
Kuala Lumpur Stock Exchange Malaysia Asia
New Zealand Stock Exchange New Zealand Asia
Stock Exchange of Singapore (SES) Singapore Asia
Vienna Stock Exchange Austria Europe
Copenhagen Stock Exchange Denmark Europe
Paris Stock Exchange France Europe
Frankfurt Stock Exchange Germany Europe
Athens Stock Exchange Greece Europe
Irish Stock Exchange Ireland Europe
Borsa Italiana Italy Europe
Bourse de Luxembourg Luxembourg Europe
Oslo Stock Exchange Norway Europe
Madrid Stock Exchange Spain Europe
Stockholm Stock Exchange Sweden Europe
Swiss Exchange Switzerland Europe
Amsterdam Stock Exchange The Netherlands  Europe
Alternative Investment Market United Kingdom Europe
London Stock Exchange United Kingdom Europe
Montreal Stock Exchange Canada America
Toronto Stock Exchange Canada America
TSX Venture Exchange Canada America
AMEX United States America
New York Stock Exchange (NYSE) United States America
NASDAQ United States America
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Appendix B

Dates of Corporate Governance Code Adoptions
This table presents the date of the first code adoption for each country. The source is the European Corporate
Governance Institute.

Year of Adoption of the First

Country Corporate Governance Code
Argentina 2004
Australia 1995
Austria 2002
Bahrain
Belgium 1998
Bermuda
Brazil 1999
Canada 1994
Cayman Islands
Chile
China 2001
Colombia
Croatia
Cyprus 2002
Czech Republic 2001
Denmark 2000
Dominican Republic
Ecuador
Egypt
Estonia 2006
Finland 2003
France 1995
Germany 1998
Ghana
Greece 1999
Hong Kong 1999
Hungary 2002
India 1998
Indonesia 2000
Ireland 1999
Israel
Italy 1998
Japan 1997
Jordan
Kazakhstan
Korea (South) 1999
Latvia 2005
Lebanon 2006
Lithuania 2003
Luxembourg 2006
Malawi
Malaysia 2000
Malta 2001
Mexico 1999
Morocco
Netherlands 1997
New Zealand 2003
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Nigeria

Norway
Pakistan
Panama

Papua New Guinea
Peru
Philippines
Poland

Portugal

Qatar

Romania
Russian Federation
Singapore
Slovak Republic
Slovenia

South Africa
Spain

Sri Lanka
Sweden
Switzerland
Taiwan
Thailand
Tunisia

Turkey

United Kingdom
United States
Venezuela
Virgin Islands
Zambia
Zimbabwe

Median
Mean
Min
Max

St. Dev

2006
2004
2002

2001
2000
2002
1999

2000
2002
2001
2002
2004
1994
1996
2006
2001
2002
2002
1998

2003
1992
1997

2001
2000.43
1992
2006
3.30
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