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ABSTRACT

Before 1997 when Kenya, Uganda and Tanzania sigmadmorandum of understanding
to establish the East Africa Regulatory Authorithose objective was to establish a
framework for a mutual cooperation in the area api@l market development,

harmonization of securities laws and promotionrdbimation—sharing and cooperation
among members, companies had not cross-listedgshares, but it was until 2001 when

East Africa Breweries Ltd become the first compangross-list its shares.

The objective of this study was to determine theatfof cross-listing on the values of
firms cross-listed within the East Africa SecustiExchanges; and the findings of the

study shall be of importance to Investors, Poli@kers, Academicians and Researchers.

To achieve the objective of the study, Event stotgthodology was adopted and the
approach outlined in MacKinlay (1997) was follow&even firms which had cross-listed
their shares were sampled for this study; andséimation and event period of 120 days
and 41 days respectively were chosen. Market megightion was used to calculate the
market model parameter using the estimation pedai. The findings of the study

showed that cross-border listing increases theevala firm therefore it is recommended
that the policy makers especially countries witiie East Africa Region should focus on

formulating policies that enables the integratibtheir securities markets.
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CHAPTER ONE

INTRODUCTION

1.1 Background of the Study

In the Kenyan economy individuals have the freedomastablish any legal business they
choose (Companies Act, 2009), however for thenutothese businesses they must have
adequate financial capital of their own or be alolearrange the necessary financing,
(Melicher and Norton 2003). Self-financing is there the sources of Capital for most
that is least subject to problems caused by infaonaasymmetries. Though
entrepreneurs contribute their own money with keditesources, the ability to grow the
enterprise rapidly will be constrained if extersalurces of capital are not used (Ritter

1991).

As firms grow big, private financing through seifidncing or use of debt may be
inadequate to meet the cost of expansion and tee stve needs of their customers
efficiently; this is the point in which the firm &do go public in order to raise the funds
needed although there are costs such as floatatists associated with when raising
external equity (Mulu, 2006). Rising of these furcm be done by private firms by

offering securities for sale to the public andhé toffer by the firm is being offered for

the first time then it is called Initial Public @fing (IPO) and through the IPO, a firm is
said to have gone Public (Ritter 1991). Dependingle size and the activities of the
firm, raising capital within the local market alongay not be enough; companies may
decide to raise it within or beyond their natiohalindaries. The former is referred to as

listing, while the latter is known as cross-listif@@nyuma, Mugo and Karuiya 2012).



1.1.1 CrossBorder Listing

According to Onyuma et al. (2012), cross-listinfere to the listing of ordinary shares of
a firm on a different exchange other than its h@toek exchange. It is therefore where a
firm lists its shares for trading on at least twock exchanges located in different
countries. Ordinary listing and Depositary Receipts the two types of cross-border
listing. Though the Ordinary listing abroad is lgeiprestigious, it is the one for which

requirements are the most stringent and compaagdarg) a listing their equity overseas
must satisfy to qualify for listing. When approadh®y any firm for listing, the exchange

conducts an investigation of the firm to determiwbether the firm meets certain

conditions such as minimum levels market capitibra and certain accounting

variables. The exchange may also request the brnedast its financial statements and
other disclosures in the format prescribed by thehange. The second type is the
Depositary Receipts, these are negotiable andds§unancial securities representing

publicly traded security - equity (usually) or debt a company listed in one market
which is traded on another market. Such a recéiptefore allows investors to hold

shares in equity of other countries without needydodirectly into the foreign markets

(Adelegan, 2009).

1.1.2 TheValueof aFirm

Valuation is a process used to determine what anéss is worth. Determining a

company’s worth and knowing what drives its vals@iprerequisite for deciding on the
appropriate price to pay or receive in an acquoisjtimerger transaction, corporate
restructuring, sale of securities, and other taxa&bvlents (Damodaran, 2002). Firm value

therefore is the intrinsic value of a firm obtainkey discounting all future cash flows



using the weighted average cost of capital of time f(Pandey, 2010). However,
according to Fama (1970), the actual price of airgtgcat any point in time is a good

estimate of its intrinsic value in an efficient rket.

1.1.3 The Cross-border Listing and the Value of a Firm

According to Fama (1970), a market in which priedsays fully reflect all available
information is called efficient. It therefore holttssay that markets react to any available
information such cross-listing either favorableumfavorable depending on whether it
will or will not lead to an Improvement in the fitsnefficiency in both the home and host
country. If the information is considered goodyill have a positive impact on the firm’s
value and shareholders’ wealth, and vice versalg@adm, 2009). In either way the effect
of the information will be reflected in the shanmgcps at any point in time by all shares
traded in the market. As correctly put by Fama Q)Qfiat the actual prices of a security
at any point in time is a good estimate of itsim#ic value in an efficient market, this
study seeks to find out whether cross-border listinll have any effect on the values of
firms cross-listed within the East Africa Secustiexchange markets by applying the

event study methodology.

1.1.4 East Africa Securities Exchanges

Well-functioning capital markets can accelerate necoic growth and, therefore,
alleviate poverty. However, structural constraimiye made most of the capital markets
to remain underdeveloped in most of the low incamentries, which are faced with the
difficulties of raising enough funds for developira;md running the capital market

(Yabara, 2012). Regional integration has the paktd help such countries overcome



these constraints because integrated capital nsamkit allow savings to be pooled
across the region, risk diversification will be anhbed, there will be sharing of
information among member states, enhanced congeaid innovation across financial
institutions, cost reduction, and wider choice iobhcial products provided to regional
and foreign investors (Irving, 2005; Yabara, 201Cpuntries of the East African
Community (EAC) have been pursuing developmentapital markets through regional
integration. Integration, therefore, can be eittodiror partial (Adelegan, 2008). Though
the East Africa Community countries are seekinfutly integrate their capital markets,
evidence shows that their capital markets are géttially integrated (Onyuma et al,
2012). The East Africa community securities markaats currently composed of four
stock exchanges: the Nairobi Securities ExchandggE()NUganda Securities Exchange

(USE), Dar es Salaam Stock Exchange (DSE) and Ravatatk Exchange (RSE).

1.1.4.1 Nairobi Securities Exchange

NSE which is the oldest market in the region wamgd in 1954 when Kenya was still a
British Colony (Onyuma et al, 2012). Its marketitazation was USD 14.8 Billion with
sixty one (61) listed companies as at December 20&Ring it the largest bourse in the
region and the fourth largest in Sub Sahara Affléas market is regulated by the Capital
Markets Authority (CMA) and its trading activitieeke place on Mondays through
Fridays between 10.00 a.m. and 1.00 p.m. and tbhbaege has been fully automated

(Nairobi Securities Exchange, 2013).



1.1.4.2 Dar es Salaam Stock Exchange

This exchange was incorporated in September 1998 pvate company limited by
guarantee but it was until April 1998 when it beeaoperational. As at December 2012,
it had seventeen (17) listed companies with mar&pttalization of USD 8.4B, making it
the second largest exchange in East Africa. Théan&xge is open for five days in a week,
from Monday through Friday starting from 10.00 a.to. 12.00 noon. Trading is
conducted at the exchange trading floor under atordated Trading System (ATS)
which matches bids and offers using an electroratching engine as soon as they are

posted by brokers (Dar es Salaam Stock Exchandg)20

1.1.4.3 Uganda Securities Exchange

This is the third largest bourse in the region Wwhad fifteen (15) companies listed with
market capitalization of USD 6 Billion as at thedesf the year 2012 (Uganda Securities
Exchange, 2013). Trading activities occurs from Bynthrough Friday between 10 a.m.
to 12 noon. The market was incorporated in JuneZ 194 it was until January 1998
when it became operational following the listingtbé East African Development Bank
(EADB) bond, which was then followed by the listingPTA Bond in March 1999. The
automation of the USE is still hampered by the tmai constraints as Ugandan

parliament is yet to enact a law to regulate tmeséOnyuma et al, 2012).

1.1.4.4 Rwanda Stock Exchange
The Rwanda Stock Exchange (RSE) is the fourth sargeurse in EAC. It started its
operations on 31st January 2011. Before the foonaif the RSE there was the Rwanda

over the Counter Exchange (ROTCE) which began kssiin bond trading in January



2008. The bourse currently has four (4) listed $iyrtwo local and the rest cross-listed
from NSE. Its market capitalization was USD 1.6liBil as at December 2011. The
market is yet to be computerized but plans are mvale (Rwanda Stock Exchange,

2013).

1.2 Resear ch Praoblem

Cross-border listing has been a topic of intensingirical studies such @widge, Craig
and Karolyi 2004 Karolyi 2006; and Adelegan, 2009. This follows & & interest that
researchers and academicians alike have develaopeatds understanding the reasons
why the number of companies which have opted teschgt their shares in foreign
markets have been on the rise since the last quafrtee 23" century when the process

of deregulation of stock markets began in the UB&1ig, Penm and Lim, 2004).

Tripathy and Jha (2009) argued that the reason sehgnany firms list their shares for
trading in more than one stock exchange is becatisegmentation of capital markets,
which according to Moffett, Stonehill and Eitem&®Q3), a national capital market is a
segment if the required rate of return on securitiethat market differs from the required
rate of return on securities of comparable expeadn and risk that are traded on other
national securities markets. Eun and Resnick (p@efl the views that by cross listing
its shares, a company will enjoy benefits suchighdn stock prices and lower cost of
capital, creation of secondary market for the camyfgashares, enhancing of the liquidity
of the company’s stock, and cross listed shareslmaysed as the “acquisition currency”
for taking over foreign companies. It therefore thonoting that to understand if

investors can maximize their wealth by cross-Igtiheir shares, then there is a need to



understand whether cross-listing can have effedhervalue of the firm cross-listing its

shares (Adelegan, 2009).

There are numerous studies which have been caniketh the past on cross-listing; for
instance, a study on the reaction of Common stathkrms to international listing
announcements was done by Doukas and Switzer (26@@piera (2001) studied the
effects of market fragmentation and informatiowmi#o Pagano et al, (2002) examined the
reasons why companies list abroad. Edison and Whr(903) examined Cross-Border
Listings, Capital Controls, and Equity Flows to Egieg Markets. A study whether
regional cross listing can accelerate stock madeselopment was done by Adelegan
(2008). The Impact of the Regional Cross-ListifgStocks on Firm Value in Sub-
Saharan Africa (Adelegan, 2008), Cetorelli and $ami (2010) investigates the
valuation impact of a firm’s decision to cross-lsst a more (or less) prestigious stock
exchange relative to its own domestic market arel Ithpact of International Cross-
Listings on Firm Value after the Sarbanes—Oxley ; AEvidence from American

Depositary Receipts was studied by Cao (2012).

From the aforementioned empirical studies it isaappt that the effect of cross-listing on
the value of a firm has been done on the devel@gpeddemerging economies with little
evidence of such studies on developing economigseagally within the East Africa
regional economy. This study therefore, seeks tdrioute towards filling this gap by
answering the question “Does cross-listing of séiesrhave effect on the value of a firm
whose securities have been cross-listed within East Africa Securities Exchange

markets?”



1.3 Objective of the Study
To determine the effect of cross-listing on theueabf the firms cross-listed within the

East Africa Securities Exchanges

1.4 Value of the Study

Several stakeholders shall benefit a lot from timelifigs of this study, Investors for
example, can use the findings of this study asidegin making informed investment
decision whether cross-listing will give them thesoled benefits that will enable them
maximize their wealth and reduce the risk that thveyld suffer if they list in a single

market.

Policy makers shall also benefit from the findirgghis study. They shall be in a better
position to understand the reason why formulatiolicges which promotes integration of
the capital markets by relaxation of stock marleeistrols shall be of enormous benefit

to the their country.

Academicians and Researchers can also benefit tihenfindings of this study because

they will use the findings as reference for futtesearches on cross-listing of securities.

The findings will also contribute to the existingdy of knowledge in fields of finance

and economics.



CHAPTER TWO

LITERATURE REVIEW

2.1 Introduction
This chapter is a review of the theoretical and ieicg literature on the valuation of a

firm and cross-listing of shares beyond nationairutaries.

2.2 Theoretical Review
This section reviews the theories that are reltetthe effects of cross-border listing on

the value of a firm.

2.2.1 Efficient Market Hypothesis

Fama (1965) published is dissertation arguinghHerrandom walk hypothesis. He argued
that, in an efficient market, completion among i@y intelligent participants leads to a
situation where, at any point in time , actual @siof individual securities already reflects
the effects of information based both on events lthae already occurred and on events
which as of now the market expects to take pladature. In other words, in an efficient
market at any point in time the actual price ofeawsity will be a good estimate of its

inherent value.

Fama (1970) presented the efficient market thearyterms of a fair game model
contending that investors can be confident thatirseat market price fully reflects all
available information about a security and theea#d return based upon price is
consistent with risk. The information efficiency ofiajor stock markets has been

extensively examined through study of causal mtatibetween stock prices indices and



macro economies aggregates. The findings of thesgdies are important since

information inefficiency in the stock market imdieon the one hand, that market
participants are able to develop profitable tradugs and thereby can consistently earn
more than average market returns and on the othed, that the stock market is not
likely to play an effective role in channeling fimaal resources to the most productive

sector of the economy (Chirchir, 2011).

2.2.2 The Dow Theory

According to Kaimba (2010), The Dow Theory was dedi from 255 wall street Journal

editorial written by Charles H. Dow (1851-1902).iltheory presumes that the market
moves in persistent Bull and Bear cycles. While Domself did not use the term “Dow

Theory,” or presented it as a trading system, WfilliPeter Hamilton, presented the
theory in his book ‘the Stock Market Barometer'li®22. The theory agrees with one of
the premises of the Efficient Capital Market Hypesis that the stock market discounts
all news allowing stock prices to quickly incorp@anew information as it becomes
available. Once news is released, stock pricesclwdhge to reflect this new information

and the cycles of performance continues creatisidpei trends within the stock market.

2.2.3 Behavioral Finance Theory

This is a theory that attempts to explain how eamsiand cognitive errors influence
investors and the decision making process. Itasldist group of theories which explains
the stock market performance through behavioralaies such as irrational behavior and

biases of investors whether individual or corporateestors (Kaimba, 2010), and

10



therefore the study of market efficiencies and ggcpricing should take into account

the behavior of investors (Chirchir, 2011).

According to Sewell (2005), behavioral finance I tstudy of the influence of
psychology on the behavior of the financial pramtiers and the study of subsequent
effect of markets. Belsky and Gilovich (1999) reéer behavioral finance as behavioral
economics in that “Behavioral economics combines tthin disciplines of psychology
and economics to explain why and how people makensgly irrational or illogical
decisions when they spend, invest, save and borktweh of economic and financial
theories presume that individuals act rationallg aonsider all available information in

the investment decision making process.

Behavioral finance argues that some financial phema can plausibly be understood
using models in which some agents are not fulljonail. The field has two building
blocks: limit to arbitrage, which argues that indze difficult for rational traders to undo
the dislocations caused by less rational traded;psychology, which explains the kinds
of deviations from rationality we might expect tees The empirical and theoretical
literature on this subject are still limited andderdeveloped but it is assumed that some
investors in the stock market exhibit sentimentshsas herding instincts, emotional and
social influences as well as conservatism behawitch sway their actions and guide
their decisions. When this happens therefore, stoakkets performance is affected by
non-fundamental issues and may not conform to ecafly supported investment

behavior (Kaimba, 2010).

11



2.3 Empirical Studies

Various empirical studies relating to the differaspects of the cross-listing of securities
in foreign markets have been done by differentaegees in the past. Hargis (2000)
examined the International cross-listing and stochrket development in emerging
economies (Latin America) and the findings of thedg showed that cross-listing has
been instrumental in the development of Latin Areestock markets. Another study was
done by Jayakumar (2002) on the Impact of Inteonali Cross-listing on Local
Exchanges and the findings of the study was theetils some indication of an increase
in the base-level price volatility of the underlgistock series following cross-listings.
Pagano et al (2002) on their study on the geograpleguity listing, that was trying to
find out the reason why European Companies list 8teres abroad concluded that the
single major common feature between the EuropedrttenUnited States of America is
size whose importance suggests that the crossgistecision involves non negligible
fixed costs and economies of scale, consistent thétfindings of studies of the decision

to list in domestic markets, such as Pagano e1898).

A study by King and Segal (2004) was on the lragamal Cross-Listing and the
Bonding Hypothesis. The findings of the study irdécthat Cross-listed Canadian firms
that succeed in attracting share turnover in théednStates realize the benefits from
cross-listing in terms of an increase in valuatiboywever when firms cross-list their
shares but continue to trade predominantly at hoimese benefits will be limited.
Tolmunen and Torstila (2005) on their study on Grbistings and Mergers &
Acquisition Activity analyzed whether European fgmhoose to list shares in the United

States of America to facilitate acquisitions anelythrgue that Evidence from a sample of

12



547 European companies shows that cross-listeds fame significantly more active in

acquiring US companies than are their domestidialigd peers.

Lel and Miller (2006) studied the International €sdisting, Firm Performance and Top
Management Turnover. They examined the primary g of corporate governance,
the ability to identify terminate poorly performirighief Executives Officers (CEOSs), to
test the effectiveness of U.S.A investor protedioim improving the corporate
governance of cross-listed firms. Their finding®wkd that firms from weak investor
protection regimes that are cross-listed on a mdj&.A exchange are more likely to
terminate poorly performing CEOs than non-crosedisfirms, and more so Cross-
listings on exchanges that do not require the adiopdf the most stringent investor
protections (OTC, private placements and Londotinfls) are not associated with a

higher propensity to shed poorly performing CEOs.

A study by Adelegan (2008) on the impact of crassAg of stocks on the depth of stock
markets in Sub-Sahara Africa (SSA), was done byyaimgy data from 1997 to 2007 of a
panel thirteen stock markets within the SSA coestriBotswana, WAEMU, Ghana,
Kenya, Mauritius, Namibia, Nigeria, South Africa,anzania, Uganda, Zambia,
Zimbabwe and Swaziland) and findings showed a Bogmt positive effect in measures
of stock markets depth around regional cross-tiséments. The Impact of the Regional
Cross-Listing of Stocks on Firm Value in Sub-Sahakdrica was done by Adelegan
(2009). Using event study methodology, the findingjsthe study showed positive
abnormal returns around the date of the regionagsclisting of stocks. The positive

announcement period effect, together with the nbnpwst cross-listing performance,

13



shows that regional cross-listing increases firueaOverall, this provides evidence that
firms benefit from listing outside their home markand need to be taken into
consideration by SSA country authorities as thegksa regional approach to stock

market development.

Indian stock market reaction to international crlisting is a study that was done by
Tripathy and Jha (2009). The study investigatesirtigact of cross-listing of ADRs on
the Indian stock market for the period June 2004uly 2009, the results indicates a
significant negative abnormal local market retumtloe ADR listing day. Six out of nine
companies shows increased volatility of local nesuafter the cross listing and therefore

they conclude that ADR listings have no tangibledd# impact to the local shareholders.

There are view empirical studies that have beere ddathin the Kenyan and the regional
economy on the cross-listing of securities, Achi€d@07) investigated if there is any
abnormal returns that investors can gain by tradimgdentical shares between the East
Africa Securities Exchanges and the study concluthed there is no any potential
arbitrage opportunity for investors trading in @disted shares in East Africa. The
findings of the study were consistent with the iimg$ of a study that was conducted by
Kuria (2007). Cherono (2010) examined the markectien to the announcement of
cross-listing by examining companies listed at NfeE and the findings of the study
indicated that the market does not regard any iddal stock market highly than another
as they all react positively or negatively follogithe announcement of cross-listing.
Other related studies that have done include aydtydMageto (2010) on the factors

influencing cross-listing decision by Kenya Comnim@r8ank; a study on the challenges
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of cross-border mergers and acquisition by Mucf2@10); and the study on the effects
of the East Africa community on cross-border tradethe Malaba border (Gikonyo,
2009). Onyuma et al, (2012) studied the effectsross-border listing on the financial
performance of companies listed in East Africa $ites Markets and their overall
findings provide some evidence that firms may bierfedm cross-listing in terms of

liquidity, and confidence as measured by priceiegrration (P/E).

2.4 Summary of the Literature Review

From the foregoing review of literature it is ewndi¢hat there are many studies that have
been done in different parts of the world on cristsag; of fundamental significance is
the fact that many of these studies have been doritee developed and emerging
markets. In addition, the review of literature abmentioned concludes that cross-listing
of securities have effect on the value of the fitlmat has cross-listed its securities
(Adelegan, 2009). Therefore, the lack of evidenta eimilar study on the firms cross-
listed within the East Africa securities marketseg the increasing number of firms that
are cross-listing their shares within the regiernthe knowledge gap that this study seeks

to fill.
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CHAPTER THREE

RESEARCH METHODOLGY

3.1 Introduction
This chapter outlines the methodological technithat was used to carry out the study.
The section describes the research design, thg sipulation, sampling design, data

collection procedures, and data analysis.

3.2 Resear ch Design

Research design refers to the way a study is pthand conducted, the procedures, and
techniques employed to address the research probtequestion. It shows the tools

required, the resources needed, the cost involwed,the time schedule of anticipated
progress (Frankfort-Nachmias and Nachmias, 1999¢nEstudy research design was
used in this study; which according to Strong (9% event study is an empirical

investigation of the relationship between secupitices and economic events, whereas
MacKinlay (1997) defines an event study as; “Usiimgncial market data, an event study

measures the impact of a specific event on theevadflithe firm”.

3.3 Population

Population is the total number of units in the gttitht the findings will be generalized in
order to make inferences (Mugenda and Mugenda,)2d0® target population of this
study was all the sixty one (61) companies listedha Nairobi Securities Exchange

(Appendix 2).
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3.4 Sampling Design

According to Mugenda and Mugenda (2003) samplirgigtheis the process of selecting a
number of individuals for a study in such a wayt th& individuals selected represent the
larger group from which they were selected. Sevemsf were selected to be the
representative sample size of the study populafidns sample was sampled using
Purposive Sampling Research Design; this is a mobability sampling method that
allows researchers to use cases that have theedquformation with respect with the
objective of the study (Mugenda and Mugenda 2088)the firms sampled were from
the NSE which had cross-listed their shares witha East Africa Securities Exchange

markets (Appendix 3).

3.5 Data Collection

The data that was used in this study is secondaty tthat was collected based on the
daily market statistics released by the NairobiuBiec Exchange for the entire period of
the study. The focus was on the daily market prafethe representative sample firms
and the daily market index as measured by the NBEHare Index for a period of forty
one (41) days being the event period, that is twdats before cross-listing and twenty
days after cross-listing plus the event day andhamalred and twenty (120) days as the

Estimation window; the same period was used by Malelg (1997)

3.6 Data Analysis
The study adopted an event study methodology tdyamamarket reactions to the
regional cross-listing of stocks, which is the effef regional cross-listing on firm value

around the event period. In the application of éveiudy methodology, this study
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followed the approach outlined in MacKinlay (199Which consists of the following

steps: First is to define the event of interestalwhaccording to this study is the cross-
listing of shares within the East Africa securitieschanges and identify the event
window. Secondly is to select the sample of coasfrstock markets, and firms to be
included. Thirdly is to select the estimation wimdd-ourthly is to estimate the abnormal
return. Lastly is to test whether the abnormalmrets statistically significant; and to test
whether the AAR observed were different from zestatistics was used on a confidence
level of a 95%. Microsoft excel and SPSS computdtware packages were used to

analyze and test the statistically significancéhefstudy accordingly.

Figure 3.1: TimeLineof the Event Study

A A

Event window

A
Ar Post-event window

P

A 4

A
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»
P
N

T T3

Source: Author’s drawing

Where T= start of estimation window

T,= end of estimation window
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To =event date
Ts= end of event window

T,=end of post event window

Estimation window is the period used to define ibemal return of the stock (Haggerty
2010). MacKinlay (1997) defines normal return as thxpected return without

conditioning on the event taking place. It is mosinmon to use the period prior to the
event window to do this. The event window itselinst included, since the effect from
the event might contaminate the definition of tleenmal return for the stock (Haggerty,

2010).

The event window is the period for which the reskar investigates the abnormal return.
It is important to define how many days surroundimg event date, which is the number
of days to be included in the event window. Somes a post-event window is included
to estimate the normal return model. This is damecases where there are gradual
changes in the parameters, or when the risk offithe changes because of the event

(Haggerty, 2010).

3.6.1 Analytical Models

In order to find the expected returns, this stubgllsadopt the market model which
provides a linear specification of the return o tliven stock to the return of the market
portfolio. This is because this model reduces theiamce of abnormal returns by
removing the portion of the stock return that ikted to variation in the market return
(Adelegan, 2009)The market model is specified as:

Rit=a; +BiRmt + &it
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Where: R =is the return on stock i at time t.

Rmi= is the market return at time t

&ir=1S the error term at period t.
Using regression analysis, the alpha, beta andasmpefficients are calculated, these are
the variables that explains the typical relatiopsbetween the stock and the reference
index. With these three parameters, the expectadnse were predicted then these
expected returns were deducted from the actuaingto get the abnormal returns which

are the metrics of interest.

AR;t = Ry - E (Re Xo)
Where: AR; = abnormal return
Rit = Actual return
E (Rt | X¢) = Expected return

X¢=is the conditioning information for the normatuen model.

After getting the abnormal return, then cumulatsdenormal return is computed by

summing up all the abnormal returns.

CAR =) ARj
Then the statistical significance of the AR and CARre determined using t-test
statistics. Microsoft excel and Statistical Packémgethe Social Science (SPSS) will be

employed in modeling the financial data.
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CHAPTER FOUR

DATA ANALYSIS RESULTSAND DISCUSSION

4.1 Introduction
This chapter presents a summary of the data asahgsiults of the study and discussion

on the results of the study.

4.2 Data Analysis and Results

The objective of this study was to determine theatfof cross-listing on the value of
firms cross-listed within the East Africa Secustiéxchanges. To achieve this objective,
analysis of the share prices reaction to crossujsif securities of companies listed at the
NSE before and after was carried out. This was diynealculating the daily Abnormal
Returns (AR) of each security and the Cumulativerdge Abnormal Returns of all the

firms for the entire event window.

4.2.1 Market Model Parametersand the Market Model Equation

Market Model equation was used to estimate the aggdereturns for each security
during the event window. However before this wasedthe Market Model parameters
were first estimated by regressing the share patans and the market returns for the
non-event window (i.e. estimation window) using t@edinary Least Square (OLS)

regression model (Table 1).

The alpha (intercept) indicates the security pviten there is no any event to condition

or influence the performance of the market. Tha lfstope) is the coefficient obtained
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by regressing the market index returns and therggqurices; this measures the stock’s

volatility as compared with the market (Panayided @ong, 2002).

Table4.1: Market Model Parametersand Equation

Company I nter cept Slope Market Model Equation
(Alpha) (Beta) Rit=a; +BiRmt

CENTUM -0.00207 1.95354 if* -0.00207+1.95354R
EABL 0.00001 0.44132 iR 0.00001+0.44132R
EQUITY -0.00321 2.99526 i -0.00321+2.99526R
JUBILEE -0.03064 3.32320 ifF -0.03064-3.32320R
KCB -0.00160 0.72254 i -0.00160+0.72254R
KQ 0.00095 1.17423 i -0.00049+1.17423R
NMG 0.00120 0.25638 i 0.00120+0.25638R

Source: Research Findings

4.2.2 Abnormal Returns

After computing the expected returns for the ewsimtdow using the market model
equation, the abnormal returns for each security egculated. According to Mackinlay
(1997), abnormal return is the actual ex post retiithe security over the event window
minus the normal (expected) return of the secuwitgr the event window; where the

normal return, is the expected return without cbading on the event taking place.

Table 4.2 shows that the average abnormal retutheostudy during the event day is a

positive of 0.01117. The t-test statistics shovet the p-value of the event day is 0.276
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which is less than 0.05 and it is 95% confideneg the mean average abnormal returns

lies -0.0116217 below zero and 0.0339617 (Table 4.3

Table 4.2: Abnormal Returns on the Event Day (0)

Company Name Abnormal Returnson the event Day
East Africa Breweries Ltd -0.00182

Equity Bank 0.03743

Centum Investment 0.03206

Jubilee Insurance 0.04179

Kenya commercial Bank -0.00964

Kenya Airways -0.01325

Nation Media Group -0.00838

Average Abnormal Returns 0.01117

Source: Research Findings

Table4.3: Test Statisticsfor Period (0)

Test value=0
95% Confidence Interval of
the Difference
T Df | Sig. (2-tailed) | Mean Difference Lower Upper
AAR | 1.119]| 6 0.276 0.01117000 -0.0116217 0.0339617

Source: Research Findings
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Figure4.1: Average abnormal Return Graph
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By observing the trend of the graph in Figure #&.15 noted that there was a sharp rise on

the average abnormal returns from -0.01038 on ddg 0.01117 on the event day (i.e.

day b). It is also important to note that, the meanhsd tiverage abnormal return for

periods (-20, -1) and (1, 20) are 0.00724 and BRG8spectively showing slightly lower

on the latter period and both are positive retunnabsolute terms. The p-values of the

same periods that is period (-20 -1) and period2(},are 0.058 and 0.026 respectively

(Table 4.4 and 4.5).

Table4.4: Test Statisticsfor Period (-20,-1)

Test value=0
95% Confidence Interval of
the Difference
T Df | Sig. (2-tailed) | Mean Difference| Lower Upper
AAR [ 2.016 | 19| 0.058 0.00723550 -0.0002747 0.0147457

Source: Research Findings

Table4.5: Test Statisticsfor Period (1, 20)

Test value = 0ssss

T

Df

Sig. (2-tailed)

95% Confidence Interval d@

the Difference

—n

Mean Difference

Lower

Upper

AAR

2.412

19

0.026

0.00331500

0.0004380

0.0061920

Source: Research Findings
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To test the robustness of the study a t-test 8tatifor the entire event period was carried

out and the findings showed that the mean averbgermal returns 20 days around the

event day are positive with a p-value of 0.006 gsicted in table 4.6.

Table 4.6: Test-Statisticsfor Period (-20, 20)

—n

Test value =0
95% Confidence Interval @
the Difference
T Df | Sig. (2-tailed) | Mean Difference| Lower Upper
AAR | 2.882 | 40| 0.006 0.00541902 0.0016188 0.00921

D2

Source: Research Findings

4.2.3 The Cumulative Abnormal Returns

Figure 4.2 shows the trend of the cumulative ababmeturns twenty (20) days around

the day of cross-listing. The overall findings betstudy shows that there are positive

abnormal returns around the date of the regionabselisting of stocks providing

evidence that firms benefit from listing outsideitthome market.
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Figure4.2: Cumulative Averages Abnormal Return Graph
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4.3 Interpretation of the Findings

The stock market is an important institution foicprdiscovery; the forces of demand and
supply in the market determine the market prica sécurity. This market price is useful
in the valuation of companies, evaluation of pditfperformance, facilitating transfer or
disposal of securities (Chirchir, 2011). It is #fere worth to note that the current market
value of a firm depends on its prevailing shareer the market, the higher the current

share price the higher will be the current markte of the firm and vice versa.

The findings of this study indicate that the mostatile or risk securities are those of
Jubilee Insurance Company whereas the least \wk#iurities are those of NMG (Table
4.1). However table 4.2 indicates that Jubilee nasce as the highest abnormal returns
during the event dayft this confirms that fact that the higher the rigka security the

higher the returns. During the event day the aweragnormal returns was a positive
0.01117 though at 5% significance level the meamotisstatistically different from zero,

more so the findings shows that at 95% confideheemean average of the abnormal
returns during the event day lies -0.0116217 befmrno and 0.0339617 above zero

(Table 4.3).

Table 4.4 shows the t-test statistics of perio@,(D that is twenty days before the event
day. The findings indicate that at 5% significateeel, the mean of the abnormal returns
is not statistically different from zero since gsvalue is 0.058 which is more than 0.05.
It also shows that at 95% confidence level, themaeaerage of the abnormal returns lies

- 0.0002747 below zero in the lower side and 0.@bZ7above zero in the upper side.
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The t-test statistics of period (1,20) that is ttyedays after the cross-listing shows
different results from that of period (-20,-1) aslicated in table 4.5. The results shows
that at 5% significance level the mean averagehefabnormal return is statistically
different from zero since its p-value is 0.026 whis less than 0.05, more so the results
shows that at 95% confidence, the mean averageeoftinormal returns lies 0.000438

above zero on the lower side and 0.006192 abowearethe upper side.

The overall findings of the study indicates thab%t significance level the mean average
of the abnormal returns is statistically differéram zero this is because it p-value is
0.006 , a figure which is less than 0.05. The tesaiso shows that at 95% confidence,
the mean average of the abnormal returns lies 61&8 above zero from the lower side

and 0.0092192 above zero from the upper side (Table

The trend of the graph of the abnormal returnsgcatds that there was shape rise of
average abnormal return up to 0.05 on daythis could be an indication that holding

other factors constant the market could have predithe event Nine days before it took
place. However since the findings on dainticates a positive results of 0.01117, which
was a 207.61% rise above day results that was -0.01038, the results indicates t

investors reacted positively to cross-listing (Fegd.1). More so the trend of the graph
of the cumulative average abnormal returns showas tverall, the abnormal returns are
positive around the date of the cross-listings thiovides evidence that firms benefits

from cross-listing their shares outside the homeketa (Figure 4.2).
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CHAPTER FIVE

SUMMARY, CONCLUSION AND RECOMMENDATIONS

5.1 Introductions
This chapter presents the summary of the findirfgthe previous chapter, conclusions
drawn from the findings, limitation of the studydamecommendations based on the

findings of the study.

5.2 Summary

The study examined the effect of cross-listinglmalue of firms cross-listed within the
EASE; this was achieved by analyzing share prieastions to cross-listing twenty (20)
days around the event day (cross-listing date)nEstidy methodology was applied in

analyzing the data following the approach outlibgdhe MacKinlay (1997).

The expected returns of each security was estimagewy the market model equation
(Ri=0i +BiRmt + &t ), howeverbefore this was done the Market Model parametenrs we
first estimated by regressing the share price metwand the market returns for the
estimation period (120 days before the event)erAfibtaining the expected returns for
each firm, the abnormal returns were calculateduiytracting the expected returns from
the actual returns for each day and the same wenened up and averaged to obtain the
Average abnormal return. The results indicated finats reacted positively to cross-

borderlisting; this was confirmed by the results of tivert day which rose by 207.61%,

that is it rose from -0.01038 on daytb 0.01117 on dayt

30



The t-test statistics of the study shows that at $@hificance level the mean of the
abnormal returns before the event was not stailticlifferent from zero whereas the
mean of the abnormal after the event was statilstiddéferent from zero. More so, at 5%
significance , the overall findings of the studywgis the mean average of the abnormal
return is statistically different from zero andsit 95% certain that, the mean lies between

0.0016188 above zero on the lower side and 0.(@®athove zero on the upper side.

These findings therefore underscore the fact thagselisting of securities increases the
value of a firm; similar to the findings of the dies done by Adelegan (2009) and Perotti

and Cordfunke (1997).

5.3 Conclusion

The findings of this study present evidence onetifiects of cross-listing on the price of a
security cross-listed. Whereas the negative ciigting effect shows that cross-listing

decreases the value of a firm, positive crossaliseffect on the other hand shows that

cross-listing increases the value of a firm.

The Empirical evidence from the study shows thaugh returns differ among firms,
results are higher around the cross-listing dateerél, the higher positive effect of
cross-listing on the returns of securities afteoserlisting is strong indication that
regional cross-listing increases the value of m finence firms within East Africa region
may consider cross-listing their securities ifytts® wish. Based on the findings of this
study it is clear that investors will gain a lot imyesting on securities which have been

cross-listed.
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The government and other institutions like the @dpWViarket Authorities who are in
charge of formulating policies have a reason atsbd concerned about the effects of
cross-listing on the value of a firm. The findingfsthis study will help them understand
whether regional integration is of any importancetherwise; and based on the results
presented in this study it is apparent that cristg) of securities has impact on the
value of a firm and therefore the policy makersudtidormulate policies which promotes

regional integration of capital markets.

The findings of this study have contributed to Hoely of knowledge. By applying the

Event study Methodology and following the approaatiined by the MacKinlay (1997),

the study found out that, overall, cross-bordeting have positive effect on the share
price of a security cross-listed and hence undersgohe fact that cross-listing increases
the value of a firm. Previous study done in Kenf@herono, 2010), indicated that the
market does not regard individual stock market lyighan another in their analysis of
cross-border listing announcements as they all pasditive and negative returns

following cross-border listing announcements.

5.4 Policy Recommendation
Given the fact that stock markets plays a key molthe development and growth of an
economy, policy makers especially countries withie East Africa Region should focus

on formulating policies that promotes integratidriheir security markets.

Firms should also be encouraged to make crosagdistne of their key objective by
providing them with incentives like tax exemptiondareduction in transaction and the

approval costs of regional cross-listing of seaesit
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Countries within the East Africa Region should feeuore on harmonizing their Laws
such as that of Capital Markets Authority so thating within the EASE could be made

with ease.

5.5 Limitations of the Study

One of the limitations of the study is that congrém the efficient market hypothesis
which states that an impact of an event will béan8y reflected in stock prices, in an
inefficient market observed stock prices may ndtyfand immediately reflects all

information.

In some situations some unforeseen coexisting svamild also have an effect on the
sample stocks, which could lead to biased stoakmet therefore abnormal returns are

not entirely the results of market reaction togpecified event of interest.

Another limitation is that there is no standardneation and event period in event study
and therefore different researchers could choderdiit length of estimation and event

periods, hence their inferences depending on tigtheof the period might be different.

5.6 Areasfor Further Research

A further study needs be carried out to find outvhmerformance of the East Africa
Securities Exchanges relate to each other, thi$ lahefit investors when making
investment decision on which markets they needversify their investment so that they

may be able to reduce risk.
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A research need also to be carried out to findadwyt only a few of the many companies
listed at the EASE markets have cross-listed thleres whereas majority of them have

not, this will help policy makers to address tlencerns when formulating policies.

There exists rivalry among firms in any industrydatherefore it would be very
interesting to study how securities of rival firmsact to the announcement of their

intention to cross-list by rivals, this would helpe management of a company when

formulating their strategic plan.
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APPENDICES

Appendix 1: Budget Estimates of the Resear ch Project

Activity Cost (Kshs)
Research proposal Typing 5,000
Research proposal printing and binding 3,000

Data collection/Purchase from NSE 10,000
Final research project report typing 5,000

Final research project report printing and Binding 5,000
Miscellaneous 3,000

Total 31,000
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Appendix 2: List of All Listed Companiesat NSE.

Listed Companies

Agricultural
1 Eaagads Ltd
2 Kapchorwa Tea Company Ltd
3 Kakuzi
4 Limuru Tea Company Ltd
5 Rea Vipingo Plantation Ltd
6 | Sasini Ltd
7 Williamson Tea Kenya Ltd
Commercial And Services
8 Express Ltd
Kenya Airways Ltd
10 | Nation Media Group
11 | Standard Group Ltd
12 | TPS Eastern Africa (Serena) Ltd
13 | Scangroup Ltd
14 | Uchumi Supermarket Ltd
15 | Hutching Biemer Ltd
16 | Longhorn Kenya Ltd
Telecommunication and Technology
17 | Access Kenya Group Ltd
18 | Safaricom Ltd
Automobiles and Accessories
19 | Car And General (K) Ltd
20 | Cmc Holding Ltd
21 | Sameer Africa Ltd
22 | Marshals (E.A) Ltd
Banking
23 | Barclays Bank Ltd
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24 | CFC Stanbic Holdings Ltd
25 | 1 & M Holdings Ltd
26 | Diamond Trust Bank Kenya Ltd
27 | Housing Finance Co. Ltd
28 | Kenya Commercial Bank Ltd
29 | National Bank Of Kenya Ltd
30 | Nic Bank Ltd
31 | Standard Chartered Bank Ltd
32 | Equity Bank
33 | The Co-Operative Bank Of Kenya Ltd
I nsurance
34 | Jubilee Holdings Ltd
35 | Pan African Insurance Holdings Ltd
36 | Kenya Re-Insurance Corporation Ltd
37 | Liberty Kenya Holding Ltd
38 | British American Investments Company(K) Ltd
39 | Cic Insurance Group Ltd
I nvestments
40 | Olympia Capital Holding Ltd
41 | Centum Investment Company Ltd
42 | Trans-Century Ltd

Manufacturing and Allied

43 | Boc Kenya Ltd

44 | British American Tobacco Ltd
45 | Carbacid Investment Ltd

46 | East African Breweries Ltd
47 | Mumias Sugar Company Ltd
48 | Unga Group Ltd

49 | Eveready East Africa Ltd

50 | Kenya Orchards Ltd
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51 | A.Baumann Co. Ltd
Construction and Allied

52 | Athi River Mining

53 | Bamburi Cement Ltd

54 | Crown Berger Ltd

55 | East Africa Cables Ltd

56 | East Africa Portland Cement Ltd
Energy and Petroleum

57 | Kenol Kobil

58 | Total Kenya Ltd

59 | Kegen Ltd

60 | Kenya Power And Lighting Company Ltd

61 | Umeme Ltd

46




Appendix 3: Cross-Listed Companies

Company Announcement Date | Cross-Listing Date | Exchange Market
CENTUM 13" August 2010 1% February 2011 | USE
EABL 12" March 2001 2% March 2001 USE
14" June 2005 29June 2005 DSE
EQUITY BANK | 2" April 2009 18" June 2009 USE
JUBILEE T January 2006 1UFebruary 2006 | USE
27" June 2006 DSE
KCB 28" October 2008 Z9November 2008 USE
KQ 20" December 2001 | ¥BMarch 2002 USE
21%' September 2004 | SOctober 2004 DSE
NMG 7" October 2010 19October 2010 USE
2" November 2010| RSE
21" February 2011 | DSE
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Appendix 4: Average and Cumulative Abnormal Returns

Std. Dev. Of AAR| 0.03288
Centum | EABL | Equity | Jubiee [ KCB KQ NMG | AAR CAAR | t-test
AR AR AR AR AR AR AR
NO#
-20[-0.0263% 0.012§3 -0.013P2 0.17¢38 0.05372 0.0D544 90&00.03104 0.03104 0.944[16
-19] 0.00968 0.00898 -0.006D0 0.07603 0.05356 0.0p135 53)0B.02130 0.05234 0.648D0
-18) 0.0102¢ 0.01137 -0.00972 0.04540 0.06395 0.00944 60@®00.01780 0.07014 0.54141
-17| 0.0111¢ 0.00548 -0.00584 0.02617 0.05341 -0.01255 48100.0118D 0.08195 0.35903
-16/ 0.03974 -0.00315 0.017{1 0.04759 0.04436 0.0p578 20%00.0213%4 0.10329 0.64909
-15[-0.03924 -0.01284 0.027[72 0.02462 -0.04685 0.01419268 -0.00425 0.09903 -0.12938
-14/-0.02291 0.00041 0.016R4 0.05¢66 0.02490 0.01.3010683)00.01258 0.11156 0.38099
-13/-0.0047% 0.00834 -0.0001L0 0.00109 0.00015 -0.0p6668H-0.00215 0.10941 -0.06545
-12| 0.00596 -0.01886 -0.00138 0.04209 -0.01678 0.002101584 -0.0003P 0.10902 -0.01172
-11| 0.00658 0.027Q1 -0.028p4 0.02785 -0.01618 -0.0040WEG1 0.0017 0.11075 0.05460
-10| 0.01271 0.01150 -0.032Pp0 -0.18371 0.03086 0.0p373 4864)00.02172 0.08903 -0.660[69
-9/-0.00147 -0.01111 0.01618 0.30%46 0.03697 0.01741 80%00.0507y 0.13980 1.54439
-8/-0.00933 -0.01720 -0.01254 0.03741 -0.00771 0.0074M539 0.00050 0.14031 0.01529
-7|-0.00053 0.01062 -0.01516 0.01866 -0.00011 0.02219 101)10.00668 0.14699 0.20326
-6/-0.08067 0.00383 -0.004F0 0.04062 0.00034 0.0p858 621)30.00974 0.13724 -0.29641
-5/ 0.07957 -0.03263 0.00037 0.01064 -0.01186 -0.0p677 32#)00.00608 0.14332 0.18482
-4| 0.01663 0.00028 -0.03793 0.02840 -0.01347 0.0{L.700 78%)10.00099 0.14233 -0.030/18
-3|-0.01400 0.02846 -0.013p5 0.01277 0.02125 -0.006010006 0.003944 0.14626 0.11973
-2| 0.00033 0.01875 -0.03984 0.04670 -0.01528 0.0P794 64)22.00882 0.15509 0.26839
-1/ 0.00219 -0.03682 -0.023f4 0.01118 -0.02550 0.01354138@ -0.01038 0.14471 -0.31575
0[-0.00182| 0.03743| 0.03206| 0.04179|-0.00964|-0.01325|-0.00838| 0.01117| 0.15588| 0.33975
1/-0.02159 0.00133 0.08844 0.03984 0.00850 -0.01969 0a)0a.D1442 0.17030 0.438p3
2|-0.01794 0.00092 0.025p1 0.02369 0.01537 0.0p047 0.0@DE6738 0.17768 0.22457
3| 0.01017 0.01420 -0.010p7 0.02368 0.00702 -0.0p241 03)10.0077% 0.18543 0.235f1
4| 0.04142% -0.02997 -0.127p2 0.04897 0.02698 -0.01.218 30#)B0.0079y 0.17746 -0.24247
5/-0.01460 -0.01009 0.000p4 0.01%66 0.01389 0.0p553 04)0FH0258 0.18004 0.078p3
6[-0.00348 0.0401)7 0.00086 0.03(22 -0.00593 0.0].004 -6%)2@.00668 0.18672 0.203(10
7/-0.01449 -0.01667 -0.007B8 0.03136 0.01245 -0.0[L534 38®00.00089 0.18583 -0.02695
8[-0.00840 -0.000d5 -0.015p0 0.02%25 0.01j097 0.01130 8aH00.0022Y 0.18811 0.06917
9/-0.01851 -0.01855 0.02941 0.01048 0.00280 -0.0p373 184)00.00001 0.18811 0.00020
10[ 0.0017% -0.010710 -0.03145 0.04102 0.01507 0.0p982 P31B.00554 0.19365 0.16841
11| 0.00094 0.03842 0.00868 0.02624 0.04873 0.0p293 0.0(HEBT603 0.20968 0.487H4
12[-0.00142 0.00039 0.007p3 0.02465 0.00455 0.0p208 -@A0OR.00497 0.21445 0.151P4
13[-0.01761 -0.01736 -0.01066 0.04541 -0.02237 0.01.306)30%H -0.0008p 0.21385 -0.02425
14| 0.0093¢ -0.01990 0.01161 0.00406 0.00513 0.0p677 O0MAT00344 0.217249 0.1042
15/ 0.00524 0.02145 0.01343 0.00290 -0.04198 0.0p556 -9AON.00652 0.223§1 0.198P5
16/-0.01850 -0.01148 0.027P8 -0.03034 -0.00150 0.0p17700@4-0.00466 0.21915 -0.141[71
17/-0.01309 0.01532 -0.002P4 -0.01132 -0.00366 0.0p3430163 -0.00198 0.21717 -0.06(21
18/-0.03322 0.01237 0.01459 0.02493 0.01347 -0.0p864 50800.00249 0.21966 0.07570
19/-0.01608 0.00638 0.03699 0.02$42 -0.01091 0.01119 BAOD.0080% 0.22771 0.24489
20| 0.0004% -0.04705 -0.01779 0.05116 -0.01118 -0.0133B09. -0.00558 0.22218 -0.16§19

48



