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Impact of dual listing of companies’ shares on their liquidity

Abstract. The article deals with the impact of double listing of companies’ shares on their liquidity on the domestic market.
The research covers data relating to trade in shares both before and after placing them on international markets.

Empirical testing of the main liquidity indicators, such as the spread and the volumes of trade, which was carried out before
(32 weeks) and after (31 weeks) the share issue on the market which is different from the domestic one where the main operating
activities of the company were conducted and where initial public offering took place is the basis of the present research.
Historical data of the Warsaw, Prague and Budapest Stock exchanges provide the information basis of the present study.
The abovementioned stock exchanges are large regional players, which makes it possible to analyse the specifics of Eastern
European companies. The companies included in the sample relate to the following: banks, chemical industry, retailing, oil and
gas industry, resources, power generation, media and telecommunications.

Most of the share issues on the foreign markets relating to the companies under consideration date back to the 2014-2015
period. The specifics of the choice of companies is that a significant time frame of about 60 weeks, which is more than one
calendar year, is required to conduct the analysis. We analysed local companies from the selected region that accessed external
capital markets in the period between 2016 and 2018. Yet, after considering the companies, we did not include them in the
analysis due to a lack of sufficient relevance.

The study shows how significant the impact of share issue on foreign markets on liquidity of shares of companies on the
domestic market can be.

Accessing foreign capital markets increases the investment attractiveness of individual companies and the securities market
of the country as a whole, provided there is a sufficient number of reliable issuers, which in turn leads to the development of
investment potential.

The research results show that there is a decrease in the spread of shares and a positive effect on the growth of trading volumes
on the domestic stock market after the placement of shares on other markets in relation to similar average indicators of the
relevant markets.
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Masyp I. I.

OOKTOP eKOHOMIYHMX HayK, Npodecop, 3asigyBad kadenpw nignpueMHULTBA,

KuiBCbKUi HauioHanbHUiA yHiBepcuTeT iMeHi Tapaca LLesyeHka, KniB, YkpaiHa

CasoHos P. 10.

MariCTp eKOHOMIKWN, acUCTEHT Kadeapw nignpueMHuuTea, KUiBCbKMIn HaLioHanbHWI yHiBepcuTeT imeHi Tapaca LLieByeHka;
ronosa pagu, TOB «[pag iHBecTMeHT», KniB, YkpaiHa

Cwmonapek b.

MaricTtp (ekoHoMika), maricTp (Npaso), Buknaga4y Pro Bono, BapLuaBcbkuii yHiBEpCUTET;

MapTHep «EpHCT eHp AHr», HaYanbHYK BigAQiNy KOHCYyNsTauUiiHNX nocnyr i3 TpaHcakuili, TOB «EpHCT eHg AHr», Bapliasa, MonbLa
BnnvB noAaBiHOroO NiCTUHIY akuii KOMMaHIN Ha iX NiKBigHiCTb

AHoOTaUif. Y cTaTtTi 4OCNIOKEHO BNAVB NOABINHOIO NICTUHIY akuili KOMMaHin Ta NikBigHICTb akLiii Ha BHYTPILLHBOMY puUHKY. Mg
Yac gocnigykeHHs 6yny npoaHanisoBaHi faHi Toprie akLisiMv [0 PO3MILLEHHS X HA MDKHapPOOHMX pyHKax Ta nicnsi.

[aHe pocnigykeHHs Nokasye, HaCKinbKW iCTOTHUM Moke 6YTU BMMB eMICii Ha 30BHILLHIX PUHKaX Ha NIKBIGHICTb akLjiii KoMnaHil
Ha BHYTPILUHBOMY PUHKY.

Buxig Ha 30BHIWHI pUHKK KaniTany nigBuLLye iHBECTULIHY NpUBabnMBICTb OKPEMUX KOMMaHi Ta, Npu HasBHOCTI JOCTATHBLO!
KiNbKOCTi AKICHUX eMITEHTIB, PUHKY LiHHUX nanepiB KpaiHu B LiNOMy, WO, B CBOK 4epry, Bege A0 PO3BUTKY iHBECTULAHOMO
noTeHuiany.

Y pesynetati 6yno oTpUMaHo NiATBEPOYKEHHS, LLIO NMPOCTEXYETHCS 3HUKEHHS CNpeay akLin Ta No3nTUBHWIA eDeKT Bifg, 3pOCTaHHS
06’eMiB TOPriB Ha BHYTPILUHbOMY PUHKY aKLjii KOMMNaHii Nicnst po3MilLEHHS Ha iHLIMX PUHKAX MO BiAHOLLUEHHIO 0O aHanorivyHmnx
cepepfHix NOKa3HUKIB BiANOBIOHNX PUHKIB.

Knio4oBi cnoBa: akujsi; MixkHapogHUiA NicTuHr; hoHAoBa 6ipXka; NiKBIQHICTL; cnpeq; 06car Topris; NOABIAHUIA NICTUHT.
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LOKTOP 3KOHOMUYECKMX HayK, Npodeccop, 3aBeaytoLlas kadeapoi npeqnprHUMaTeNbCcTaa,

KneBckuii HaumoHanbHbIN yHUBepcuTeT nMeHn Tapaca LLes4yeHko, KneB, YkpaunHa

CasoHos P. 10.

MarmcTp 9KOHOMVKU, aCCUCTEHT Kadeapbl NpeanpuHUMaTeNsCTBa,

KneBcKkunin HauvoHanbHbIM yHUBEPCUTET MMeHn Tapaca LLleB4eHko;

npeacepatens coeta, 000 «[pap MHBECTMEHT», Kues, YkpanHa

Cwmonapek b.

MaruncTp (3koHoMuKa), MarucTp (Npaso), npenoaasaTenb Pro Bono, Bapluasckuin yHuBepcuteT; MNMapTHep «OpHCT aHL AHr»,
HavasbHUK OTAEeNa KOHCYNLTAUMOHHbIX yenyr no TpaHcakumsam, OO0 «3OpHCT aHA AHr», Bapwasa, MonbLwa

BnusiHme ABONHOro NUCTUHra akUMih KOMMNaHWMA Ha UX IMKBUAHOCTb

AHHoTauus. ViccneqosaHo BAMSHUE ABOWHOMO NNCTUHIA aKLUIA KOMMaHWA N NTMKBUOHOCTb aKkUMi Ha BHYTPEHHEM pbiHKe. B xope
nccnegoBaHns 6biny NPoaHanM3nMpoBaHbl AaHHbIE TOProB akumMsaMmn 40 pasMeLLeHns NX Ha MeXXAyHapOAHbIX PbiHKax 1 nocne.
[aHHoe uvccnefoBaHe MOKa3sbiBAET, HACKOSIbKO CYLLECTBEHHBIM MOXET ObiTb BUSHNE 3MWUCCUM Ha BHELIHWX PbIHKaX Ha
JINKBUOHOCTb aKLUyii KOMMNaHWN Ha BHYTPEHHEM PbIHKE.

Bbixof Ha BHeLLHVe pbIHKKU KanuTana nosbilaeT NHBECTULMOHHYIO NPUBAeKaTeNbHOCTb OTAENbHBIX KOMMAAHWIA 1, MPU Hannymmn
LOCTaTO4HOro KOM4eCTBa Ka4eCTBEHHbIX 3MUTEHTOB, PbiHKA LIEHHbIX ByMar CcTpaHbl B LENOM, YTO, B CBOK o4Yepedb, BedeT K
pasBUTMIO MHBECTULMOHHOIO NoTeHumana.

B pesynbTtate 66110 NoAy4eHO MOATBEPXKAEHWE, YTO HaOMOAAETCA CHVDKEHWE Cnpafa akuvin U NONOXUTENbHbI 3 dEKT OT
pocta 06bEMOB TOProB Ha BHYTPEHHEM PbIHKE akUWii KOMMaHWA Mocne pasMeLLeHNs Ha OPYrux pbiHKax MO OTHOLLUEHUIO K
aHanornyHbIM CpeaHUX nokasaresieil COoTBETCTBYIOLLUMX PbIHKOB.

Knro4eBble cnosa: akuusi; MexxayHapogHbIA MMCTUHT; hoHaoBas 6upxKa; TMKBUAHOCTb; crnpeq; 06bemM TOPros; BOWHON JIMCTUHN.

1. Introduction

The growth of international integration of world capital
markets since the 1970 has been partly due to the intention of
corporations to find additional ways to promote their shares
and corporate bonds on international markets.

Earlier studies by authors such as G. Alexander, C. Eun
and S. Janakiraman (1987) prove that double listing makes it
possible for a company to reduce capital costs, increase li-
quidity of its securities and ease the flow of information [1].

According to J. McConnell, H. Dybevik, D. Haushalter and
E. Lee (1996) [2], and G. A. Karolyi, (1998) [3], most works on in-
ternational listing are focused either on ways to place shares of
companies in American stock exchanges or describe placement
of shares of American companies on European or Asian markets.

The findings from such research and development studies
cannot be considered to be consensus-based in relation to
European markets due to both the differences in listing mo-
dels and variations within corporate cultures and practices of
European and non-European companies.

European companies have a long tradition of placing their
securities outside their local market. Before 1990, most cases
of international placement of shares were on other European
stock exchanges. However, in recent years, a growing num-
ber of European companies have been placing their shares
on stock exchanges in the USA. In the period from January
1993 to December 1998, European companies accounted for
the largest segment of the total number of foreign companies
that placed their securities on the New York Stock Exchange
(NYSE). At the end of 1998, a total of 133 European companies
with their market capitalisation of USD 2,639 billion were re-
gistered on the NYSE [4].

According to survey results, a vast majority of corporate
managers believe that access to a wider range of investors and
an increase in the liquidity of securities are the main advan-
tages of double listing. M. Lasfer (2009) claims that shares of
companies are placed on other markets when the quantity of
issued shares exceeds the internal capacity of the market.

In addition, the domestic market often has limited liquidity.
This problem can be resolved by issuing depositary receipts
on foreign markets.

Moreover, M. Lasfer argues that the price of shares may
be more attractive on the foreign market, especially if there
is market segmentation and depositary receipts offer diver-
sified benefits to investors. Besides, domestic investors can
also take advantage of the fact that due to double listing com-
panies become more visible at the international level.

Scientists have developed several independent theories
describing reasons why companies may be willing to enter ex-
ternal markets. For example, A. N. Licht states that we are ob-
serving evolution of theories and research from purely finan-
cial aspects of double listing to other business motives.

A significant number of scientific and research works and the
growing popularity of international listing among companies sug-
gest that this approach is increasingly used as a means of both
improving the level of competitiveness of companies in capital
markets and enhancing the level of corporate governance.

2. Brief Literature Review

Our research deals with a large part of scientific literature
that analyses the interrelationship between volumes of trade
and and stock revenues with regard to short-term and mid-
term investment horizons.

Several papers focus on the dependency between profi-
tability and volumes of trade (G. Duffee, (1992) [7], R. Gallant,
P. Rossi, & G. Tauchen (1992) [8]; B. LeBaron (1992) [9] and
J. Y. Campbell, S. J. Grossman, & J. Wang (1993) [10].

A number of articles by, for example, D. Morse (1980) [11];
J. Conrad, A. Hameed, & C. M. Niden (1994) [12]; R. I. Antonie-
wicz (1993) [13]; S. E. Stickel, & R. E. Verrechia (1994) [14];
M. Cooper (1999) [15]; S. Gervais, R. Kaniel, & D. Mingelgrin
(2001) [16]; L. Blume, D. Easley, & M. O’Hara (1994) [17] study
the relationship between return on capital and volumes of trade.

Ukrainian scholars also draw atrention to the importance
of double listing of securities in terms of additional opportuni-
ties for enterprise development in modern conditions and in-
creasing investment attractiveness of the country as a whole
(N. Kharchenko (2013) [18], K. Gladchuk (2015) [19]).

Thus, liquidity indicators, namely volumes of trade and the
spread of share prices, have a direct impact on profitability
and stock returns in the trading process on a stock exchange.

3. Purpose

The purpose of the study is to provide a scientific basis
to develop a concept of international listing as a means to in-
crease liquidity of shares which results in enhanced corporate
reputation among investors and an increasing number of share-
holders. The development of the concept is based on a theo-
retical analysis of the impact of share issue on foreign markets
on liquidity of shares of companies on the domestic market.

4. Methodology

Empirical testing of the main liquidity indicators, such as the
spread and the volumes of trade, which was carried out before
(82 weeks) and after (31 weeks) the share issue on the market
which is different from the domestic one where the main opera-
ting activities of the company were conducted and where initial
public offering took place is the basis of the present research.

The authors of the research use the ¢-statistic to compare
indicators with a 90% probability interval. A ¢-test is a type of a
statistical test which is used to compare the indicators of two
groups. This is one of the most widely used tools of statistical
hypothesis testing applied when analysing data sets.

There exist two types of statistical inferences which are
parametric and nonparametric methods. Parametric methods
are related to the statistical methodology under which the
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distribution of random variables is provided resulting in infe-
rences about the distribution parameters of the expected va-
lue. When the distribution of probabilities cannot be done, non-
parametric methods are used.

T-tests are a type of the parametric method; they can
be used when the samples meet the conditions of normality,
equal dispersion and independence.

A comparative analysis is used to com-
pare information on volumes of trade and
company spreads.

The one-off liquidity indicators can be
divided into four groups. They can reflect
the size of the company, the trading vo-
lume, and the time between transactions or
the spread. Liquidity measures related to the
size of the company have not yet been stu-
died because there are no convincing stu-
dies that can confirm this hypothesis [20].

The liquidity indicators associated with
the trading volume can be calculated as a
certain quantity or number of shares per one
unit of time. Generally, they are used to de-
termine the liquidity depth, yet they are also
related to timing, since a higher market ca-
pacity leads to a shorter time required for
trading in a predetermined number of shares.

The trading volume was researched by
C. M. C. Lee and B. Swaminathan (2000) in the context of im-
pulse and value strategy. If the volume of trading in shares is
high, then this is a sign of high liquidity [21].

The difference between the asking price and the bid price
relating to the company’s shares, along with the associated
indicators, brings the value of the company’s shares to the
optimal value of trade. In addition to fees and taxes, the tra-
der should consider the spread as additional costs required
for the immediate execution of the transaction.

The spread is studied on a daily basis, for example in the
research work by D. Acker, M. Stalker and I. Tonks (2002) who
examine spreads and their behaviour relevant to the compa-
ny’s earnings announcement dates [22]. According to a re-
search by F. H. d Harris, T. H. Mclnish and R. A. Wood (2002)
comparing trade on different stock exchanges, the spread is
used to determine fair prices.

Consequently, the smaller the number of indicators rela-
ted to the spread we have, the more liquid the market is.

Historical data of the Warsaw, Prague and Budapest
Stock exchanges obtained through the global financial por-
tal https://www.investing.com provide the information basis of
the present study.

5. Results

Given no data relating to the history of daily indicators rele-
vant to bid-ask prices for shares of companies, we suggest using
price information on the opening price and the closing price.

These indicators show the level of liquidity of shares and are
interrelated bid-ask prices of shares, which is reflected in
the works by A. Farshid and R. Angelo (2017) [24].

We suggest that the spread is calculated according
to the following formula:

Spread = Opening price of shares - Closing price of shares . ™)
Average price of shares

The comparative portfolio includes companies
from Poland, the Czech Republic and Hungary that
come from Eastern Europe, the region where Ukraine
belongs to. In order to conduct the analysis, we con-
sidered companies listed on the Prague, Budapest and
Warsaw Stock Exchanges. The abovementioned stock
exchanges are large regional players, which makes it
possible to analyse the specifics of Eastern European
companies.

The companies included in the sample relate to the
following: banks, chemical industry, retailing, oil and
gas industry, resources, power generation, media and
telecommunications.
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In our opinion, this approach allows us to minimise the im-
pact of significant changes within certain industries and to ana-
lyse the securities market of the selected region as a whole.

Also, we analyse the most relevant data. Most of the share
issues on the foreign markets relating to the companies under
consideration date back to the 2014-2015 period (Table 1).

Tab. 1: Brief overview of companies included in the analysis

Source: https://www.investing.com

The specifics of the choice of companies is that a signi-
ficant time frame of about 60 weeks, which is more than one
calendar year, is required to conduct the analysis.

We analysed local companies from the selected region that
accessed external capital markets in the period between 2016
and 2018. Yet, after considering the companies, we did not in-
clude them in the analysis due to a lack of sufficient relevance.

Among other factors that affected the decision to include
a number of companies in the comparative portfolio, we can
single out the following: a sufficient amount of relevant in-
formation on volumes of trade and selling prices of shares
(Table 2), the fact that share issue on international market oc-
curs after their placement on domestic markets, a sufficient
time frame required to analyse the average indicators regar-
ding the circulation of shares on domestic markets before
the issuance on foreign markets (Table 3). Also, we exclude
companies, shares of which are traded on Over-the-Counter
markets. The obtained data were compared with the average
market indicators, such as WIG and PX for the Warsaw and
Prague stock exchanges, and information on trading volumes
and spreads on the Budapest Stock Exchange, which is not
related to double listing on international markets.

To obtain an unambiguous conclusion about a possible
effect of share issue, we used the ¢statistic with 90% pro-
bability intervals.

The choice of the credibility level for an interval determines
the probability that the credible interval has a valid parameter

Tab. 2: Average spread and daily volume of shares traded before

and after issue on international markets

Source: Compiled by the authors based on https://www.investing.com
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Tab. 3: Average market rates of daily trading volumes
and spread according to the issue date

Source: Compiled by the authors based on
https://www.investing.com

value. A general choice for the credibility level corresponds to
0.90 and 0.95

Such figures correspond to percentage values of the area
of the normal density curve. For example, the 90% credible
interval covers 90% of the normal curve, with a probability of
less than 0.1 outside the relevant area. Since the normal curve
is symmetric, one half of the area is in the left tail of the curve,
while the other half of the area is in the right tail of the curve.
Regarding the C-level credible interval, the area in each of the
tails is (1 - C) / 2. As for the 90% credible interval, the area of
each tail is 0.1 /2 = 0.05.

To test the hypothesis that the volume of shares traded af-
ter their issue on international markets increased if compared
with their average market rates, and the value of spread de-
creased if compared with the average market rates, we use a
t-test, which is a method to test hypothesis (statistical criteria)
based on Student’s ¢distribution.

Since parameter values and statistical characteristics
tend to fluctuate along with the change in the sample vo-
lume, it is necessary to provide assurance that the values of
the relevant indicators are not equal to zero in aggregate da-
ta, which is essential to refutate the so-called null hypothe-
sis, and that their magnitude is within certain credibility in-
tervals.

The evaluation of the reliability of the parameters and sta-
tistical characteristics of the model, known as substantiality
check, is determined by Student’s ¢distribution. Generally, a
t-distribution is calculated as a ratio between the value of a
certain indicator and its standard error.

On the basis of the collected data, a two-tier test with dif-
ferent dispersions for each of the hypotheses is conducted.

MONEY, FINANCE AND CREDIT

After conducting the t-test we will either accept or reject the
HO hypothesis that mean values are equal to each other.

If the HO hypothesis is rejected, the probability of error is
determined by the p-value which is calculated on the basis of
the ttest.

The approbation of the hypothesis by using the p-value is
an alternative to the classic verification procedure due to the
critical value of the distribution (Table 4 and Figure 1).

The calculations were performed by using the MS Excel
data analysis software package.

As a result of the statistical study with its credibility level
of statistical findings equal to 96%, the HO hypothesis can be
rejected. Thus, with a high probability, the volume of trading
in shares of the selected companies increases after their is-
sue on international markets, if compared with the average
market rate.

In this case, the trading volume shares of selected compa-
nies averaged 85.6% after the issue. The dynamics of chan-
ges in the average volumes of trade over the relevant periods
was negative and the market showed an average decrease of
26.9% (Table 5 and Figure 2).

Tab. 4: Statistical indicators
for testing Hypothesis No. 1 - the volume of trading
in shares with dual listing increases upon their issue
when compared with the average market rate

Source: Compiled by the authors

Tab. 5: Statistical indicators
for testing Hypothesis No. 2 - the spread of shares
with double listing decreases upon their issue,
when compared to the average market rate

Source: Modeling results

Fig. 1: Changes in the trading volume before and after the placement of shares on the international market
Source: https://www.investing.com
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Fig. 2: Changes in the average spread before and after placement of shares on international markets
Source: https://www.investing.com

As a result of the statistical study with its credibility level
of statistical findings equal to 81%, the HO hypothesis can be
rejected. Thus, with a high probability, the spread of shares of
selected companies decreases after their issue on internatio-
nal markets, if compared with the average market rate.

In this case, the spread of share prices of selected com-
panies decreased by 0.31%, along with a 0.21% decrease in
the relevant market rate.

6. Conclusions

The conducted scientific analysis has proven that compa-
nies use international listing to increase liquidity of their shares,
to work in capital markets, to improve the image of their compa-
nies amongst investors and to increase the number of sharehol-
ders. International listing is an effective strategy for companies
accessing small, illiquid, inert and opaque segmented markets.

This study shows how significant the impact of share is-
sue on foreign markets on the liquidity of the shares of com-
panies on the domestic market can be.

L. Zingales (2007) argues that liquidity has always been
one of the most important reasons why multinational compa-

nies access the US stock markets. However, more recent data
from R. Dobbs and M. H. Goedhart (2008) [26] show that vo-
lumes of trade between American depositary receipts of Euro-
pean companies in the United States usually account for less
than 3% of the total volumes of trade.

The use of international markets to increase the liquidity
of shares of companies is a proven tool that is actively used
in world practice.

Taking into account the fact that the Ukrainian stock mar-
ket is very weak, the use of tools that increase the liquidity of
companies’ securities through placement of such securities
on international markets is one of the few tools to increase
companies’ capitalisation in modern realities. Another posi-
tive effect is an increase in the overall liquidity of the domes-
tic market, which leads to the improvement and development
of the Ukrainian investment market and simplified access to
capital, which, consequently, leads to a lower cost of the capi-
tal. This will increase the efficiency of financial markets, which,
in turn, will have a positive impact on the economy of Ukraine
as a whole.
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