THE EFFECT OF CROSS LISTING ON THE LIQUIDITY OF SHA RES
LISTED ON THE NAIROBI SECURITIES EXCHANGE

BY

MOSES MAGEMBE AREBA

A RESEARCH PROJECT SUBMITTED IN PARTIAL FULFILLMENT  OF
THE REQUIREMENTS FOR THE AWARD OF THE DEGREE OF MAS TER
OF BUSINESS ADMINISTRATION, UNIVERSITY OF NAIROBI.

UNIVERSITY OF NAIROBI

2013



DECLARATION

This research project is my original work and hashbeen presented for the award of

any other degree in a university.

Signature..........cooviiiiiiin e, Date....coceveiiiiia,

Moses Magembe Areba

D61/63359/2011

This research project has been presented for esgignnwith my approval as the

university supervisor.

SIgNAatUre ..o Date ..o

Dr. Sifunjo E. Kisaka



DEDICATION

| dedicate this research project to my ageing parein. and Mrs. Areba and all my

family members for their encouragement to me instoglies.



ACKNOWLEDGEMENT

| thank the almighty God for His wonderful wisdomagted to me throughout the
entire study. | also give my special thanks to mpesvisor Dr. Sifunjo for taking

time to guide me in writing this project. My appison also goes to all my family
members who also contributed in one way or therotheensure that | was able to

carry out this research.



Table 4.1:

Table 4.2:

Table 4.3:

Table 4.4:

Table 4.5:

Table 4.6:

Table 4.7:

Table 4.8:

LIST OF TABLES

Equity Bank Limited Correlations.....ccc.....ooeviiiiiiiiiiic e, 28
Kenya Commercial Bank CorrelationS e ....oooeeeeeeeiiiiineeeeeeciiiin 28
Centum Investment Bank Correlations..............ccoovviiiiiiiiiiiiiin e 29
Nation Media group Correlations .............ooovvieiiiiiiinneeeeeeeeii e 29
MOdEl SUMMAIY ... 30
Overall CorTelationsS............ .o eeieiiii e eeeeees 30
ANOVA Lttt e e 31
COBTICIENTS. ..t e e 31



TABLE OF CONTENTS

DECLARATION ...ttt ettt ettt e e e et eeeeeaeeeas i
] Y I [ N I 0 ] iii
ACKNOWLEDGEMENT ..o e e V.. i
LIST OF TABLES . ... et e e e ee e Y
TABLE OF CONTENTS ..o ettt e e e e e e e Vi
LIST OF ABBREVIATIONS......ouiiiiiiiiiiaaiei ettt Jivi
N = 1S 2 P iX
CHAPTER ONE ..ottt ettt ettt e ettt e e e e e e e eeee e 1
INTRODUGCTION ...ttttiiitieee ettt ettt e e e e e e e e e e e e e ee e 1
1.1 Background of the StUAY ............oi i 1
3 I I 1 0 TS T S 1] 11 o PPN 2
1.1.2 Share NQUIAItY........ccooimimmm e e 3
1.1.3 Effects of Cross Listing on Share Liquidity ............cccooeeeviiiiiiiiiiiinneennn, 4
1.1.4 Cross Border Listing in KENYa ..........cceemiiiiiiiiieiie e 5
1.2 Problem Statement.........cooii oo 7
1.3 Objective oOf the StUAY .......c.oouiiiiiii e 8
1.4 Value OF the STUAY .......uiiiiiiiiiii i e e e e 8
CHAPTER TWO ...ttt ettt e e e 10
LITERATURE REVIEW et 10
P2 N [ g1 (0T U To{ 1 o] o TP PP 10
2.2 TNEOTEtiCAl REVIEBW ........uii it ettt e et eeeeeeeeees 10
2.2.1 The Efficient Markets TREOIY ...........uecmmmieiiiiiiiiii e 10
2.2.2 The Behavioral FINance ThEOIY .........ceccemreriieeiiiiiiiiiea e 12
2.2.3 The Greater FOOI TNEOIY .........coovutimmmmmm e 31
2.3 EMPIFICAl REVIEW ......uiiiiiiiiieiiii et 14
2.3.1Reasons for Cross Border LiStiNg.......ccccccceeeiviiiiiiiiiiieeeeeeeiiiii e 14
2.3.2 Cross Listing and Traded VOIUME ....... .o eeevieeeiiiiiee e 17
2.3.3 Cross Listing and Share Liquidity ......cccccceeeeiiiiiiiiiiiineeeeeiiii e 18
2.3.4 Measures of LiqQUIdity ...........ccovuuiiceeeeri e 20
2.4 Cross Listing iN AfFICaA........uueiiiii e et e et e e e e e e e e e eeeanaaeeees 21

vi



2.5 SUMIMIATY ettt e et ermre et et et e s e en e e ta e e s e en s e e s ean e e aenaes 23

CHAPTER THREE ... .o 24
RESEARCH METHODOLOGY ....cutiiiiiiieiiiiiiiiiieia e 24
3L INErOTUCTION L. e e e e e e e e e e e e e e e e e e e e e e eeeeeeeeeeeeeeees 24
3.2 RESEAICN DESIGN .cvviiceiie e 24
3.3 Population of the Study...........ccooiiiiii e 24
3.4 SAMPIE SIZE ennciiii e e 25
3.5 Data Collection TEChNIQUES ..........ouuuii e 25
3.6 DAta ANAIYSIS ...t ettt eeaeeee 25
3.6.1 Conceptual MOAEl.......ccoovmiiiiiii e 26
3.6.2 Analytical MOdel ..........ooouiiii e 26
CHAPTER FOUR ..ottt sttt e e e mneee e 27
DATA ANALYSIS, RESULTS AND DISCUSSION ..o 27
R L 1 oo [F o3 1T ] o TP SPPPP 27
4.2 SUMMATY StatiSTICS ....iiiiiii e ceee e e e e e eeaaaas 27
4.3 Estimated MOdEl .........coooiiiiiiiiiiiiieeeeeee 29
4.4 DISCUSSION ....coiiieieiiiiiee ettt ettt 32
4.5 SUIMMIAIY Lottt ettt emmee et e e e e e e e et e e e e e e e st e n e e s eaneennaenaes 33
CHAPTER FIVE ... 34
SUMMARY AND CONCLUSIONS ..ottt 34
5.1 INEFOTUCTION ...ttt e et e e e e e e eeenn s 34
5.2 Summary of the STUAY ........ccooiiiiiiiieeee e e 34
5.3 CONCIUSION. ...ttt ettt e e et e e e e e e en e as 36
5.4 Recommendations of the Study............ceeeeiiiiiiiii e, 36
5.5 Limitations Of the StUAY.........coouiiiiiii e 37
5.6 Suggestions for Further Research.......ccccceec i 37
REFERENCES ... ..ot e e e e e e eneeees 38
APPENDIX |: NSE CROSS LISTED FIRMS ...t 43
APPENDIX Il: DATA COLLECTION SHEET .....ccciiiiiiiieiiiieiieiiiiiiieeee e 44

vii



LIST OF ABBREVIATIONS
ATS — Automatic Trading System

CDS - Central Depository System

CMA — Capital Markets Authority
CMDC - Capital Markets Development Committee
CMSA - Capital Markets and Securities Authority

DSE - Dar Es Salaam Stock Exchange

EAC — East Africa Community

EASBA — East African Stock Exchange Brokers Assimia
EASEA — East African Stock Exchanges Association
EASRA — East African Securities Regulatory Assadorat
IPO — Initial Public Offer
JSE - Johannesburg Securities Exchange

NSE — Nairobi Securities Exchange

NSX — Namibia Stock Exchange

ROTCE-Rwanda Over The Counter Trading Exchange
RSE — Rwanda Stock Exchange

USE - Uganda Stock Exchange

viii



ABSTRACT
For a company that is already listed on an exchaagealternative route is to cross

list. Cross listing is where a firm lists its sharf®r trading on at least two stock
exchanges located in different countries. Listiigaocompany’s equity in foreign
markets brings the opportunity to enhance corpamége, advertise trademarks and
products, get better local press coverage, andnbeaoore familiar with the local
financial community in order to raise working capitocally, establish a secondary
market for shares used to acquire other firms énhthst markets. The purpose of this

study was to establish the effect of cross lisandiquidity.

The study adopted a descriptive research desigse@cwhdary data was collected for
4 Kenyan companies that are cross listed in oteeurgy exchange markets in East
Africa. Regression and correlation analysis weseduto establish the effect in terms

of nature and magnitude.

The findings from the study indicated that crossrg explains 62.2% of the variance
on share liquidity among the cross listed compaimgsenya. It was also clear that
there exists a moderate positive correlation betwtbe price of cross listed shares

and the volume of the share that are traded adaberities market.



CHAPTER ONE

INTRODUCTION
1.1 Background of the study
Listing of a company’s equity in foreign marketsnigs the opportunity to enhance
corporate image, advertise trademarks and prodgetshetter local press coverage,
and become more familiar with the local financi@mnunity in order to raise
working capital locally, establish a secondary neaffior shares used to acquire other
firms in the host markets, i.e. companies offeirtblares as partial payment and it is
considerably more attractive if those shares haliguad secondary market. When
firms cross list and sell their shares in a foreigarket, they aim to accrue some of
the benefits as observed by Romana (2006), whidinde improving the liquidity of
its existing shares and support a liquid secondaayket for new equity issues in
foreign markets. Firms from countries with smaliqilid capital markets often
outgrow those markets and are forced to raise nguitye abroad. In order to
maximize liquidity, the firm ideally should crosstland issue equity in a more liquid
market, secondly firms will cross list to increaise share price by overcoming
mispricing in a segmented and illiquid home capitalrket, thirdly is to increase the
firm’s visibility and political acceptance to itsistomers, suppliers, creditors, and host

governments Romana (2006).

The main purpose of listing is because many congsadépend on equity capital to
finance their businesses. A company will raise goeapital through the sale of stock
by issuing shares to the public by listing the eBasn a stock exchange through an
initial public offer (IPO). Through an IPO a compawill be valued and an opening
price will be set for its shares. The amount ofitedghat can be raised through the

IPO will depend on perceived value of the sharesaso on how much interest there



is in the shares when they are issued. An IPOaoifiir a company that has reached a
certain size and has a strong reputation, a gogi@ 1to raising a large sum of capital
that will enable it to expand or invest in assht will enable it to grow in the future.
Another advantage of going public is that it resutlt share liquidity. Shares are
considered liquid if they can be easily convertetb icash. An IPO leads to share
liquidity because, thereafter, the company's shaittdrade on a public market, in

this case the NSE.

1.1.1 Cross listing

For a company that is already listed on an exchaagelternative route is to cross
list. Cross listing is where a firm lists its sharf®r trading on at least two stock
exchanges located in different countries, it haseghsignificance over the past few
years since the signing of the East Africa Comnyutngaty in 1999. The geography
of cross listing has changed considerably with dfatVledia Group, Kenya Airways,

Kenya Commercial Bank, Jubilee Holdings, Equity Band East African Breweries,

which are Kenyan firms, listing in Uganda, Tanzamia Rwanda (Mwanza, 2006).

According to Onyuma et al. (201&yoss border listing in East Africa has been used
by regionally recognized firms such as, Kenya Aywvand East African Breweries
Limited to increase their visibility and distinghishemselves from others. However
this trend has changed with more firms cross listinch as Nation Media Group and
Equity Bank which are cross listed in the Dar ela&a Stock Exchange and Uganda
Stock Exchange respectively citing more monetay aon-monetary benefits that

will accrue to them if they cross list in the EAGrket.

The EAC is the regional inter governmental orgainzraof the Republics of Kenya,

Uganda, the United Republic of Tanzania, RepubfilRwanda and Republic of



Burundi with its headquarters in Arusha, Tanzaflse treaty of establishment of the
East African Community (EAC) was signed on Novenif@99 and entered into force
on 7" July 2000 following it's ratification by the origal three partner states, Kenya,
Uganda and Tanzania. The Republic of Rwanda andlftepof Burundi acceded to

the EAC treaty on 18June 2007 and became full members with effect fiSrauly

2007.

The EAC market currently has four securities exgeanwhich include the NSE,
USE, DSE and Rwanda Stock Exchange. The NSE itathest securities exchange
in East Africa as discussed earlier. The DSE isst#end largest securities exchange
in EAC which was incorporated in September 1996 taading started in April 1998.
Trading takes place weekly from Monday to Fridaywsen 10:00 am and 12; 00
noon. It is monitored and supervised by the Capftatkets and Securities Authority
(CMSA). There are currently five firms cross listedm the NSE to the DSE; Nation
Media Group, Kenya Airways, Kenya Commercial Bahkbilee Holdings, and East

African Breweries.

The third securities exchange in the EAC is the U8kEhded in June 1997. It is
operated under the jurisdiction of Uganda’s CMA ethin return reports to the Bank
of Uganda. The exchanges doors opened for trading9@8 and trading occurs
Monday to Friday. There are currently 14 listingsven of which are cross listed

from the NSE.

1.1.2 Share liquidity
Liquidity refers to the ease of dealing in a sdgwihether shares, options, warrants
or some other instrument and turning them into céstan also refer to how easily

shares can be bought and sold without significadttorting the price. There a



number of different reasons as to why firms crass from the domestic market
according to Rosenboom and Van Dijk (2009), whintiude market liquidity where
cross listing on deeper and more liquid equity ratelcould lead to an increase in the

liquidity of the stock and a decrease in the cosapital.

Liquidity is seen as a major motivator for firmsdmss list. This is because before
cross listing the firm has to contend with the idity in the home market which may
not satisfy the firm’s financing needs. Mittoo (P99indicates that managers of
overseas companies indeed cite increased ligutiglibugh increase in traded volume
as a primary factor in their decision to list ireth.S.; this is no different in the EAC
market. With mass cross listing taking place intEdsca cross listing firms will be

interested to know whether they will achieve thHigeative by cross listing.

1.1.3 Effects of Cross Listing on Share Liquidity

The reason why so many firms list their sharestfading on more than one stock
exchange a segmentation of capital markets. Acegrifioffett et al. (2003), national

capital market is segment if the required rateeatfinn of securities in that market
differs from the required rate of return of commeaexpected return and risk that are
traded on other national securities markets. Setatien is a market imperfection

and occurs because of information asymmetry, takiag) securities transactions
costs, foreign exchange risks, political risks aadulatory barriers. As per above
mentioned definition, the degree of market segntemtdnas an influence on a firm's
marginal cost of capital and therefore affect tleeision on the location of shares

listings as well as share liquidity.



Shares listed in the NSE may become illiquid afteding for some time in the home
market, the firms cross list in other markets ia AC to try to make their shares
more liquid and attract new investors. Increasmagling volume to improve share
liquidity is considered one of the main motivatiof®e firms to cross list. This

suggests that before cross listing, the firm’sigbiio raise funds is limited by the
liquidity available in its primary market which mayot satisfy the firms need for

external financing.

1.1.4 Cross Border Listing in Kenya

In Kenya, there are many companies that have aethieross listing of their equity in
the East African security markets such as Ugandazdnia and recently Rwanda.
The Nairobi Securities Exchange (NSE) offers afptat for companies to list their
shares in Kenya. The NSE was formed in 1954 amhésof the most active capital
markets in Africa and the fourth largest sub-Sam@fica security exchange with 58
listed companies and 24 brokerage firms. Tradikgdgplace on Mondays through
Fridays between 10.00 am and 3.00 pm. NSE was ianadgsecurity market up to
1972 when it lost its regional character followitlge nationalization, exchange
control and other inter-territorial restrictiongrmduced in neighboring Tanzania and
Uganda. Currently the ceiling on foreign investnseist40% for institutions and 5%
for individuals Mwanza (2006). The security exchangas characterized by low
activity until the 1990’s. The most spectacularfpenance was exhibited in 1994
when the turnover rose by 620% from Kshs 378 mmiliio 1992 to Kshs 2.7 billion in
1994. Over the same period, the traded volume ase by 180% from 15.3 million
shares to 42.8 million shares. Due to share prgeegiation, market capitalization
surged from Ksh. 25 billion to Ksh. 137 billion duy the period, (Mbaru, 2007).

Over the last 5 years, turnover at the NSE has gavenomenally from Sh2.9 billion



in 2002 to Sh95 billion in 2006 while the number@bDS accounts that have been
opened have in the last 2 years increased from080i® 2005 to over 1,000,000

investors to date (www.nse.co.ke).

The NSE is regulated by the capital Markets Autyogf€©MA) under the jurisdiction
of the ministry of Finance. CMA strives to ensurattcompanies disclose to investors
all they need to know before admitting them to lloeirse and on a continuous basis
after listing and has the following as its goatsathieve a large and efficient capital
market, allowing for wider diversification of riskand greater and more efficient
allocation of resources, develop adequate reguistibat provide the market with
freedom for development and help protect invesaois markets from financial fraud
and crimes, to develop a deep and vibrant capitatket through education of

investors.

CMA also stresses on good corporate governanagltgence entry of investors into
the capital markets as this gives investors confide It introduced an Automated
Trading System (ATS) in 2006 which ensures thatrmrdre matched automatically
and are executed on a first come first serve b&stivery and settlement is done
script less via an electronic Central Depositorgt&smn (CDS) which was introduced
in 2005. Seven (7) firms have cross listed from N®E to other markets in the
region. Listing on NSE provides qualifying companigith the broadest access to
investors, greatest market depth and liquidityt-edfective access to capital, highest

visibility, fairest pricing, and investor benefit

The RSE is the youngest stock exchange in the memiol opened doors for business
on 3T" January 2011 succeeding from the operations oRthanda over the Counter

exchange (ROTCE) opened in January 2008. Thereuwarently 2 firms cross listed



from the NSE; Nation media Group and Kenya Commaéi8ank in 2009 and 2010
respectively (Onyuma et al, 2012). The integratbrEast African Stocks has eased
and encouraged firms to cross list in the regioncwiwill be finalized once the
appropriate regulatory framework is in place. Tharkets in the region aim to
facilitate the availability of listed securities the four markets and cross listing is

seen as a key activity to achieving this objective.

1.2 Problem Statement

During the last two decades there has been actielerdowards financial
globalization represented by an increase in crossity foreign assets. This has been
the consequence of the international liberalizavbreapital flows as well as of the
technological progress. These developments have #ee reduction of barriers
among individual national capital markets even tiothe geographical aspect still
remains relevant. Obstacles to international chffa&s such as legal restrictions and
costs associated with trading and acquiring infdiomaon firms listed abroad still
exist. These barriers are creating incentives éop@rate managers to adopt financial
policies such as international cross-listing, wbgra firm lists its shares for trading

on at least two stock exchanges located in diftereantries.

Kenya has also not been left out in this develogmEmms in Kenya have been
increasingly cross-listing in the USE, DSE and R8Eh as the Nation Media Group,
Kenya Airways, Kenya Commercial Bank, Jubilee Hotdi, Equity Bank and East
African Breweries where they hope to attract ineestrom the region and also enjoy
other benefits associated with cross-listing. Adgtoarried out by Roman (2006) on
the effects of cross-border listings on the devwelept of emerging markets in the

Czech Republic, established that cross listingddcbe the necessary incentive for



future development of the Czech capital market. theo study by Melvin and
Tonone (2003) confirmed that international crossifig gives firms a competitive
advantage over rivals. Onyuma, Mugo and Kuraiyd 220ndicated that cross border

listing sought to improve financial performancecofss listing firms.

Whereas evidence exists on the effect of crossabdisting on financial performance
and firm value, there is scanty literature on howss border listing may affect market
fundamentals of the cross listing firm. This stutigrefore was done to determine
whether cross border listing affects the shareidigu of a cross border listed firm.

The study sought answers to the following questiadmat is the effect of cross border
listing on share liquidity of firms listed in theS¥ that have cross listed in the EAC

market?

1.3 Objective of the Study
To determine the effects of cross border listingbare liquidity of firms listed in the

Nairobi Stock Exchange that have cross listed énEhst African Community market.

1.4 Value of the study

The findings of this study was useful to managers shareholders of firms already
cross listed in East Africa and also those thahwascross list to know whether cross
border listing affected on the liquidity of thebosk and if that effect helped the firm

achieve it’s liquidity goals for cross listing.

The study also bridged the knowledge gap on effééatross border listing on the
liquidity of stock. It was be useful to future rasehers as it formed part of their

empirical literature on cross border listing.



Competitors are keen to know the rationale behipdréicular firm’s decision to cross
list. This is important in order for them to competffectively if they can access the

advantages that a cross listed competitor enjoys.

The study also provided useful information to thastE Africa market's stock
exchange regulators that could enable them formuytaticies that could lead to
greater capital market integration within the regidVell-formulated policies could
effectively create more conducive investment atrhesp for both investors and listed

firms.

Finance directors and corporate treasurers neexmiation to explain changes in
their competitors’ agility, profitability and valueSincecross listing affects these

variables positively, then it was an incentive détirer firms to cross list.



CHAPTER TWO
LITERATURE REVIEW

2.1 Introduction

In this chapter the relevant literature on crossléplisting which has been growing
at a fast rate will be reviewed to better undextttire research objectives and to
establish research gaps. Section 2.2 presentsdldbat support listing or trading in
stocks; section 2.3 examines the empirical revievoss listing of stocks, share
liquidity, a relationship between cross listing astthre liquidity; 2.4 presents cross

listing in Africa and 2.5 a summary of the entitepter.

2.2 Theoretical Review

There are a number of theories that seek to expleEnrelationship between cross
listing of stocks and liquidity. This study will éos on three main theories that are
relevant. These theories explain why investors gaga purchase and sale of shares
and stocks. The theories include: the efficientkats theory that talks of information
efficiency; the behavioral finance theory which gests that investment market
returns are believed to follow a random walk pattend the greater fool theory that
suggest that investors purchase stocks with the hibat they will sell them at a

higher price to a “greater fool”.

2.2.1 The Efficient Markets Theory

The efficient market hypothesis is one of the madsie origins of the EMH can be
traced back to the work of two individuals in th@60s: Fama and Samuelson.
Remarkably, they independently developed the sarmasicbnotion of market

efficiency from two rather different research agendrhese differences would propel

10



them along two distinct trajectories leading to esaV other breakthroughs and

milestones, all originating from their point of @nsection, the EMH.

The EMH was first given form by Samuelson (1965hoge contribution is neatly
summarized by his article. In an informationallyi@ént market, price changes must
be unforecastable if they are properly anticipatedt is, if they fully incorporate the
information and expectations of all market partiifs. Having developed a series of
linear-programming solutions to spatial pricing rnalsd with no uncertainty,
Samuelson came upon the idea of efficient marketsugh his interest in temporal
pricing models of storable commodities that arevésted and subject to decay.
Samuelson’s abiding interest in the mechanics andnkatics of prices, with and
without uncertainty, led him and his students tuesal fruitful research agendas
including solutions for the dynamic asset allocatiand consumption-savings
problem, the fallacy of time diversification andgl@ptimal investment policies,
warrant and option-pricing analysis and, ultimatéfe Black and Scholes (1973) and

Merton (1973) option-pricing models.

The EMH’s concept of informational efficiency sugtgethat the more efficient the
market, the more random the sequence of price @saggnerated by such a market,
and the most efficient market of all is one in whigrice changes are completely
random and unpredictable. This is not an accidém@ature, but is in fact the direct
result of many active market participants attengptim profit from their information
Black and Scholes (1973). Driven by profit oppoities, an army of investors
pounce on even the smallest informational advastagi¢heir disposal, and in doing
so they incorporate their information into markeices and quickly eliminate the

profit opportunities that first motivated their dss. If this occurs instantaneously,

11



which it must in an idealized world of ‘frictionle'smarkets and costless trading, then
prices must always fully reflect all available infeation. Therefore, no profits can be
garnered from information-based trading becaushk pugfits must have already been

captured.

2.2.2 The Behavioral Finance Theory

The models within the traditional finance paradigiasume that investors act
rationally and consider all available informatiom the decision-making process.
Hence, investment markets are efficient and sgcprices reflect the true intrinsic
values of the assets. That investors act prompthetv information and update prices
correctly within a normatively acceptable processiestment market returns are
believed to follow a random walk pattern; hence sidered not predictable.
Underlying all these is the theory if arbitrage,iethsuggests that rational investors
undo price deviation away from the fundamentalugalquickly and maintain market
equilibrium. As such, ‘prices are right’ reflectiag) available information and there is
no ‘free lunch’: no investment strategy can earcess risk-free rate of return greater

than that warranted by its risk (Fama, 1965).

The Modern Portfolio Theory (MPT), Capital Assetickry Model (CAPM) and
Arbitrage Pricing Theory (APT) are the quantitatmedels that underpin the rational
expectations based theories (Markowitz, 1995; Sharf964; Ross, 1976).
Unfortunately, there is a large amount of researstth could not confirm this theory
in the available investment data. For example, Famdh French, (1993, 1996) and
others have shown that the basic facts about theeggte stock market, the cross-
section average returns and individual trading bielia are not easily understood in

this framework. As such, the behavioural financeaggm has emerged in the

12



response to the difficulties faced by the traddigparadigm. In essence, it argues that
investment choices are not always made on the ba&idl rationality, and it attempts
to understand the investment market phenomenalayimg the two doctrines of the
traditional paradigm, that is, agents fail to ujddueir beliefs correctly and there is a

systematic deviation from the normative processaking investment choices.

2.2.3 The Greater Fool Theory

The bigger fool theory or greater fool theory (atsdled survivor investing) is the

belief held by one who makes a questionable investrwith the assumption that

they will be able to sell it later to a bigger fpol other words, buying something not
because one beliefs that it is worth the price ratlter because it will be sold to some
one else for an even higher price. It might be @mes occasions a valid method of
making money in the stock market however, the nigp&eicipants eventually realize

that the price level is too outrageous and theldpéee pops (Markowitz, 1995). The

bigger fool theory relies on market optimism coméeg a particular stock, an

industry, or the market as a whole. The opposit¢hefbigger fool theory is value

investing, which tries to discount market psychglogalue investors such as Warren
Buffett believe that it is corporate profits whielne the normal returns from stock
investments, and any higher return is only possibie to the bigger fool theory. The
bigger fool theory holds for any pure value tramieac not just speculative ones.
When a commodity with a universal value is tradeeht no matter how the situation

is interpreted, either the seller or the buyerrade a mistake.

13



2.3 Empirical Review

2.3.1Reasons for Cross Border Listing

Firms will cross list for different for reasonsst®own by available literature. D’'Souza
et al. (2005) observed that firms will cross list arious reasons such as; to gain
liquidity and avoid cross border barriers of invesht, to have access to capital from
another market and also bond themselves to mankéts stronger shareholder
protection. Investor protection is poor in many minies as shown by La Porta et al.
(1998) which carries significant economic consegesrsuch as low external finance,
share prices and under developed financial marldtis. motivates firms in markets
with poor investor protection to cross list in atinearkets which bonds them to better
investor protection (Stulz, 1999). Reese and Weish@2002) note that firms from
countries with weak investor protection regimes a@e likely to cross-list in the
US, while firms that have a large controlling slmmider are less likely to cross-list

(Doidge et al., 2006).

With Kenya having weak investor protection lawsni@n firms will cross list in
markets that have better investor protection sgcRwanda which has best economy
in terms of investor protection in the region. Omgauet al. (2012) notes that cross
listing is also beneficial for the firm and countf secondary listing. In addition to
increasing stock market liquidity, cross listing@l provides an avenue for portfolio
diversification for a wider investor base, improveaployment levels through gains
from the expansion in operations in the countrys@tondary listing, enhances both
the business reputation of the cross listed fireh aiher national listed firms, reduces
spreads on interest rates and debt securitiesdogasing the number of investors in

the stock market thereby reducing the concentrationvestors in the money market,

14



increases the availability and accuracy of pubiiorimation and lowers information

asymmetries and enhances corporate governancegini@isparency and quality.

Adelegan (2009) using event study methodology fouhdt there are positive
abnormal returns around the date of the regior@dszclisting of stocks. The positive
announcement period effect, together with the nbpoat cross listing performance
shows that regional cross listing increases firtne/and that firm benefit from listing

outside their home market. This shows that firmghim region will be encouraged to
cross list hoping to increase their value. Crossddo listing in Africa is also

influenced by policy, for instance many South Adiriccompanies listing on the
Namibia Stock Exchange has been motivated by tip@sition of capital controls on

portfolio flows and by the domestic investment riegments set by the Namibian
authorities in an attempt to keep the large sugdusf the country’s pension and
insurance funds invested in Namibia. By crossngtiSouth African firms were able
to qualify as Namibian investments. Similarly, theoss listing of East African

Breweries on the Ugandan and Tanzanian exchangedinkad to ensuring market
access for beer trade throughout the EAC. Othecipslthat can act as incentives for
firms to cross list include reductions in the tactson and approval costs of regional

cross listing and relaxation of stringent crossng requirements.

Liquidity is another reason why firms cross listitas seen as a major motivator for
firms to cross list because before cross listingdi have to contend with the liquidity
in the primary market which in this case is the N&fich may not satisfy the firms
financing needs and thus cross listing to broadeishareholder base and access to
funds from more than one market. Mitoo (1992) syede 78 managers from

Canadian firms listed on different stock exchangesind the world and reports that
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increasing liquidity through increase in tradedwnoe is regarded as the most targeted

benefit from cross listing.

Studies have proposed other benefits and reasorsdss listing such as access to
more developed capital markets such as listindhénU.S. capital markets. Since the
U.S. capital markets are deep and liquid, foreignd can raise funds at a lower cost
than at home. Lins et al. (2003) show that firmat ttst in the U.S. become less credit
constrained in that their new investment depensks da their cash flow after the U.S.
listing than before. Thus firms that expect toedisnds would be likely to list though

this is not the situation in EAC since the NSEhis most liquid market in the region

yet all cross listed firms in the EAC have NSElesrtprimary listing.

Financial performance of a firm is expected to iovar after cross listing. Onyuma et
al. (2012) shows that although profitability andageg ratios improve in absolute
terms; this improvement is not statistically sigraht. Overall their findings provide
some evidence that firms may benefit from crossnfisin terms of liquidity and

investor confidence.

Cross listing will provide a firm with an opportiyito improve its corporate
governance according to Michael et al. (2004). €risting is a vehicle through
which a firm’s management can ‘bond’ themselvesatéegal system with more
protections against management self-dealing or sskee consumption of private
benefits of control, Burns and Bill (2006). Crossgihg, helps improve on corporate
governance. This is true for firms that originateni relatively less-developed
country with weaker institutions. For instancem& from Africa that cross-list on the
American market have to maintain the standardshef American system. This in

essence will improve their governance practiceg Righer standards lead to more
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disclosure and better information, which give thargholders greater influence and
protect minority shareholders more fully-thus impng the ability to create value for

shareholders (Mugo, 2010).

2.3.2 Cross Listing and Traded Volume

Trading volume is regarded as a measure of liguiofita given stock by measuring
changes in trading volume of the stock. Althoughlur®e is a very simple

measurement, the average person or novice invesgrnot understand how useful
this information can be. Trading volume is a powkrharket tool that is used for
technical analysis and movements in volume maycatdi investor sentiment,
important events taking place in the market suchrass border listing of a stock or

institutional trading of the security.

Increasing trading volume to improve share liqyidg considered one of the main
motivations for firms to cross list. The theory gagts that before cross listing, the
firm’s ability to raise funds is limited by the ligdity available in its primary market
which may not satisfy the firms need for externabkiicing. Cross border listing
reduces segmentation, that is, ownership restniciod enables the firm to improve
its trading volume and thus liquidity of the stdmkenlarging its shareholder base and
accordingly raising funds on more than one maneitticularly if the firm cross lists

on a market with higher liquidity than its home ketr(Abed et al., 2011).

Karolyi (1998) found that there is overwhelming damce that the total volume of
trading increases following cross listing. Banasd é/itoo (2001) also report that, on
the basis of survey done with Canadian and Eurofigas that cross listing increases
the total trading volume of the share of the filBased on existing literature the

increase of trading volume after cross listing asours in the primary market, which
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in this study is the NSE. Although most studiesvslioat increase in trading volume
after cross listing in the secondary market is agzanied by increase in the primary
market (Forester and Karolyi, 1993), there alscostexicontradictory evidence as

shown by Schmukler (2003).

The change in trading volume after cross listing ba attributed to several factors.
Doidge (2004) shows that the impact in trading wwdus a function of the changes in
ownership that occur after cross listing, while Igl et al. (2004) shows that the
ratio between home and trading is a function ofdharacteristics of the cross listed
firm such as industry affiliation, foreign salesdatme characteristics of the primary
and secondary markets such as differences in mwvgsbtection and information

disclosure.

2.3.3 Cross Listing and Share Liquidity

Liquidity is the lifeblood of financial marketssladequate provision is critical for the
smooth operation of an economy. Its sudden erdsi@ven a single market segment
or in an individual instrument can stimulate didrops that are transmitted through
increasingly interdependent and interconnectedntirsd markets worldwide (Rico,
2004). If there is no liquidity at all in the matkao trading can take place. In a liquid
market there exist at least one bid and one asteghat make a trade possible and it
is also possible to trade a certain amount of shedith little impact on the quoted
price. Liquidity is important to stock exchangeslanvestors because it enables the
following; time trading which is the ability to esete a transaction immediately at the
prevailing price, tightness defined as the abtlitypuy and to sell an asset at about the
same price at the same time, depth which is thityabe buy or to sell a certain

amount of an asset without influence on the quetete and lastly, resiliency which
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is the ability to buy or to sell a certain amouhtio asset with little influence on the

quoted price.

Companies value share liquidity for a number ofsoes as observed by William
(2009). First, liquid stock can be used as currefocyacquisitions. This allows a
public company to pursue an acquisition even l&cks sufficient cash or borrowing
capacity. Second, a company can use liquid stocla @mmponent of employee
compensation. Liquid stock is attractive to empésy/because it can be easily valued
and converted into cash, and it provides tax benefhnd upside potential. These
considerations aid in employee recruitment andhtite and better align the interests
of employees and shareholders. Third, fluctuatiarthe price of a company stock in
a liquid market aids management because it provitesediate feedback as to the

market consensus on the company's strategy anorpenfice.

When shares of a firm become illiquid either dudaw trading volume or a wide
spread the firm will ideally cross list to increagee share liquidity of its stock.
Karolyi (1998) looked at why companies list abraatt reported that liquidity of
shares improves overall but depends on the incremagetal trading volume, the
listing location and the scope of foreign ownerdigigtrictions in the primary market.
Important liquidity effects are observed with crtising. Typically stocks experience
an increase in total trading volume and a decreab®eme market spreads due to in
large part to the competition from the new marlagtares. The extend of liquidity
enhancement, however depends on the proportiootaf trading volume the new
market captures and the trading restrictions imghaze foreigners in those stocks

prior to cross listing Karolyi (1998).
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Amihud and Mendelson (1989) indicate that investerguire higher returns to hold
stocks with lower liquidity to compensate them lagher transaction costs. This will
negatively impact on the stock making it expensiud thus undesirable to investors.
By cross listing the firm should be able to inceeéise liquidity of its stock which in
turn brings down the price and makes the stock ratiractive to investors in both the
primary market and secondary markets. Increasedidliy, other factors held
constant, should translate into a lower cost ofitgquapital because it reduces the
costs of trading for investors and therefore redube required illiquidity premium,

Brennan et al., (1998); Jacoby et al, (2000).

There are other factors that affect share liquiditiyer than cross border listing as
noted by shuenn (2007), who looked at factors &ffgcstock liquidity and identified
firm size, compression of ownership structure, llew information asymmetry,
utilization rate of margin trading, absorbed stock#vestors, and the entire market's
liquidity as the factors affecting liquidity. Heperted that, the firm size is positively
related to liquidity, the more scattered ownerstipicture is, the higher the liquidity
will be, the more critical information asymmetry the lower the stock liquidity will
be, the higher margin trading utilization is, thgher the stock liquidity will be, the
liquidity of an individual stock is positively rekd to the liquidity of the entire
market and the more investor's perceptions arerlabdpthe higher the stock liquidity

will be.

2.3.4 Measures of Liquidity

Cross listing provides an expanded trading basa fom. The improved trading base
results in greater volume therefore indicates impdoliquidity. Consequently, many
previous empirical papers in cross listing anditigy literature examine volume of

trade before and after a firm cross lists. The emi@ shows that there is an increase
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in trading volume, for example, Karolyi (1998) falthat there is overwhelming
evidence that the total volume of trading increa®dlewing cross listing as does

Bancel and Mitoo (2002).

Dennis and Strickland (2002) used turnover as asoreaof liquidity as used by
Lakonishok and Lev (1987). Turnover is defined las monthly volume divided by
the number of outstanding shares in the month iiclhwiolume of trade is measured.
Turnover standardizes volume into a statistic ikatonsisted for large and small
firms and it controls for the change in the numisepublicly available shares around
the day of cross listing. Turnover is a good prdawy liquidity since high turnover
increases competition between market makers armdladgers the fixed, inventory
and adverse selection costs of the market makesl€ftaO’Hara, Kiefer and

paperman (1996) and Hu (1997)).

2.4 Cross Listing in Africa

Cross border listing has existed in Africa for aileshalthough this is usually done
regionally. Adelegan (2009) observed that crossintis was started by the
Johannesburg Securities Exchange (JSE) of SouibaAfvhen it cross listed on the
Namibia Stock Exchange (NSX) on the first day efding of the NSX in October
1992. Subsequently, South Africa has cross-lis@dirlns on the NSX. There has
also been regional cross-listing between stock etarik Botswana and South Africa
since 1997; Malawi and South Africa in 1999; Nigeand South Africa first in 2001
and later in 2006; Zambia and South Africa in 2083 Ghana and South Africa in
2004. Triple listing of stocks has also commencedh the three East African
Exchanges of Kenya, Uganda and Tanzania in 200d; Ghana, Nigeria, and

WAEMU (Bourse Régionale des Valeurs Mobiliéres)hexmyes in 2006.
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Regional cross-listings in sub-Saharan Africa heeen associated with expansion
and the setting-up of operations in the host caemtin almost all cases, firms are
large with a strong base in their home countried, they first established operations
in their host countries before deciding to crost-Many cross-listings are undertaken
to expand operations in the host countries. Alnadisthe firms that are cross-listed
(about 98 percent or 42 out of 43) have set upatjmers in the host countries. For
example, East African Breweries, with Kenya ashbene country, has a subsidiary
Uganda Breweries Ltd in Uganda, its host countrgroks-listing. Jubilee Insurance
of Kenya has subsidiaries in Uganda and Tanzareay& Airways owns 49 percent
of Precision Air of Tanzania; Eco bank Transnationas operations in the Cote
D’lvoire the home country and in Ghana and Nigetthe, host countries; Investec and
Ellerine have operations in South Africa and Botswaand the 28 firms that are
cross-listed in South Africa and Namibia have aaraponal base in both countries.
Cross-listing in sub-Saharan Africa has been gdélgeamcompanied by an initial

public offering and/or secondary market listing.

In the EAC cross listing across national stock exgfes in Kenya, Tanzania, Uganda
and Rwanda is seen as a means to regional integrdtitegration of the capital
markets means that investors will buy and sell sées in any East African stock
market without restriction; participants in capitaarkets will freely offer their
services throughout East Africa and those idenseaurities will trade at essentially
the same price across markets after foreign exeéhadgistments. The exchanges of
these countries operate under the umbrella of EBdatan Stock Exchanges
Association (EASEA). EASEA is a member of Capitalaikets Development
Committee (CMDC) of the EAC. Other members of thdC include East African

Securities Regulatory Association (EASRA) and Eastican Stock Exchange
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Brokers Association (EASBA). The three associatibage the common objective of
integrating the three markets in order to achievewth of the market with the
ultimate aim of economic union in the EAC. The thrmarkets are aiming at
achieving this objective in a systematic, coordédatmanner that will facilitate the
availability of listed securities in the three metk simultaneously. To this end
EASEA has determined mass cross listing as theakéyity that will achieve this

objective (Onyuma et al, 2009).

2.5 Summary

A number of theories have attempted to explainitivestment activities in shares.

For instance the efficient markets theory by PaamBelson (1965) which suggests
that price changes must be unforecastable if theypaoperly anticipated in an

efficient market. The behavioral finance theory Fgma (1965) also suggests that
rational investors undo price deviation away frdme fundamental, values quickly

and maintain market equilibrium. Studies have dgubéen conducted on cross
listing such as Adelegan (2009) who observed thagsclisting was started by the
Johannesburg Securities Exchange (JSE) of SouibaAfvhen it cross listed on the

Namibia Stock Exchange. Lakonishok and Lev (19859 aonfirmed that turnover is

defined as the monthly volume of stocks traded.

Whereas evidence exists on the effect of crossebdigting on financial performance
and firm value, there is scanty literature on howss border listing may affect market
fundamentals of the cross listing firm. This stutigrefore was done to determine
whether cross border listing affects the shareidity of a cross border listed firm.
The study assisted to seek answers on the impactoss border listing on share

liquidity of firms listed in the NSE that have csdssted in the EAC market.
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CHAPTER THREE
RESEARCH METHODOLOGY

3.1 Introduction

This chapter gives the methodology that was usedadcomplish the already
established research objectives and questions, Becdon 3.2 presents the research
design, 3.3 presents target population and 3.4&nepling design, 3.5 presents the

data collection techniques and 3.6 examines the atalysis

3.2 Research Design

Research design is described as the linkage andniaegion of conditions for

collection and analysis of data in a manner thaisaat combining relevance to the
research purpose with economy in the proceduree(fdafq, 2008). Vaus (2005)
concurred with Rajendra (2008) and argue that rebedesign focuses on the
structure of an enquiry, which leads to the minatian of the chance of drawing the
wrong casual inferences from the data. Three mgiest of research- descriptive

research, observational research and experimexsaarch were considered.

This study made use of descriptive research degigacriptive research design was
appropriate since the researcher intends to tekeniation about the variables over
some period of time without necessarily maniputatihnem. It also enabled the

researcher to work with both qualitative and quatitie data.

3.3 Population of the Study
According to Panneerselvam (2004) a total populaifothe entire spectrum of a
system or process of interest. This description ndem with that of Johnston and

VanderStoep (2009) which defines a population asutfiverse of people to which the
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study can be generalized. According to MugendaMuadenda (2003), population is

a complete set of individuals, cases or objects w@mmon observable characteristics

The target population consisted of all companistedi in the NSE that have been
cross listed to other EAC stock exchanges. At thmmemt there are seven (7)
companies that are cross listed. These seven coespommed the target population

for the study.

3.4 Sample Size

This study focused on stocks cross listed in th€ Edarkets from the NSE in the last
five years where data on traded volume and preewailable for a year before and a
year after cross listing. Due to the small sizeroks listed firms in the EAC a census
study was carried out covering all companies thaiceoss listed in the last five years

from the Nairobi Securities Exchange.

3.5 Data Collection Techniques

Time series secondary data was used in the study data included prices of stocks
for cross listed companies and volume of stockdenlafor duration of two years (a
year before and a year after cross listing). Tha das collected from the NSE. A

data collection sheet was used to show particolladata relevant to the study.

3.6 Data Analysis

The data collected was analyzed using regressi@lysie. Regression analysis
assisted in establishing the relation that existsvben the dependent variable and the
independent variables. The following equations wersed to represent the

relationship between the variables:
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3.6.1 Conceptual Model

La=f(X) 1)
The above model indicates that share liquidity farection of the price of the stocks
being tradedL 4 is Share liquidity and was measured using the voluofesaded
stocks after cross listing whereas price was medsusing the prices of the stocks of
companies already cross listed. The study assunaedhte liquidity of the shares after

cross listing largely depends on the price of theres being traded.

3.6.2 Analytical Model

Lg-a+bx (2)

L 4=Share liquidity

a= Lqintercept when x is equal to zero
b = is the regression weigt#tached to independent variable and
x = the price of the traded stocks after crosmiist

The study relied on regression analysis findingse@ble to determine the strength of
the relationship between the dependent and indemenariables i.e. the relationship
between the volumes of shares traded and theegphefore and after cross listing. A
correlation coefficient was also obtained to shbe magnitude and direction of the

relationship that exists between the variables.
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CHAPTER FOUR
DATA ANALYSIS, RESULTS AND DISCUSSION
4.1 Introduction
This chapter discusses data analysis and resultexamine summary statistics, 4.3
presents estimated model, 4.4 presents the disoisssif the chapter while 4.5

presents the summary.

4.2 Summary Statistics

Correlation analysis was conducted between theageeprice of the shares traded
between June 2008 to June 2010 and the volumeaoésithat were traded for each of
the four companies that were involved in the studye findings from the correlation
analysis are discussed next.

Table 4.1: Equity Bank Limited Correlations
Variables Correlation Coefficient

Average Price of shares

Volume of shares traded after cross listing -0.7597

Source: Research data

The study sough t to establish how the Equity Béairkited Share prices are

correlated with the volumes traded after crossniystin order to attain this, the

average share price of Equity Bank Shares waslatetewith the volume of shares
traded after cross listing. The results in Tablé dbove indicate that there is a
correlation coefficient of -0.7597. This is an icakion that there is a negative or
inverse relationship between the volume of shaextet! and the average price of the
shares. This result implies that as the volumeshafres traded after cross listing
increased, the share price continued to decreaseevér this position was brought as

a result of the splitting of the Equity Bank shareApril 2009 which saw the share
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price reduce to Ksh 15.21 per share. A correladioalysis from the time of splitting
the share in April 2009 to June 2010 provides dfimeent of 0.6527. This is a strong
direct relationship between the average price aedvblume of shares traded after

cross listing.

Table 4.2: Kenya Commercial Bank Correlations
Variables Correlation Coefficient

Average Price of shares

Volume of shares traded after cross listing 0.5523

Source: Research data

The correlations conducted between the volume afeshtraded and average share
price for Kenya Commercial Bank Limited for the dtion June 2009 to June 2010
indicates that there is a correlation coefficieh0®523 as illustrated in Table 4.2
above. This implies that there is a moderate diedationship between the volume of
shares traded and the average prices after cebisgliThe findings therefore confirm
that both the volume of shares and share priceenfy Commercial Bank Limited
Shares increase after cross listing though nohatsame magnitude. This increase

therefore has an impact on the liquidity of therehdeing traded.

Table 4.3: Centum Investment Bank Correlations
Variables Correlation Coefficient

Average Price of shares

Volume of shares traded after cross listing 0.7222

Source: Research data

The correlation between the volume of shares traaled the average price for
Centum Investment Bank Limited showed the strongestelation results in the
study. It is evident from the findings in Table 4l3ove that the correlation coefficient

for Centum is 0.7222. This is an indication tha ttolume of shares traded and the
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price of the shares increase or reduce at almestséme rate. The findings also
confirm that both the volume and the price contthte increase steadily after cross
listing, an indication of greater liquidity due ¢ooss listing of the shares within the
East Africa region’s security exchange markets.

Table 4.4: Nation Media group Correlations
Variables Correlation Coefficient

Average Price of shares

Volume of shares traded after cross listing 0.0859

Source: Research data

The study also sought to establish the correldbetveen Nation Media Group’s volume of

shares traded and the share price after crossglisfithe shares. It is clear from the findings
illustrated in the table above that there is a weepk positive correlation between the price of
the shares and the volume of the shares tradecabgriNMedia Group after cross listing. This

is an indication that Nation media Group’s shamguitlity has not been affected in a

significant manner due to the cross listing ofshares.

4.3 Estimated model

The study sought to establish the effect of crimg on share liquidity. The share
liquidity was measured using the volume of shaoesfoss listed companies that are
traded after cross listing was done. Hence thesctdsting was the dependent
variable while the share price was the independariable. The findings from the

simple linear regression conducted are discussed ne
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Table 4.5: Model Summary

Change Statistics

R
R Adjusted | Std. Error of | Square F Sig. F
Model R Square | R Square | the Estimate | Change | Change | dfl | df2 | Change
1 -729(53‘ 622 610 | 196140990 622 20151 1| 98 000

Source: Research data

From the results illustrated in Table 4.6 abovesitlear that the linear regression
produced an R squared value of .622. This is aicatidn that the price of the shares
being traded explains 62.2% of the variance inlithedity of the cross listed shares.
The assumption that was first made in this studg tat the liquidity of the cross
listed share will depend on its price. The reshidse confirmed that the share price
can explain 62.2% of the liquidity of a cross liéstehare. It was evident from the
findings that cross listing of shares leads togmificant improvement of the share
price which eventually leads to enhanced sharedityu It is evident that other than
the cross listing that improves on the share pticere are some other factors that
explain approximately 37.8% of the remaining vac@ion share liquidity after cross
listing.

Table 4.6: Overall Correlations
Variables Correlation Coefficient

Average Price of shares

Volume of shares traded after cross listing 0.4130

Source: Research data

The researcher sought to establish the overalelaions for the four companies that
were involved in the study. All the volume of shateaded from June 2009 to June

2010 was correlated against the shares pricehéospecific periods. The results as
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indicated in the table above confirm that thereaisnoderate direct relationship
between the volume of the shares traded and the pfithe shares after cross listing.
This is an indication that when a firm cross lis¢sshares, there are chances that the

volume of shares traded and the price of the steaeebkely to increase.

Table 4.7: ANOVA

Sum of
Model Squares df Mean Square F Sig.
1 Regressio | 491284149
49128414991
n 913021068 1 30210.000 20.151 .000
Residual 238924085 24380008760
85502580. 98 7169.200
000 ’
Total 288052500
84632790. 99
000

Source: Research data

The findings from table 4.7 above also indicate tha results from the regression
analysis have a high significance as can be coafirby the value of .000. This is an
indication that the results can be relied uponxaaén the variance on the liquidity of

cross listed shares.

Table 4.8: Model coefficients

Standardized
Model Unstandardized Coefficients Coefficients t Sig.
B Std. Error Beta
1 (Constant) 9145129.139 2130837.672 3.985 .000
Price of 13548.724 20839.554 729 1.489 .000
shares

Looking at the results in Table 4.8 above it isacléhat the dependent variable of the
study is the volume of shares traded and this wad to measure the liquidity of the
shares. The liquidity of the shares was assumde @ function of the change in the
share price after cross listing. The study hasesioonfirmed that 62.2% of the
variance in the liquidity of the cross listed stsacan be explained by changing share
prices. From the table above it is therefore pdssib form an equation that can
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reflect the relationship between the price f a efested share and thee liquidity. The
study thus adopts a model in the form @fz19145129.139 13548.72x. This is the
model that can be used to establish the effectasfsclisting on share liquidity of the
cross listed firms in Kenya.

4.4 Discussion

The study established that there is a moderatetiymstorrelation between the
average price of shares after cross listing andvtiieme of shares traded at the
securities exchange market. This is an indicatia tross listing leads to increase in
share price and subsequently to an increase ivdhame of share that are traded.
This same position is also held by Rico (2004) \ahoees that cross listing provides
the liquidity that is important to stock exchangesl investors because it enables the
following; time trading which is the ability to esete a transaction immediately at the
prevailing price, tightness defined as the abtlitypuy and to sell an asset at about the
same price at the same time, depth which is thityabe buy or to sell a certain

amount of an asset without influence on the quptexk.

The regression results from the study indicate tmass listing of shares explains
more than 60% of the variance in share liquidityoamthe cross listed Kenyan firms.
This is an indication that cross listing actualljhances the price of the shares and
also increases the volume of the shares that adedrat securities market. This is a
confirmation that cross listed Kenya firms valuarghliquidity hence the reason why
they prefer to cross list in order to increasertsbare liquidity. William (2009) also
agrees with this view that companies’ value shayeidity for a number of reasons
such as liquid stock can be used as currency fguisitions. This allows a public

company to pursue an acquisition even if it lackffigent cash or borrowing
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capacity. Second, a company can use liquid stockh @@mponent of employee
compensation. Liquid stock is attractive to empés/because it can be easily valued

and converted into cash, and it provides tax benafid upside potential

4.5 Summary

It was clear from the results presented above ¢hads listing of shares in other
security exchange markets have the potential oareihg the price of the share and
also increasing the volume of the shares beingttadll these developments have an
impact on the liquidity of the shares since atéasing prices, more and more people
are willing to purchase as others dispose theireshan order to make profits by

selling at higher prices.
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CHAPTER FIVE
SUMMARY AND CONCLUSIONS

5.1 Introduction

The aim of this study was to establish the efféaross listing on share liquidity. The
study focused on companies that are listed in Marobi Securities Exchange that
have also cross listed their share in the otheurggcexchange markets within the
East African Region. In this chapter 5.2 presentsimary of findings, 5.3 the
conclusion, 5.4 views the recommendations wherg agives suggestion for further

research.

5.2 Summary of the Study

The purpose of this study was to establish thecefbé cross listing on the share
liquidity of shares listed on the Nairobi secustiexchange. Secondary data was
collected from four Kenyan companies that are cligésd in other security exchange
markets within the East African Region. These caomg®m include: Kenya
Commercial Bank Limited; Equity Bank Limited; NaticMedia Group Limited and
Centum Investment Bank limited. The data was obthiinom the Nairobi Securities
Exchange. The data was in quantitative form antistbric nature since it involved
prices of stocks for the four companies and volutngded since June 2008 to June
2010. The study targeted data for 7 companiesagatross listed but complete data
was available for only 4 companies. This implieattthe study achieved a response

rate of 57% in data collection

It was established that there is a positive retatiip between the liquidity of shares
and cross listing among three of the companies ghdicipated in the study. The

results from one of the companies indicated a gtrdimect relationship; another
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company indicated a moderate direct relationshigvéen share liquidity and cross
listing whereas results for the third company wpibsitive correlation had a very
weak direct relationship. This is an indicationttihare liquidity is affected by cross
listing which usually leads to change in price loé tshares in question. However it
was evident that one of the companies had a siroregse relationship between its
liquidity and cross listing of its shares. The stedtablished that this happened due to
splitting of the company’s share that saw its pdcastically reduce to very low levels
thus causing an inverse relationship. A correlatenmalysis conducted for the
company after share split confirms that there strang positive correlation between

share liquidity and cross listing.

The findings from a simple linear regression conddavhere share liquidity was the
dependent variable and price of the share aftessciisting was the dependent
variable indicate that cross listing of shareseases the price of the shares and this
in turn leads to an increase in the volume of shasded. The study established that
cross listing explains 62.2% of the variance inrghHauidity for cross listed firms
while the remaining 37.8% of the variance is expddi by other factors outside this
study. It was clear from the findings that crosgtiig of shares in other security
exchange markets has the potential of enhancingptive of the share and also
increasing the volume of the shares being tradddthase developments have an
impact on the liquidity of the shares since atéasing prices, more and more people
are willing to purchase as others dispose theiresh&n order to make profits by

selling at higher prices.
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5.3 Conclusion

The research findings have confirmed that thergeiserally a moderate positive or
direct correlation between the liquidity of a shareone hand and their prices on the
other. From the study it is clear that whenevehaes is cross listed, its price tends to
increase and this leads to high volumes of the dasimgg traded and this eventually
translates to higher share liquidity. The regrasdimdings affirm that a greater
percentage of the variance in the liquidity of assrlisted share largely depends on its
prices. Cross listing makes share prices to ineraasl this translates to better returns

to investors.

5.4 Recommendations of the Study

The study has so far established that cross listirgipares has a significant impact on
the liquidity of that share. It will be importardrfmost of the Kenyan companies to be
encouraged to cross list their shares in the redjisecurities exchange market. This
will be a sure way of enhancing the liquidity ofetth shares as the others have

managed to do.

It is also clear from correlation results that ther a positive relationship between the
price of cross listed shares and the volume ofeshtteaded. It will be important for
Kenya companies to be encouraged to focus on hdkiigshares cross listed since
this will assist them improve their share pricenadl as increase the volume of shares
that are traded. It will also enable them to prevadwider market for trading of their

shares within the region.
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5.5 Limitations of the Study
The study focused on only a few companies sincairbg the relevant data from the
Nairobi stock exchange is relatively costly. Thisoadictated the duration that was

covered for this study.

Some information on some of the cross listed conggawas not available for the
years under consideration and this made it impltes$édy them to be included in the

study.

5.6 Suggestions for Further Research

The results from regression analysis have indicéitat a variance of 37.8% on the
share liquidity can not be explained by crossrtiThis is an indication that there
are other factors that can explain this varianceill be prudent to carry out a study

on the other factors that explain this variance.

It will also be important to conduct a comparatstady on the effect of cross listing
on the liquidity of Kenya cross listed companiestmdompanies from other countries
that are cross listed in multiple security exchamgarkets. This will assist in

establishing any similarities and differences thay exist.
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APPENDIX I: NSE CROSS LISTED FIRMS

Company Primary Date of Bourse where
Listing Cross Listing cross listed
EABL NSE 27th March 2001 USE
Kenya Airways NSE 28th March 2002 USE
Kenya Airways NSE 1st October 2004 DSE
EABL NSE 29th June 2005 DSE
Jubilee Insurance Holdings NSE 14th February 2006| SEU
Jubilee Insurance Holdings NSE 27th June 2006 DSE
KCB NSE 29th Nov. 2008 USE
KCB NSE 8th June 2009 RSE
Equity Bank Ltd NSE 18th June 2009 USE
Centum Investments NSE 11th February 2010 USE
Nation Media Group NSE 2nd November 2010 RSE
Nation Media Group NSE 19th October 2010 USE
Nation Media Group NSE 21st February 2011 DSE




APPENDIX Il: DATA COLLECTION SHEET
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