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Abstract

Using a sample of firms from emerging European migrkve research the effects of different
variables on a firm’s decision to go public andfpss-list abroad. We find that: 1)
profitability does not appear to influence any loé two decisions; 2) leverage is negatively
related to the probability of going public; 3) coampes with higher growth in sales are more
likely to cross-list; 4) companies from countrieghabetter macroeconomic conditions but
worse shareholder protection have higher probghititlist abroad. Our results show that
there are notable differences between the detemtsinaf listing in European emerging
markets and other countries researched previousdylitionally, we present a practical
management tool for modelling the listing decisigveloped on the basis of the results
obtained.

Keywords: European emerging markets, listing, IPO, crogsilis determinants
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1. Introduction
According to a recent survey by Ernst & Young (FER811) with 672 companies

going public all over the world in the first half 2011, the market was dominated by IPOs
from emerging economies. lllustratively, in the@ed quarter of 2011, 67% of all IPOs were
conducted in developing countries, as well as gbxob the ten largest IPOs originated there.
High IPO activity in developing countries and iteoemous growth potential create a vast
space for research and motivate us to fill theigape existing literature, which at the
moment fails to concentrate on European developaonomies when assessing specific
factors as the determinants of companies’ listegsions.

Being a very complex, costly and time-consumingepss, a public offering requires
from a company that decided to list its shareeotigh analysis and consideration of
various aspects. While in developed countries nrdggmation both from researchers and
practitioners is available for companies that cdeslisting, companies in emerging markets
face a more uncertain environment.

We believe that the recommendation to list canecgéneralized into one single
suggestion for all companies: different charactiesof firms and external environments
play a vital role in identifying the most benefiotgption. The existing literature fails to look
more specifically at these factors and their impexcthe cost-benefit ratio of listing for
companies from European emerging economies. Thegurpose of the current paper is to
investigate the impact of these characteristicBrors’ decisions concerning initial and
subsequent listings and based on that producelm&devhich would serve as a practical
tool for companies from developing countries th@isider a possibility of going public.
Hence, in order to conduct an investigation, wengethe following research questidiiow
different characteristics of companies and enviroemts in European emerging economies
affect the decision of firms to list their shares”

A number of studies, discussed further in theditere review section, concentrate on
investigating domestic and foreign listings, aslwaslbenefits, valuation and cost of capital
gains associated with them. However, to our bestiedge, none of them focuses
specifically on firms from European emerging ecoreswhen researching positive
examples of listing.

A few research papers exist that make an attempetuify these characteristics;
however, they either concentrate on firms incorfeatan a particular market (Yafeh and
Blass (n.d.), Mayur and Kumar (2007), King and Zh&2009)) or, in contrast, use broad
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mixed samples not differentiating between compafmaa countries with different
development levels (Saudagaran (1988), Pagano 08a12)).

Summarizing, the current paper aims at adding istiag literature on the topic by
looking specifically at companies from European eagimgy markets, which nowadays show a
great IPO activity potential, and identifying céntaharacteristics that are related to a
successful listing. In this study we aim at pronglivaluable insight on the issue from
different perspectives. First, we present a broadlcmprehensive literature survey on the
topic of listing covering findings from differentiie periods and very distinctive markets.
Next, it appears that a very limited number of &aan the drivers of listing exists due to the
complications researchers face during the dataegathprocess; the fact was admitted by a
number of researchers, e.g. Albornoz and Pope j20@d#Brav et al. (2006). Consequently,
in order to perform our empirical analysis, we datk special attention to the data collection
process, exploit a number of available sources, asditionally, collect certain data
manually. Finally, we go further in order to shdwve practical application for the results of
our research; on the basis of our empirical findjnge produce a unigue guiding tool which
afterwards can be used by managers and help toeduine and costs of the decision-making
process, as well as enhance the quality of liddegjsions.

Additionally, we believe that the current study @dso be of interest for emerging
countries’ stock exchanges, i.e. by providing tdotsa cheaper and faster listing decision,
the study can help to stimulate more companiestoThis, in turn, produces a positive
effect on local capital markets. According to thmelings of Hargis (2000) in his paper
“International cross-listing and stock market depehent in emerging economies”, even
globalization and international listing improve destic market’s liquidity and diversification
options.

The rest of the paper is organized as follows.i&edt presents a comprehensive
literature review discussing evidence on diffetgpes of listing from various perspectives,
which leads to the development of the hypothessteden the current study. As our dataset
is new, Section 2 describes data sources and tioligarocedures in detail. Next, in Section
3 we present the methodology used for the empitésds. Further, Section 4 presents the
description of the sample, and in Section 5 we shondidiscuss the findings obtained
through applying our multivariate methodology. Tractical guiding tool derived from our
empirical findings is presented in Section 6. Eually, in Section 7 we present our

concluding remarks on the research done.
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2. Literature review and hypotheses

Being one of the most important decisions in a’Broperating life, a public offering
has always attracted much attention of researcBéfsrent study approaches were
employed in order to investigate the phenomenoneapthin its motives and actual
outcomes. However, in spite of the fact that tle@eenumerous academic papers on the topic,
only limited empirical evidence on what exactlyetetines the listing exists.

Brav et al. (2006) and Albornoz and Pope (2004)iatrat it is difficult to
empirically investigate the determinants of firrdg'cisions to go public due to data
constraints. Ritter and Welch (2002) suggest tmatifficulties in empirical tests of formal
theories of IPO activity arise from the fact thedearchers can only study sets of publicly
listed firms, as for those companies which wergilelie to go public, but chose not to do so,
there is a general lack of data.

Nevertheless, this did not prevent some researétmrsobtaining significant results
and making reliable conclusions. The following ®di®ns of the paper review both
theoretical and empirical research on benefitgscaisd determinants of Initial Public
Offerings and cross-listings; based on these folihypotheses for the current study are

developed.

2.1. Why companies go public

Going public implies sacrificing private benefitsomntrol for the advantages of
being a publicly traded firm. Therefore, the demisio conduct an IPO should be made only
when the added value of being listed outweighsapeibenefits of control.

Most studies cite pecking order of financing wh&tdssing decision to go public.
According to this theory, companies first use in&ffinancing, then turn to debt financing as
long as it is sensible; and only then issue eqtitgrefore, the most cited reason for going
public is equity capital raising. However, as ndbgdBooth (2007), this cannot be the only
reason, as many companies go public without raisimgnew capital; additionally, there are
options to raise capital even without a publiarigt Moreover, an IPO process itself is often
too costly comparing to other capital raising opsio

One of the most comprehensive and widely citedissuon the topic, as well as one
of a few reliable empirical studies, is a papePagano et al. (1998) “Why do companies go
public?” This article provides an overview of m#éneories concerning the decision to go
public. According to them, the benefits that compamay get through an Initial Public

Offering include: overcoming borrowing constrairds/ersification, liquidity, stock market
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monitoring, enlarged set of potential investorsréased bargaining power with banks,
exploitation of mispricing and finding an optimahwto transfer control. Moreover, there is
evidence that an IPO helps initial owners to cagheven if this reason is not the one that
appears in prospectuses (Roell, 1996).

Additionally, other widely recognized IPO advantageonsistent with Ritter and
Welch (2002), Roell (1996) and Clementi (2002))ude an objective valuation of a
company, increased public awareness and reputhgaires. A publicly listed firm also has
opportunities for share participation schemes fanagement and employees, which enhance
their loyalty and motivation.

However, according to Ritter and Welch (2002), nuenficial reasons for going public
have only a secondary role in the decision maknoggss. The main motivation, according
to the authors, remains raising of capital.

Brau and Fawcett (2006) research the relative itapoe of these theories in a survey
of 336 CFOs and find that the primary motivationdonducting an IPO is business
valuation. Capital raising does not appear to berayithe most important reasons, as stated
in most previous studies. Instead, somewhat sumghs one of the most important motives
for going public, cited by CFOs is the creatiorpablic shares for future acquisitions.
Another significant IPO incentive according to tiesults of the survey is establishment of
the market price of a firm, which is also linkedhe future acquisition motive, sometimes
serving as the first step for the latter one.

Overall, it appears that listing incentives diféggnificantly across companies which
belong to various markets and time periods. Thotlghresearchers cannot agree on the
relative importance of the motives, it is clearttiheere are numerous benefits companies may
gain with a public listing, and they address vagyittmands of companies with very different

characteristics and goals.

2.2. Why companies stay private

Despite all the benefits of going public, relatiwéw companies list their shares.
Most of the firms remain privately owned, which gagts that this option also has some
benefits compared to going public.

Brav et al. (2006) name the following reasons &naining private: first, consistent
with Booth (2007), financial costs of public listing etb registration and ongoing
administrative costs — are very high, thus, mostganies cannot afford public listing until a

certain stage of their lifecycle; secondly, the cwon fact of IPO underpricing prevents some



Jelena Gvardina, Jdena Sahovska 10

companies from going public. Additionally, publicrapanies face increased information
disclosure requirements comparing to their privatetned peers. Finally, loss of private
benefits of control is among the costs of an IP@asons to remain private.

Booth (2007) adds to the previous study by indngatndirect costs of an IPO, which
include exposure to shareholder lawsuits and manegedistraction.

Brau and Fawcett (2006), who survey CFOs, find tloatrol maintenance is the main
motivation for staying private. Other big conceohCFOs, which do not appear in other
studies, are market and industry risks.

Consequently, all the above-mentioned factors continat before conducting an IPO
companies must carry a thorough and time-consuanadysis weighting all the benefits and
costs public listing may ensure for a specific campwith its particular characteristics.
Hence, investigation of the relationships betwd®sé characteristics and the decision to go

public is of high importance.

2.3. Determinants of an IPO

Even though, as stated previously, empirical retean the topic is limited, there
have been successful attempts to research detertsiolan IPO. Some of the conclusions
on how different variables affect the probabilifylisting are consistent and do not seem to
carry any uncertainty; however, for a number oedeinants studies appear to provide
different evidence on the relationship dependinghenmarket a paper is focused on,
different proxies employed, and the time when refewas carried out.

Again, the most reliable and cited paper on théectspthe one by Pagano et al.
(1998), examining a sample of Italian companie® atithors’ results indicate that the
likelihood of conducting an IPO increases with meréase in aompany’s sizeTlhe fact that
the size of a company is positively related togrebability of going public was also
documented by Chemmanur et al. (2010), AlbornozRoyk (2004) antlayur and Kumar
(2007). To our best knowledge, no study has shaimtto be either insignificant or
negatively related to the likelihood of an IPO, ehis somewhat obvious: a company has to
be of a relatively large size in order to be ablafford the costly procedure of public listing,
as well as to be able to appreciate the benefitB@mrovides.

However, there are other variables of interest whadfects on the probability of
listing show more controversy.

Clementi (2002) finds that operating performancerofitability of a firm measured

as Return on Assets, has a positive effect onkb&Hood of an IPO, as it peaks in the fiscal

10
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year prior to the event. Two market-specific staditso find profitability to be positively
related to the probability of conducting an IPO:yMaand Kumar (2007) in a study of Indian
companies use return on net worth as a proxy fiomes profitability, andBoehmer and
Ljunggvist (2004), who research German firms, mskistry—adjusted return on sales. An
interesting explanation many authors present igatithat a company’s management use
“timing” in order to gain larger benefits from ggipublic; namely, they specifically choose
the time for listing when a company shows high pability. When managers are aware that
it is only a short-term phenomenon, they expeat$tors to perceive the firm as more
valuable than it really is, and thus, overvalueghares. Such an explanation confirms again
that information asymmetries may significantly ughce the listing decision.

However, there is also a contradicting finding: éioz and Pope (2004) report a
negative effect of profitability, measured as retan assets, on the probability of listing in
their study of firms going public in the UK. Thethars explain it with the fact that profitable
firms have more opportunities for internal finargsitherefore, fewer incentives to seek
financing in capital markets.

The noted controversy leads to the developmeritefitst hypothesis of the current
paper. As long as going public is a costly proceditris possible that only better performing
companies in emerging markets can afford it, thugsstate that'Profitability positively
affects the probability of going public for a compg from an emerging European
country”.

Another variableSales growthshows firms’ current and future investment needs,
well as changes in customer base. The growth isdfoal significantly positively influence a
firm’s probability of going public by Fischer (200@vho research German technology-based
firms, and Brav et al. (2006), with a sample of tis. This firm characteristic does not
appear to urge discussions among researchersigboupact on the decision to go public.
Boehmer and Ljungqvist (2004) prove this relatiopsrsing a more advanced approach,
namely, by adjusting sales growth by industriese@manur et al. (2010) also report that
sales growth positively affects the probabilitygoing public. Additionally, Qin et al. (2011)
highlight that the median sales growth of compatti@s go public in their sample was over 9
times larger than the same value for the groupofganies that stayed private.

Next, as noted by Fischer (2000), the probabilitg &irm to go public is positively
affected by its proportion of intangible assetpraxy for a company’siskiness Mayur and
Kumar (2007) also find riskiness measured in teesavay as one of the most important

determinants of an IPO. Riskiness is also fourybiitively affect the likelihood of a public

11
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listing in a study of US firms by Chemmanur et(aD10). The authors use cash flow
riskiness or capital intensity defined as a fircepital stock over total employment as a
proxy.

Such a relationship is mostly attributable to theibification motive, which states
that the riskier operations of a company are, theemeluctant its owner is to make large
investments and risk with his/her own capital; tthedshe may choose to reduce the share of
ownership to diversify the risk.

In turn, Boehmer and Ljungqvist (2004), who stuldg tPO decision on a sample of
German private firms, research the relationshipieen the probability of listing on a stock
exchange and future uncertainty, calculateithig a company’s age and the volatility of daily
stock returns of companies within an industry. Tdighe reports positive relationship, the
results are not significant even at 10% signifiealevel suggesting that the diversification
motive does not hold among German companies.

It should be noted that all of the abovementiortadiss focus either on particular
markets or on a specific industry, which coulduefice the results obtained. Consequently,
the presented findings can be only partially apyllie to different environments. Thus, we
develop the second hypothesis stating tRatkiness level is a significant determinant of
the probability of a company from an emerging Eurean market to go public, and the
relationship is positive”

In turn, Helwege and Liang (2002) research rislgreesa determinant of going public
proxied byleverage They find a strong positive relationship betwé®nlevel of leverage
and the decision to go public. This finding suppadhie pecking order theory of financing,
which predicts that companies prefer internal faiag, and, if it is not available, they rather
turn to bond markets leaving equity as the lasbopt

Fischer (2000) also finds that leverage positiafgcts the likelihood of conducting
an IPO, which again is presented as supportiveeeci for the motive of overcoming
financial constraints: when a growing company ndadds to finance its growth, but cannot
take more debt, it seeks for financing in equitykats.

However, consistent with the findings of Paganal£(1998), Mayur and Kumar
(2007) state that Indian firms are not motivatedibgncing needs, as the coefficient before
leverage is insignificant.

Moreover, Albornoz and Pope (2004) find a contremticnegative effect of leverage
on the probability of going public in a study afrfis listing in the UK. The authors suggest
that this can be explained by the specifics ofntlagket: firms going public in the UK may

12
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predominantly pursue other goals than satisfyingriting needs and balancing capital
structure. They suggest that increased visibilitgl Bquidity incentives are more important
for companies that decide to list on LSE.

As long as for companies from emerging markets-flehhcing might be more
available than equity issuance due to less develtqmal stock exchanges and equity
markets, our third hypothesis statdsverage positively affects the probability of a
company from an emerging European market to list arstock exchange”

Additionally, there is some evidence that othen§i characteristics may affect the
decision to go public. For example, Qin et al. (B0test companies’ credit ratings as a
determinant of going public. Though the coefficeeappeared to be insignificant, the authors
note that the variable entered regressions wittmaistent negative sign. Such a result is also
considered to favor the pecking order theory, ahatws that companies which face greater
barriers in bond markets, including higher costielbt, are forced to turn to equity issue.

Existing studies on the determinants of IPO eitwrcentrate on specific industries
or control for industries. Consistent with Pagahale(1998), Brav et al. (2006) state that a
firm is more likely to conduct an IPO when its ist@ent opportunities are large, meaning,
whenindustry market to bookaluations are high. Such information is opent@nrharket;
thus, representatives of “hot” industries may lmeped to extract the benefits of high
valuation by “timing” their IPOs. Additionally, asted in Qin et al. (2011), a number of
studies, namely, Benveniste et al., SubrahmanyahTaman, Mello and Parsons and Van
Bommel, suggest that companies from industries e/lhrdormation plays a vital role, such as

the retail, transportation and service industraes,more probable to list in order to exploit
the benefits of information externalities

However, cost of debt, the industry to which a campbelongs and other factors are

mostly used as controls, which will also be donthancurrent paper.

2.4. Why companies cross-list

After a company conducts an Initial Public Offeriitgnay consider subsequent
equity offerings abroad. The benefits companiedrget foreign listing sometimes are not
obvious; however, there is quite a broad set efdiure that discusses the topic and sheds
light on the motives for cross-listing.

As reported by Karolyi (1998), the cost of capdflUK cross-listed firms in the
United States on average shrinks by 2.64% afteevkat of cross-listing. Karolyi (2006),

Domowitz et al. (2001) and Karolyi and Gagnon (20dl80 agree that cross-listed firms gain

13
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access to cheaper and larger pools of capital congpsp their domestically-listed peers due
to a lower risk premium on market portfolio.

While most of the papers look at short-term effedthsting abroad, Foerster and
Karolyi (2000) examine long-term effects. Thoudte bverall findings are not reassuring as
in three years after the issue cross-listings apjoeanderperform local market benchmarks
of comparable companies, the authors record afigni outperformance of the benchmarks
for companies from countries with low accountingnstards, which usually characterize
emerging economies. Sarkissian and Schill (2002yrin, document a significant reduction
in cost of capital over five-to-ten year perioceafthe listing.

Different theories were developed in order to explae occurrence of cost of capital
gains. At the early stage of cross-listing beneifiigestigation researchers mostly focused on
themarket segmentatidmypothesis, which states that there are internalionestment
barriers, and, by listing abroad, a company becamme accessible to global investors.

Lins et al. (2000) investigate access to external capital markeis a motive for
cross-listing. Differentiating between developed amerging economies, the authors
showed that for companies from the latter onesishas important benefit of listing in the
U.S. Specifically, the authors find that in contrimscompanies from developed countries, the
investment to cash flow sensitivity decreases Baganitly after companies from emerging
economies go public. Moreover, a survey of commm@ienual reports shows that companies
from emerging markets mention access to extermatatanarkets as a motive more often.

By Karolyi (2006) listing in a foreign markbétoadens the shareholders basad
allowslarge institutional investorfrom abroad, who add to effective monitoring of a
company’s activities, to invest in a company.

Investor recognitiorypothesis developed by Merton (1987) is built loa t
assumption that investors buy only securities alduth they know. Consequently, reaching
a larger amount of potential investors due to chissisg allows more investors to take small
positions in the security eliminating additionaéprium for undiversified risk. This motive
has been explored by a number of studies (Ahedralke, 2004; Ammer et al.; 2004 Baker et
al, 2002; Lang et al., 2002).

Fedulova and Kuzmyn (2008) research motivatiorth@fUkrainian companies going
public abroad and find that primary determinantdudeincreased prestigandfundraising
for further development and growth. Other poputarsons covered in the paper include
signaling about a company’s qualifynproving liquidity minimization of cost of capitand
better bargaining powewith banks.

14
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Cetorelli and Peristiani (2010) also name prestigi@n important motive for
companies to cross-list. The authors find evidehaethe future valuation dependstbe
prestige of a listing market.e. listing on a market which had been more tigess that the
market of origin prior to the event leads to valuatgains. Moreover, valuation of a firm
continues to respond to the listing market’s pgestifter the event. If the market develops,
irrespective of its past performance, its firmsueincreases.

Karolyi (2006) and Lang et al. (2002) also investegthe relationship between cross-
listing and companies’ information environment. IBpapers provide evidence that
information environment, namely, analyst coverage farecast accuracy increase after
listing abroad, and cross-listed companies expegidéigher valuations, which supports
visibility hypothesi®f cross-listing.

Baker et al. (2002) additionally cite increasedhfs visibility in the eyes of its
customers, suppliers, creditors and host goverrsrenone of the motivations behind going
public abroad.

Generally, when a company becomes more visiblenatmnally, its shares are likely
to increase in price, the effect known gwxiae discovery(Karolyi, 2006; Claessens and
Schmukler, 2007). However, the price effect dagsseem to be permanent and is very
likely to be dependent on many more factors thahipternational visibility.

Next common motive for cross-listingimmproved liquidity The motive is empirically
investigated in a paper Mou et al. (2011), where the authors use tradirigme as a
measure of liquidity and conclude that cross-Igsisassociated with increased stock
liquidity. Notably, they also document this efféatbe persistent in the long-run.

While most previous papers investigate cross-tistmotives empirically, there are
two important papers discussing reasons, costbanefits of listing abroad written by
Mittoo (1992) and Bancel and Mittoo (2001), whovay European and Canadian Managers
of the U.S.-listed companies. The cited reasonsrass-listing are very similar across two
samples of managers; however, the relative impogtah reasons is perceived differently.
“Increased liquidity, prestige and image$ the most important benefit of foreign listing b
the European managers, while Canadian ones {@hoevth of shareholder base/appeal to
foreign investors’the highest.

However, a study by Houston and Jones (2002) steytiest these perceptions may
have changed over time. When conducting a similatysto Mittoo (1992) 10 years later

they obtain different results. Increased tradinlyin and greater analyst coverage, for
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example, gained importance as benefits of foragimgy). Moreover, new benefits for foreign
listing were cited, such asproved credit ratingandease of employee stock acquisition

A major shift of attention occurred in the late 9@%en scholars started investigating
governance motives of cross-listing related to st@eprotection, agency costs, etc. The
relatively newbonding hypothesisvhich largely explains valuation gains of crossed
firms, was developed. The hypothesis states thahgany bonds itself to a market with
stronger investor protection, better disclosuraimegnents, etc., compared to its domestic
market. Bonding lets a company signal respecstmitestors, providing them with better
protection and, consequently, higher stock ret{insg and Segal, 2008).

O’connor and Phylaktis (2010) find that firms usydlond to exchanges of common
law countries, namely the United States and theéddri{ingdom since these systems offer a
better protection to investors. Largely as an ¢fééthe legal bonding, corporate governance
of a company improves as its minority shareholéexome better protected against
managerial private benefits of control and selflidga Karolyi, 2006; Coffee, 1999; Stulz
1999).

One more benefit of listing abroadrexduced information asymmetogtween the
issuing company and listing market’s investors,clihiesults from the requirements of
increased ongoing disclosure. Reduced informatsymanetry is likely to reduce the
probability of extraction of private benefits ofrtml by a company’s management (Shleifer
and Wolfenzon, 2002). However, Caglio et al. (20drbue that only mature firms with a big
share of foreign sales can overcome the probleimf@fmation asymmetry by listing abroad.

A significant relationship between the quality ofjgorate governance and firm
valuation, recorded by Salva (2003), shows thatpzaories from countries with poor investor
protection, accounting standards and concentrate@iship structure experience larger
positive abnormal returns around the cross-lisingouncement.

In contrast to many studies that investigate ecanaonsequences of cross-listing,
Miller and Lel (2006) examine a direct outcome offorate governance: a company’s
ability to dismiss a poorly performing CEO. Suppagtthe bonding hypothesis, they
document a stronger relationship between the CE@Wer and firms poor performance for
companies that cross-list compared to those thabticAdditionally, they note that the effect
is stronger for the companies coming from countréh low investor protection levels.

However, the bonding hypothesis became a targaiuch critique. Licht (2003)
notes that there are cross-listing examples wherpaaies issue shares in countries with less

stringent requirements, which leads to a concluiahsome firms list abroad to “avoid”
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tighter scrutiny domestically. Further, supportthg previous finding, You et al. (2011) find
no relationship between listing premiums and inmeptotection level of listing countries.
Karolyi (2012) attempts to answer the questionsecby the bonding hypothesis
opponents. However, he admits that critics’ arguishare robust and further research is
needed to investigate whether foreign listing dbtyaovides substantial improvements in

corporate governance of firms.

2.5. Why companies choose not to cross-list

Despite all the potential benefits of foreign higjj relatively few companies decide to
pursue this option. This creates a field for rese@f foreign listing barriers, which do not let
most of the companies issue shares internationally.

The aforementioned survey-based study by Mitto®@2) @xamines potential costs of
cross-listing and concludes that 60 percent oftheagers surveyed consid@mpliance
with higher reporting standard® be the main cost associated with foreign Igstida big
fraction of European managers diR and road showas a major cost associated with
foreign listing.Legal feesare also considered to prevent many companies lfsbimg abroad.
Overall, 60 percent of European managers and &epeof Canadian surveyed by Mittoo
(1992) believe that costs of listing abroad outwelge potential benefits.

The investigation of costs of foreign listing abggpears in the research by Fedulova
and Kuzmyn (2008).The authors study Ukrainian camgzgmand determintme consuming
procedureof foreign listing and theequirements of foreign stock excharagethe largest
barriers to foreign listinglanagement timeénvestment bank feesmdunderpricing costare

cited as the most significant costs associated f@itign listing.

2.6. Choice of alisting market

Overall, the decision to go public, including theice of the listing market is a
complex one, influenced by a variety macro and oagpecific factors.

Sarkissian and Schill (2012) study how preferemddsreign listing markets changed
over years. In the beginning of the®a@®ntury there were five options for listing abroad
Switzerland, the Netherlands, Belgium, France,tardJnited Kingdom. By 1990 the
number of foreign exchange markets increased td 34 largest host markets by number of
foreign companies listed by 2009 have been theedritates(1415), the United
Kingdom(494), Luxembourg(285), France(208), Gernfa89) and Switzerland(176). By the
end of 28' century, more than 80% of all cross-listing acyivibncentrated in top-6 markets

(the U.S., United Kingdom, Luxembourg, Canadayltaid France). Claessens and
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Schmukler (2007) also find that the choice of arlgsmarket is limited to a few well-
developed markets.

Sarkissian and Schill (2012) also present a congm&ifie study of overseas listing
valuation gains and factors associated with themeyTind that companies achieve larger
cost of capital gains if they list on markets lartfen their home markets, with additional
disclosure requirements, better legal protectiahranre liquid. However, the largest gains
appear to be associated with listing on those nisskbere a high proportion of a company’s
exports go.

A somewhat puzzling result was obtained when examirelationship between the
cost of capital and the correlation between honefareign equity markets. Obtained
negative relationship contradicts to the hypothetdiversification motive; however, the
authors point that this outcome is consistent wittocumented companies’ tendency to list
on more familiar and, thus, correlated markets.

O’connor and Phylaktis (2010) find that companesgitto list in countries withetter
investor protectioranddisclosure requirementSarkissian and Shill (2004) find proof
for“proximity preferences” saying companies are more likely to list on either
geographically, economically, industrially or culilly close markets. These preferences are
also referred to as theme market biagHowever, the same authors find no significant
relationship between cultural familiarity, industrstructure similarity, geographic proximity
and permanent cost of capital gains, when conduetistudy eight years later (Sarkissian
and Shill, 2012).

Additionally, Fedulova and Kuzmyn (2010) clexel of liquidityin a foreign
exchangeamount of fundseeded, company&zeandrecommendationsom analysts as

the most important factors influencing the choitea tisting market.

2.7. Determinants of listing abroad

Cross-listing is certainly a very complex processnpanies that decide to list abroad
have to consider all the evident and hidden benafitl costs before making the decision.
However, understanding the determinants of thecehta cross-list can make the process less
complex and time-consuming.

Saudagaran (1988) was one of the pioneers in tegfolisting patterns research
field. With a sample of matched foreign listed aoanestically listed companies covering 8
major financial markets he investigated the deteamis of firms’ decision to list abroad. The

author documents that this decision is significaptisitively influenced by theelative size
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of a company within its domestic market. LargemBrhave more resources for the costly
procedure and research; Claessens and Schmuk@f)(@0d Caglio et al. (2011) also find
that the size of a firm, measured as total assepgsitively related to its probability of listing
abroad.

Profitability and returns of firms are also amohg most popular determinants of
listing abroad. Yafeh and Blass (n.d.), who rededi-Aviv companies which list
domestically or in the US find that companiesfigtin the US have lowearofit margins
than local issuers prior to listing.

Another study by Claessens and Schmukler (200R)eptte relationship to be
significant and positive specifically on a sampiditons from developing economies. In turn,
by Caglio et al. (2011) greater ROA figure decrsdke likelihood of a foreign listing for a
firm, which is also consistent with the findingsRdgano et al. (2002) when they research
European firms listing in the US.

The researchers provide very diverse evidence@nrefationship; however, it might
be expected that only the best-performing companiemerging markets can afford
international listing. Thus, we propose our fouryipothesis Profitability positively affects
the probability of cross-listing for a company froen emerging European country”

By Saudagaran (1988) decision to list abroad isifsogntly positively influenced by
foreign activities of a company: tipeoportion of foreign salesvhich supports the visibility
motive; and the@roportion ofemployees in foreign countrigdowever, investment in foreign
countries measured by theoportion of foreign book asseappears to be not a significant
determinant of listing abroad, which contradictshte political motive discussed by the
author stating that foreign listing provides thedig of local support and recognition
important for companies. However, the author adthis the absence of relationship may be
caused by the flaws of the data used in the sfeoleign sales are also proven to positively
affect the decision by Claessens and Schmukler7)28@d Caglio et al. (2011).

Growth, calculated asales growthis reported to significantly positively affeceth
decision to list abroad by various other reseasféafeh and Blass (n.d.), Claessens and
Schmukler (2007) and Caglio et al. (2011)).

However, there is a contradicting finding Bgigano et al. (2002). When they turn to
investigation of European companies’ decisionsstoelsewhere in Europe, it turns out that
the figure on growth is an insignificant determinahforeign listing.

Though the abovementioned study concentrates oopEan companies like the

current paper, we do believe that there must befgignt differences between samples that
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are comprised of observations from the Western ggiroe. developed countries, and
European emerging markets. We argue that growingpanies from emerging markets have
fewer opportunities to raise capital locally tharit peers from the developed countries; and
thus, the following relationship must hol@®ales growth positively affects the probability of
a company from an emerging European country to cselsst”.

King and Zhang (2009), who investigate Chinese cmgs, perform a multivariate
analysis differentiating between the listing mask&onsequently, they find that
determinants of listing decision depend on the ahoi a host market. For example,
Singapore listings suggest that smaller, higheetieged, more profitable, higher-growth, and
non-high-tech companies are more likely to lisBingapore rather than domestically; while
for Hong Kong strong evidence exists that the efze company is positively related to its
probability to list abroad.

The link between thical stock market developmearid cross-listing activity has
become a topic for a plenty of academic papers.d¥ew results of previous studies are
somehow contradictory. Moel (2001) and Karolyi (2pfind a negative relationship,
meaning that the better developed equity markeiergdly have fewer companies that cross-
list. Claessens et al. (2006) test the resultsasblgi and report that companies from better
developed equity market are more likely to crossii the nearest future, which is explained
from the point of view of international investoveo are more likely to invest their funds in
companies from more favorable domestic environments

According to Claessens and Schmukler (2007) andicCeal. (2011), firms that are
more likely to internationalize generally come frolmmestic environments withetter
macroeconomic conditiortisutworse institutional environment$he choice of the listing
market seems to be largely attributed to overcorhmge market’s institutional
disadvantages. This is also consistent with anraegii by Doidge et al. (2008) that firms in
countries with weak securities law benefit from @hoig to a country with stronger securities
law.

Korzak and Korzak (2011) review the abovementiostedies, run their own tests
and conclude that the relationship between locaksiarket development and cross-listing
activity changes at a certain level of market depeient. When the market is not developed
enough, it cannot satisfy the needs of local congsaand they tend to go abroad, but, with
the growth of competitiveness of the market, maor@ more local firms decide to list

domestically.
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As long as emerging economies are generally moge apd dependent on trade,
which leads to a large amount of companies havirginiess relationship with partners from
other countries, our sixth hypothesis statébere is a positive relationship between the
level of the home country’s trade openness and piebability of a company to cross-list”.

Further, as long as emerging markets are mostlsacterized with quite low
shareholder protection and disclosure standardsigio companies may be less willing to
have business relationship with firms from suchimmments. Thus, we believe that, in
accordance with the bonding hypothesis, compani#s €merging markets may view cross-
listing as an opportunity to improve and signaletgel of corporate governance.
Consequently, we hypothesize thahere is a positive relationship between the lewéithe
home country’s institutional development and thegiability of a company to cross-list”.

The proposed hypotheses will be tested on a saofifilens from European emerging

economies with a number of tools which we presesubsequent sections.
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3. Data

In order to be able to advise companies on theis$listing, we are going to
investigate previous listing cases. The motivat@mrchoosing such an approach follows
from the assumption that companies that list thieires conduct a thorough analysis of pros
and cons of different types of listings and evellyuzhoose the most beneficial option. We
believe that this is a reasonable assumption éingely reflects the reality and enables
obtaining trustful results.

One of the biggest difficulties while dealing witbmpanies from emerging markets
is data collection. Due to less developed reposiagdards, many pieces of information are
missing, especially for years preceding 2004. Cguestly, we set a constraint for the
sample period which allows only companies that catetd an IPO between 2004 and 2012
to appear in the sample of the current study. Wieymethat such a time range that covers
both a period of massive growth and drastic codlagges an excellent opportunity to make
widely applicable conclusions and compare compabgsavior in different economic
environments. Additionally, we specified 11 couedrdf interest in Central and Eastern
Europe that are classified as emerging or frofyebow Jones as of September 2011 (Dow
Jones Indexes, 2011). Consequently, firms fronfdlewing countries are considered in this
study: Bulgaria, Croatia, Czech Republic, EstoHiangary, Latvia, Lithuania, Poland,
Romania, Slovakia and Slovenia.

Another limitation we had to put on the data islesion of companies that first listed
and then delisted their shares from a stock exahdngng the period considered in this
study due to unavailability of the information redjag the listing markets and years in the
databases. However, we find such a limitation figstiand believe it can even improve the
reliability of the results. As we are going to dieyeour suggestions for potential public
companies based on the relationships observed sititying the sample of past cases, it is
reasonable to consider delisted companies as wssfot examples of going public, which
should not be included in the sample and influgheaesults.

In order to compile the sample of listing casesiiim-level data, we turned to a
number of recognized databases that provide sdictmation; however, it appeared that
none of them could provide a reasonably large eptesentative sample of companies from
the selected emerging European countries. Hencejere forced to use a number of sources
and merge the data obtained from them in one angecomprehensive sample.

Consequently, the data collection process is desdrihoroughly in this section.
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In the beginning, the sample of companies that coted different types of listings
was obtained using Worldscope and Orbis profesktatabases; the sample contained firm-
specific characteristics when available. The lfstampanies was examined and all the
double entries for the same companies were rema\fest. manually comparing the data
provided in the databases on a number of randonpani®s with the data presented in
publicly available annual reports of these compmaniee established that the data from
Worldscope is more accurate. Thus, in a case ofiald entry an observation from
Worldscope was preserved.

Merging the data from the two sources enlargedishef companies; however, the
amount of missing data entries was still significdilus, as a next step, we turned to
Amadeus, the database provided by Bureau van Wiich contains information on
companies across Europe. The database providegaepimancial statements for all
available years for a specified company. Followtimgg methodologies for variables’
compilation used in the already existing sampleywgee able to reduce the share of missing
values significantly. Additionally, we examined tleal sample, and, when only a few
variables were missing for a particular observatwa turned to the company’s annual
reports for these data, if publicly available.

We do acknowledge that merging the data from difiesources could introduce bias
in the study; thus, all the possible measures teden in order to mitigate such bias. First,
we examined definitions of the variables used atfied that only variables compiled
according to the same methodologies are includecbr®l, most of the firm-specific
variables used in the current study are represdmtedlative values, e.g. leverage, sales
growth etc., which also helps to reduce the bias.

The sample of listed companies consists of twodygidistings: companies listed on
a domestic exchange and cross-listed firms quadéid domestically and on a foreign
exchange.

As long as the data on cross-listings in Orbislukzda contained only information
about cross-listing markets, we manually colle¢teddata on years of cross-listings from the
webpages of respective stock exchanges.

In the end, applying all the limitations and elieimg influential outliers, we
obtained a sample of 420 listed companies, inctu@BB observations on domestically listed
companies and 137 cross-listings.

In this study we conduct an empirical test thaesebn the comparison between

companies that list their shares (go public) ardaies that do not (stay private). There were
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several million unlisted companies registered &1tk sample countries during the sample
period. In order to conduct the test and eliminlgeffect of unlisted companies dominating
the sample, we compiled a matching sample of nblipuompanies using Orbis database.
We use 1:1 matching where each case has one cobgelvation, i.e. for each listed
company in the sample an unlisted company whiafhcisrporated in the same country with
the observation year which corresponds to the 18& gf its matched listed company and
minimally different book value of assets was s&dcilhe firm-level data for both listed and
unlisted companies were obtained for the year poi@n observation year (which is a year
before an IPO for listed and a year before an IP®rmatched listed firm for unlisted firms).
As a result, 283 unlisted companies were selected.

At last, the data on a number of country-speciéidables were collected from the

World Bank that publishes country-specific informatwithin the Doing Business project.
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4, Methodology

In order to perform the analysis, we will use a4step approach: first, factors that
determine companies’ decisions to go public wildecovered and then we will focus on
listed companies and investigate the determindrttsedr decision to cross-list.

We will attempt to answer the research questiostbglying probabilities of the
outcomes of interest and the effects various faimd country-specific factors have on them.
Using different variations of logistic models i®tmost common approach employed by the
researchers in order to analyze companies’ deasegarding listing. In their fundamental
study of the determinants of going public Pagaral.€t1998) use a probit model; other
similar studies, e.g. Saudagaran (1988), King.g2809), Mayur and Kumar (2007) and
other also use either probit or logit models. Cquasatly, in the current study we will
employ a number of logistic regression modificasiom order to test the hypotheses
presented in the Section 2.

Based on the review of explanatory variables anthatmlogies used by previous
researchers, we developed our own model, whichrimcates factors that are of interest for
companies’ managers and takes into account datialaility.

Using a similar methodology will provide an opparity to make comparisons
between the results obtained in this study, whpgtHically concentrates on European
emerging markets and uses the latest data, withetheral results presented by previous
researchers a number of years ago. On the othdr harew modification of the model
allows obtaining new evidence on the issue of exer

The general cross-section model used in the stitheifollowing:

] ( nm(ListDec; = 1) ) _
1= n(ListDec; = 1))

x +f,Size; + B,Profit; + BsRisk; + f,Leverage; + BsGrowth;
+ By9DebtCost; + BoIndustry; + f,EconDev; + LgTradeOp;
+ BoProtect; + fyYear; + ¢;

The dependent variable is a dummy which takesdhewing values:

1,if a specified listing type took place for the i — th firm

ListDec; = .
t { 0, otherwise

Firm-level data is collected for all companieshie sample. We identified proxies for
size, profitability, riskiness, leverage, growthdasost of debt of a firm in order to include

them into the regression as explanatory variables.
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Size; — We use a widely accepted measure of the sizeofrgpany: the book value
of its total assets.

Profit; — In order to measure profitability of a compaiy proxies were selected
that were used in the previous literature and amggket® perform reasonably well. The
first one isProfit Margin that is calculated as net profits divided by toéalenue. The
second proxy selected is Return on Assets (ROAigwis calculated as net profits
divided by total assets.

Risk; —As a proxy for a company’s riskiness we Usangible Assets Ratiae.
intangible assets as a share of total assets. Alaragsets can be used when a
company is in financial distress, they can alsmbeza collateral for a bank loan;
thus, it is considered that a higher proportiomtdngible assets makes a company
more risky.

Leverage; - Leverage is calculated as market value of dehtléd by total assets.

Growth; - The growth of a company is estimatedzaewth in Salesn a year prior to

Salest—_1—Sales¢_o

an event of interest by the formyja= , Where t — the year of an event

Sales;_,
of interest.

DebtCost;- Due to the data availability constraints, we wiareed to use the ratio of
Interest Expense to Total LiabilitieSuch a proxy does not specifically show what
price a company pays for using an alternative netifdinancing — debt;
nevertheless, it provides information on the céstxbernal capital and, thus, can be
included in the model.

Industry; — We identified four main categories that are espnted with dummy
variables in the model. The four industries usethénstudy are: Manufacturing,

Wholesale and Retail Trade, Professional Servind<Cther.

In the model we also use a number of country-spegdriables that can influence the

choice of a listing market, such as:

EconDev; - GDP per capita is used as a proxy for a countrgh-being and
economic development, as well as prevailing econaonditions.
TradeOp; — The values for trade openness of a home cowsrg obtained using the

data from the World Bank. We used the formula

(i + i) + 100%,

GDP GDP
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where X and M denote a country’s exports and ingyoespectively. The values for
shares of imports and exports are retrieved fremMorld Bank. This index shows
how actively a country trades with foreign markéts)evel of internationalization
and integration in the global economy.

* Protect; —In order to proxy for the institutional and regolat environments in
which companies operate, we selected two investiegtion indexes. First, we use
LLSV Anti-Director Indexwhich is widely recognized among researchers.
Additionally, we use the updated LLSV index presenby Martynova and
Ronneboog (2010).

After conducting theoretical research, we intendde its results for practical
purposes, hamely, to produce a grading systenwihald allow managers to easily identify
the suggested option regarding listing for any canypwith its particular characteristics.

After running the regressions, we will obtain a t@mof coefficients which explain
relationships between changes in explanatory vi@sadnd changes in probabilities of
different listing options occurring. The obtainexktficients will be used to create a grading
system which would allow assigning points accordmhe values of different factors.

In order to construct the system, each variablisgidution will be divided into four
guartiles by frequency of values ([1% -25%], [25%94], [50%-75%], [75%-99%); the
minimum and maximum values of a variable in eaclrtje will define borders and, in such
a way, form four value ranges for each variablehE@ompany belongs to one range for each
variable, according to its characteristics; thumwing the parameters of a company makes it
possible to identify to which range it belongs éwery variable.

Next, each value range will be assigned a pre-ddfiumber of points. The points
will be provided and calculated as the coefficieina variable times the value of a variable
(B:X;). Coefficients will be obtained by running regress; the value of a variable will be
different for each quartile and equal to an avetzge/een the maximum and the minimum
values of a group. Taking the average values apltyiag the result to the whole range is an
evident simplification; however, as this gradingtsyn is intended for practical purposes, we
attempted to make it as simple and user-friendiyassible and valid at the same time. The
simplification is justified by the fact that manag@re generally not interested in
sophisticated methodologies behind, but rather garek fast and efficient decision-making
tool. Yet, the detailed description of methodol@g results is also available in the present

paper for those who might be interested.
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Points for variables represented by dummies irregiressions are calculated in a
different way and serve as starting points in gadong table. The omitted dummy is
assigned with points equal to a constant, whichessmts an intercept in the regression.
Other dummies are assigned with points equal t@dnstant plus their coefficients obtained
from the regression.

After identifying to which range of every varialdecompany belongs, total number of
points should be calculated and added to the stgpints.

According to the notation,

(x)

gx) =In (—) = By + Bix,

1-7(x)

in such a way logistic model is replicated. By gpp transformation, we get the probability
of an event taking place calculated as

1

m(x) = 1+e-(Bo+B10)"

By replicating the model for a company of intenestfind the probability that an

identical company in our sample chose to go pubilitie probability is high, the company of

interest is suggested to list its shares and \écsav
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5. Descriptive statistics

First, we address the question regarding the datants of going public. As it was
already mentioned in the data description sectianatched sample of not listed and listed
companies was collected for this purpose. Matchompanies by assets makes it impossible
to investigate how the size of a company influentsedecision wether to list its shares.
However, this variable was broadly studied befbseRagano et al. (1998), Chemmanur et
al. (2010), Albornoz and Pope (2004) and Mayur lsathar (2007)) and there is no
disagreement between researchers that the sizeashpany positively influences the
probability to go public; thus, the current stuayed not focus on it. Additionally, it is widely
acknowledged that only large companies can acta#fityd listing their shares; hence,
inclusion of small companies would introduce biashie model. There is a greater
probability that large companies have considerediaoting an IPO, but declined the option;
therefore, they can serve as good comparison ahijecthe listed companies in the sample.

Table 1 in Appendix 1 reports descriptive statssfar the firms’ financial
characteristics.

Inspecting the variables that represent compapieditability gives mixed evidence
on its influence over the decision to go publiclitted companies show a considerably
larger mean profit margin; however, when lookinghet median value, the difference
becomes very little. This suggests that there amenaber of unlisted companies with very
high profit margins, which pulls the mean value mpsuch a situation, it is more reasonable
to look at the medians that suggest that unlistadpanies are slightly more profitable than
their listed counterparts. On the other hand, teammvalue for ROA is slightly smaller for
unlisted companies, which is also reflected byntieglian values. In such a way, it appears
that companies that decide to list their sharesbleto exploit their assets more efficiently
and get higher returns on them. Previous piecessafarch also show mixed evidence on the
difference between returns of privately and publmlvned firms. Mayur and Kumar (2007)
document almost 8 times larger returns for IPO darmpmpanies than privately owned ones.
In contrast, Albornoz and Pope (2004) find thatqe companies on average have slightly
lower profitability than those that go public. Cegsently, it is difficult to make any
statements regarding the relationship betweenrbfgability of a company and its
propensity to go public before conducting a mutiste analysis and identifying which of the

proposed proxies serves as a better predictor.
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Riskiness of companies expressed as a ratio afgitike assets to total assets also
shows large differences between median and meaesatHowever, both show that listed
companies tend to possess a larger share of iblasgApart from these statistics, a large
difference in maximum values of this variable skioo¢ noted: while the maximum
intangibles-to-assets ratio for unlisted comparseb%, for listed companies this value is as
large as 63%. It should also be noted that sualuttome does not come from one
influential outlier, as statistical analysis sha¥wat 5% of the values for listed companies are
higher than 0.17 or, in other words, higher thanrttaximum ratio for unlisted companies.
This finding is consistent with the sample statsfrom both Mayur and Kumar (2007) and
Fischer (2000), who used the same proxy for a coyipaiskiness; therefore, it should not
raise doubts regarding the eligibility of the pr@sgtudy’s sample for the research and lets us
proceed with further investigation of the variaioléhe multivariate model.

Next, we turn our attention to the companies’ lager Here the results are less
controversial. Though for both listed and unlistedhpanies the range of values is quite
wide, mean and median values appear to be alm®skatie. Not-surprisingly, the
distribution of the variable is positively skewediwhalf of the total companies in the sample
having their debt-assets ratio less than 50%. tsaesults show that listed companies in the
sample tend to have on average a smaller leveldahitedness one year prior the listing
comparing to companies that do not go public. Theeoved distribution contradicts to the
findings of Fischer (2000), who reports much higleeerage for IPO companies. However,
Mayur and Kumar (2007) and Albornoz and Pope (2@@¢ument the same statistics on the
variable, i.e. the indebtedness of companies iptivately-owned sample is on average
higher than the one of an IPO sample.

Growth in sales, consistent with Chemmanur e28l10), Albornoz and Pope (2004)
and Boehmer and Ljungqvist (2004) appears to bleehifpr listed companies compared to
unlisted ones in our sample; though, again, tHfer@ince becomes much smaller when we
look at the median values. The data on this vagiagbtlispersed both for listed and unlisted
companies, ranging from negative growth of 100%tve than tripled sales. However, it
should be noted that no outliers are observedtladata distribution appeared to be close to
normal with a slight right skewness.

Average values for interest expense to total ligdsl differ significantly for listed and
unlisted companies. Firms which decide to listritlsbares appear to pay much more for their

liabilities, which is consistent with the statistieported by Pagano et al. (1998).
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Furthermore, it appears that manufacturing firnessalit almost equally between
those that go public and those that do not list gfeares. However, there is evidence that
wholesale and retail trade companies tend to siagtp, while firms that provide
professional services have a greater propensligtttheir shares.

Further, we turn to investigation of the determisasf cross-listings, and for this
purpose another sample is used. The sample consk8Y observations of cross-listing
events and 1905 observations for only domestidiatigd companies. The latter were
obtained by collecting available yearly firm-speciata for companies that listed
domestically in 2004-2011 for each year after whinbss-listing was not conducted before
the event of cross-listing, if it took place. Wel diot apply any matching techniques here in
order to have a natural sample and be able to wbselationships between all the
explanatory variables and the decision to cross-lis

Table 2 in Appendix 1 reports descriptive statsstr the firms’ financial
characteristics.

In contrast to the case of listed and not listedganies, both profitability measures
appear to provide the same insight; i.e. that conesahat cross-list their shares show on
average higher profitability one year prior to aem®. The mean value for profit margin,
consistent with Yafeh and Blass (n.d.), is consitigrlarger for companies that cross-list;
however, the median value shows a more modesteiifte. Additionally, it should be noted
that the data on the variable for companies thatal@ross-list is much more disperse.
However, this feature characterizes almost allvdréables and is explained by a much larger
number of only domestically listed companies ingheple, which, obviously, have different
characteristics and operating results. Both medmaedian values for ROA support the
evidence, showing that companies that cross-ligenaabetter use of their assets one year
before, a finding consistent with Claessens andrb&ter (2007), but, at the same time,
contradicting to Pagano et al. (2002). Anotherrggéng feature revealed by the inspection
of variables is the difference between averageeslar the total firm-year data sample of
domestically and cross-listed companies and thekeaati listed companies discussed
previously. The latter appears to show significatdiver profit margins. One of the potential
explanations for this could be a proposition tieied companies start showing better
operating results after conducting an IPO. Howether average value of ROA for these two
groups of companies is very similar and, thus, dam¢support evidence from the data on
profit margins, consistent with the paper by Pageatral. (2002).
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The statistics on the level of risk for firms prdes mixed evidence. According to the
mean values, less risky companies tend to crosgwég shares; on the other hand, the
median value is lower for companies that do noss#lest. However, it must be noted that the
difference between the values for companies inghiple is considerably smaller than the
one observed when comparing listed and not listedpanies.

The statistics for companies’ indebtedness ratiess controversial: it appears that,
on average, companies that cross-list have a higher of debt a year before the event. In
contrast to the statistics of the first sample,clgshowed that less indebted companies tend
to raise money through capital markets, in thisggarit seems that firms tend to issue new
shares already after utilizing debt-financing opyoities, consistent with capital-raising
theories of foreign listing, discussed by Fedulamd Kuzmyn (2010), Sarkissian and Schill
(2012), Karolyi (2006), Lins, et al. (2000).

In line with the statistics of the first samplengeanies which show more prominent
growth have a higher propensity to turn to caprafkets. This is also consistent with
conclusions of a number of researchers who stuthrmiénants of foreign listing: King and
Zhang (2009), Yafeh and Blass (n.d.), Claessenssahchukler (2007) and Caglio et al.
(2011). Notably, while the mean and median valoesfoss-listed companies are small, but
positive, for not cross-listed companies they agative with the mean value being relatively
large. Both minimum and maximum values for not stlisted companies are smaller
suggesting that the whole data distribution is teddo the left from the distribution for
cross-listed companies. Additionally, the datartistion for not cross-listed companies is
negatively skewed; though, no influential outliare observed. This might be explained by
the inclusion of crisis period in the sample wheamgncompanies experienced a severe
decline in turnover. Data inspection supports stesement, as it appeared that an absolute
majority of observations with the growth in salewér than -300% were reported for 2008. It
should be noted that we do not observe negativersées for cross-listed companies, which
suggests that companies that decide to crossigifaa better quality.

The mean and median values of interest expensetallitibilities for not cross-listed
companies differ significantly, and the same ig timr the sample of cross-listed companies.
However, both show that companies which pay lessxternal debt capital have a higher
propensity to cross-list next year, which contreglio the traditional capital-financing motive
of foreign listing. This insight is somewhat pungjj as in the first sample it appeared that
companies that have to pay more for their liale#itiend to turn to another source of

financing, i.e. capital markets. One of the expleme could be that successful listed
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companies have higher bargaining power and aretalmiegotiate better financing
conditions, and at the same time, these successfybanies are more probable to cross-list
to extract the benefits of their good image.

Descriptive statistics on market-specific variab@®BP per capita and Trade
openness, support the proposition that comparoes fnore developed and open domestic
countries are more likely to cross-list discussethe literature review part.

Statistics on protection indexes, in turn, prodonieed evidence. LLSV index shows
that not cross-listed companies have a slightliebétvel of investor protection. In turn, the
updated index, on average, is higher in domestioties of companies that cross-list. Thus,
only after including these variables in the modw &entifying which performs better, we
can make conclusions on the relationship.

Additionally, it appears that, after “other induiss”, professional services companies
cross-list the most. Representatives of the matwiag industry made almost the same
number of cross-listings, while the number for vesalle and retail trade companies is
considerably smaller. Not taking into account ofheustries, relative positions of industries
according to the number of listings reflect thedimcy observed in the first sample of listed
and not listed companies.

After inspecting and discussing the variables, we to a multivariate analysis that is
expected to provide more insightful and reliabkuits about the existence of relationships

between firms’ and countries’ characteristics drairtlisting decisions.
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6. Results and discussion

The multivariate analysis of companies’ listing ideans is divided into parts and

employs different specifications of the regresgogsented in the methodological section.
Decision to make an IPO

First of all, we turn to the investigation of pareters that influence companies’
decisions to list or not to list their shares arcktexchanges. As it was discussed earlier, we
use a matched sample of public and private compdaighis purpose. Practitioners suggest
that there are a number of approaches that candertaken to handle matched pairs data.
First and the most straightforward approach isrgpk logit model. The inclusion of
variables used for matching helps to control fentheven though their coefficients cannot
produce significant results, this makes other \deis estimated coefficients less biased.
However, most of the researchers argue that tfalpf this approach is its inability to
account for the matched nature of a sample. Comesdlgu practitioners suggest two main
solutions for the problem. Hence, the second agbrtfzat can be applied for the matched
data analysis is a modified logistic regressiomaldb implies running a simple logistic
regression; however, in order to take matching @atoount, it is suggested to include dummy
variables for each pair of observations. Howe\s, inodel also has its pitfalls: when the
degrees of freedom for the likelihood ratio chi-sauis quite large relative to the number of
observations, it is argued that the model mighvigle® biased estimates for the variables’
coefficients. The third option applicable for magdidata is a conditional logistic regression.
This type of logistic regression was specificalgvédloped in order to deal with matched or
stratified samples. Overall, these approaches gande quite different results, and in order
to reveal which model is the most suitable for @cjic case, different measures of model fit
must be applied.

In total, for an IPO decision research, we rung¥essions using different
methodologies and variables’ compositions, andd8kh Appendix 2 presents the results
obtained with them. As long as there were no cati@is between any of the variables that
would not allow including them in one model, in arfehe specifications we include both
proxies for profitability simultaneously. Additiolyg, the size variable is reported for all the
models; though, due to matching, the coefficientsrmt significant and do not provide any
evidence on the relationship.

The first two specifications reported are simplgittonodels where, apart from the

presented variables, in the first case dummiesdch country and observation year were
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included as controls, and in the second case, amyuior each pair was included. The value
for the Pseudo R-square appears to be considdeagbr for the second specification;
however, it is widely argued in the econometriterditure that this statistic should be treated
with caution when deciding on a model’s goodned#t,adis in a logistic regression it does
not mean what it means in OLS regression, i.eptbportion of variance of the dependent
variable explained by the predictors. Thus, thraughhe study, we use measures of
information, namely AIC and BIC, that are recognizes a robust way to compare the
relative plausibility of different models. Usingetbe measures leads to a contradicting
conclusion about the more appropriate model spatifin, as a model with smaller values
for Information Criterions is considered to be mappropriate.

We report only the models where profit margin isdias a proxy for profitability, as
it appeared to have more predictive power oved#mendent variable and improve the
model fit. However, in both cases it appears taditesignificant even at the 10% significance
level. Thus, when applying the conditional logitthrelology, we first look at the
relationship between the profitability measures kstihg decision separately. However,
even when we isolate the effects of other varialidleth ROA and profit margin do not
appear to be significant predictors of the listitegision of a company in our sample. The
same holds when all financial parameters are imtdud the model in specifications (5) and
(6). Regarding the latter models, it should be didtet, according to both AIC and BIC,
using conditional logistic regression improves tiedel fit remarkably compared to both
specifications of a simple logistic regression.

Thus, we proceed with conditional logit model aedelop it further by adding
industry controls in specifications (7), (8) angdl. ith the inclusion of additional variables
the value for the Pseudo R-square increases suggé@sprovements in the model; however,
this effect might be misleading. Indeed, the vatiBIC starts growing, which reflects the
ability of information measures to penalize forlitting variables that do not significantly
improve a model, unlike Pseudo R-square measur¢h®aother hand, AIC value starts
decreasing with inclusion of industry controls. $hwith the differences in model fit
statistics being relatively small, it might be chutted that the three considered specifications
are all valid for the analysis.

Overall, the results obtained with all the speaifions are consistent. Leverage,
growth in sales and the ratio of interest expeadettl liabilities appear to be significant
predictors of a company’s decision to go publictngar. Additionally, the level of risk

shows up as a significant predictor in most ofrttaels; though, its effect is less definite.
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Next, we take a closer look at the variables adresgt and discuss the results obtained
for them. The first hypothesis proposed in theentrpaper stated thdrofitability
positively affects the probability of going publior a company from an emerging
European country” However, in all of the regression specificatitested we document no
significant relationship between profitability afrhs and their decision to list on a stock
exchange, i.e. this characteristic of a companys tho¢ appear to have predictive power over
the listing decision. Though not significant, RO#ters all regressions with a small positive
coefficient. In turn, profit margin appears in @ifént specifications both with a positive and
negative sign; however, all coefficients are venal, and the effect of changes in profit
margin would be negligible, if the coefficients wesignificant.

At first sight such an outcome seems surprisingnast of the previous studies
documented strong relationship between profitabéitd the decision to go public even using
various proxies. However, such an outcome couldargally explained by the great
diversity prevailing in developing economies, whiehds to very different listing motives of
companies in emerging markets. From one side, oorspanies from emerging markets that
list their shares are of quite moderate size, d@l@ating on a global scale. Consequently, it
could be assumed that such companies mostly gacpuibh a purpose to raise capital, as
their profitability level is not sufficient to coveperating expenses and new investments.
Often these companies choose secondary listseam#ts associated with listing are smaller
compared to main markets.

At the same time, largely observed inequality ireeging markets is expressed also
by the existence of very large and highly profilebbmpanies. These companies may not
seek additional financing, but rather list in ortteimprove their image and exploit the
benefits of higher visibility and greater liquiditwhich is consistent with Fischer (2000) and
Pagano et al. (1998), who showed that financinglaegay not appear to be a significant
motive for going public. Additionally, according tbe proposition of Ritter (1991),
companies can manipulate with the IPO timing ireoitd conduct listing specifically when
profitability is high, even if they know it is asti-term phenomenon. The expectations in
this case are that investors will be misled andstiaes will be overvalued. This hypothesis
is also supported by the findings of Myers et 884), who report that managers tend to
approve listing only if they perceive their compdaybe overvalued.

Consequently, these two types of companies, whicbye different motives and
differ in financial parameters, could be balanaéagh other, and, as a result, profitability

appears to be not a significant predictor of gginglic.
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Next we move to the discussion of the results edléb our second hypothesis,
namely the proposition thaRiskiness level is a significant determinant ofelprobability
of a company from an emerging European market to jmablic, and the relationship is
positive”. Different models appear to provide mixed evidermgarding the level of riskiness
of a company and its propensity to list. While imgle logistic regressions it shows up with
a high level of significance, in conditional logitodels it appears among significant
predictors only in three specifications and onlyhat 10% significance level. Nevertheless,
the estimated coefficient is consistently positsugggesting that companies with higher
intangibles share, or riskier companies, have hdrigrobability to list during one year than
their less risky peers.

One of the explanations for a positive relationstap be found in findings of Pagano
et al (1998), who point out that the owners of camps with high levels of risk have greater
incentives to pursue diversification strategy asttheir shares in order to divest from large
involvements in companies that might produce b#sés in case of financial distress. This
proposition is also supported by Huyghebaert ankeHR005), who state that at a certain
point the owners may not want to invest more of evealth in the business, and thus, start
looking for external financing opportunities. Alatbornoz and Pope (2004) suggest that
with large investments in their companies, ownesome overexposed to the risk, and one
of the ways to mitigate it is by conducting an IPO.

Though, the observed positive relationship is cziest with a number of previous
findings, other researchers got more uncontroverssalts, e.g. Mayur and Kumar (2007)
and Fischer (200) document highly significant lielaship, and both were using the same
proxy for riskiness as used in the current studyweler, the difference between the results
might be attributable to the fact that both studescentrate on particular markets: India and
Germany, respectively. While India is also in tis¢ df emerging countries, it is not
comparable to the countries in our sample duestsizie, as well as institutional and political
dissimilarities. Additionally, it is well-known thandia serves as a hub for information
service companies around the world; thus, it issooprising that there are many companies
with high proportion of intangibles. Further, tagimto account remarkable development and
expansion of the sector, it is not surprising thany its representatives conduct IPOs. In the
case of Germany other barriers arise that makeustdhe results for this market are
comparable to the ones got for emerging countfibeugh, Germany is also a European
country, its level of economic and financial deyefent has been considerably higher than

in emerging European countries; and according t&iNkey, high-tech sector has
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traditionally been one of the major drivers of toeintry’s growth. Thus, it is not surprising
that there is a high concentration of high-tech panies in the country, which could affect
the results reported by Fischer (2000).

Overall, with the mixed evidence provided by thedelcand the barriers that do not
allow to support observed in some specificatiofetianship with generalized conclusions
from other papers, we refrain from making any ioeable statements regarding the validity
of the hypothesis statement.

Next we turn to the last hypothesis proposed figr plart of the analysis, namely that
“Leverage positively affects the probability of ampany from an emerging European
market to list on a stock exchangeThe coefficient on the ratio of debt to assefseayps to
be significant at the 1% significance level inrathdel modifications, and consistently shows
a negative relationship between the level of inglébéss and the probability of a company to
go public.

Such an outcome is quite surprising: as it wasudsed in the literature review
section, most of the studies find leverage to kstpely related to the probability of listing.
The obtained result provides evidence that theipgakder theory, which states that
companies favor internal financing, but being forte turn to external markets, prefer debt
over equity, does not necessarily hold in emergiagkets. And it appears that the evidence
documented in the literature can support such alasion, e.g. Seifert and Gonenc (2009)
specifically focused on investigating whether tieekpng order theory holds in emerging
markets and showed that debt is not a primary soofrexternal financing for companies
from these markets, which contradicts to the theory

Again, as in the discussion of profitability effecive propose that a possible
explanation for the observed relationship couldifmes’ incentives. Such a statement is
consistent with Albornoz and Pope (2004), who disoument negative relationship in their
study of the UK market and explain it by other mes that firms’ appear to pursue when
conducting an IPO. However, these motives mightoeathe same for companies listing on
LSE and on stock exchanges of emerging markets.nirtize most valuable benefits of
listing on LSE is a substantial increase in ligtyidgind visibility worldwide. In turn, one of
the main motives for companies in emerging marttetslist on a regional exchange can be
showing the ability to comply with higher reportiatandards and fall under stricter
monitoring procedures, i.e. to signal its qualithis incentive is especially big for companies

that have business partners in more developed esinivho might expect lower governance
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guality from firms in emerging countries. Moreovargompany’s owners themselves may
want to improve corporate governance in the comjigriyie means of listing.

Another potential explanation could be that the cbslebt even for less levered
companies is relatively high in emerging markdisrafore, debt financing is too expensive
here.

Overall, though, the discussed explanations ang ralpositions that must be
investigated in the future taking into account $iiEties of emerging markets, the existence
of a negative relationship between debt level anthability to go public is established to
hold for companies from emerging countries.

After examining the variables of interest, we disefly discuss other results of the
regression. Consistent with the previous studiesyth in sales enters all the models with a
positive and statistically significant coefficiefihe result gives additional support to the
financing motive showing again that growing comgartend to turn to equity markets in
order to obtain financing to continue their devehemt.

The estimated coefficient for cost of liabilitils@appears to be in-line with our
expectations: the more costly it is for the comptnget a new or maintain an old debt, the
greater is the probability that it will turn to aher source of capital that might appear
cheaper. When looking at the propensity of comgafi@m different industries to go public,
it appears that wholesale and retail companieteasdikely to list their shares comparing to
professional service firms and this effect is digant at the 1% significance level. This
finding contradicts to the propositions of Helwegel Packer (2001), who suggest that retail
companies with large client base should have &tgrgpensity to list, as they can exploit
the benefits of visibility and publicity. Howevehe authors did not find any significant
relationship in their sample. The contradictiorthe results could also be related to the fact
that in this study wholesale and retail companiesn@erged; thus the former could mitigate
the proposed effect. At the same time, manufaguwompanies seem to list more readily;

however, this relationship is not significant ewrihe 5% significance level.
Decision to cross-list

Next, we address the question related to the fathat determine the propensity of
companies to cross-list their shares. As it wasaaly mentioned in the descriptive statistics
section, the sample for this kind of analysis is/weneven with observations for not cross-
listed companies dominating the sample. This issaeldressed by the study of King and

Zhang (2001), which is one of the most cited paperthe topic of rare events. In their paper
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the authors discuss a number of complex methodedagyid corrections for rare event
studies; however, the authors admit that emplotfiymethodologies has its downsides.
They also mention the trade-off between the résyitovements and application of time-
consuming procedures, and, thus, state that teetefdf the correction models are significant
enough and should be applied for samples withriadlsnumber of observations and events
constituting less than 5% of a sample. Consequesnlyhe collected sample has relatively
large number of observations, the proportion ofs#isted companies is above the threshold
and matching was not done in order to see how safirpis naturally differ in size. We will
apply a simple logistic model for this analysisg dhe results are presented in Table 4 in
Appendix 2.

First, we run two regressions using only firm-sfieaiariables, i.e. the specifications
as the ones presented in columns (7) and (8) le 8&lm Appendix 2 where we researched
companies’ decisions to go public. It should beeddhat in this sample the correlation
between two proxies for profitability is significénlarger and exceeds 70%; thus, no
specification includes both variables simultanepusl

The two specifications using different performanteasures appear to be roughly
equal in terms of model fit; however, ROA enters tbgression with a statistically
significant coefficient, while profit margin doestrappear to be a good predictor of a listing
event again.

Though, the same variables are used in specifita{i6)-(8) of table 3 and (1)-(2) of
table 4, the difference between the models’ fitistias is prominent. As this part of analysis
deals with firms’ decisions to internationalizegliusion of country-specific variables must
add to the models’ goodness of fit.

Specifications (3)-(6) provide results of regressiwith different composition of
proxies for profitability and the level of sharettet protection. Overall, it appears that using
LLSV anti-director index improves the model, whiléferent profitability measures do not
influence the fit. Consequently, based on our juelginwe chose ROA out of performance
measures and LLSV out of shareholder protectioaxad to proceed with further
specifications.

In the last two regressions we control for yearsgecification (7) years are
represented as dummy variables. In turn, in smedifin (8) we define only three dummies
that correspond to three time periods: (2005-20@8)07-2009) and (2010-2012). These
periods can be characterized as prosperity, @mishigh uncertainty years. Though, both

specifications considerably improve the valuesdrimation measures, the model with
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dummies for each year appears to perform muchrbdtéxertheless, the model with three
periods could become useful when compiling theiggthble for listing suggestions, which
is discussed further.

First we look at firm-specific variables. Our fduttypothesis staté®rofitability
positively affects the probability of cross-listirigr a company from an emerging European
country”. Similar to our first sample when we investigatetedainants of going public,
both profitability measures appear to possess @digive power over the event of listing.
The coefficients for profit margin are negligibledavary in signs with different model
specifications. ROA is more consistent, showin@sigf a positive relationship; however,
again, the coefficients are small and not detertivealn one of the specifications ROA
appears with a statistically significant coeffidiemowever, the significance vanishes as we
add country-specific variables suggesting that paitieir effects was incorporated by ROA.

This contradicts to the findings of Caglio et &011) who document that firms that
are more likely to internationalize have lower ratan assets than their domestically-listed
peers; however, they admit that the significancthefvariable may change from a regression
to regression due to the fact that another varjadamely, sales growth, accounts for
performance. We specifically check for correlatibesween sales growth and profitability
measures in our sample, and they appear to be &rai¥8.099 for profit margin and ROA,
respectively. Such correlation allows includingiabtes in one model; nevertheless, we run
additional regression where we don’t include thealde sales growth. All the main
specifications appear not to show significant défees in both the coefficients on profit
measures and their significance levels. The abseinte effect suggests that ROA and
profit margin do measure different things, as thg.growth in sales could be the effect of
inflation, while profit margin largely mitigatessieffect.

In turn, findings of Cetorelli and Peristiani (20 upport our results, as the authors
also fail to document significant differences besawd&kOA of cross-listed and not cross-listed
firms. As in the case of IPO decision, this reputtvides evidence that companies that list
their shares pursue very different motives: for emompanies with not sufficient internal
funds the primary goal appears to be capital rgjsirhile more profitable companies are
motivated by non-financial reasons such as broadestiareholder base and gaining more
visibility, etc.

Insignificant coefficients before profitability m&ares may indicate that companies
from the studied emerging markets do not use drsiisg for signaling their quality, even

though Fedulova and Kuzmyn (2008) cite signalingrass of the reasons for Ukrainian firms
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going abroad. The reason why our results contradlitte ones by Fedulova and Kuzmyn
(2008) may be a better information environmentim EU. It is easier for investors to assess
performance of a listed company from a EU-basedgimg economy than from the Ukraine;
therefore, there are fewer incentives for such amgs to signal about their performance by
cross-listing.

Next, we look at how the variable on growth in saaters the regressions. The
hypothesis we proposed Sales growth positively affects the probability afcompany
from an emerging European country to cross-list5ales growth appears as a statistically
significant predictor of a cross-listing at the $#nificance level in all the regression
modifications. Though the coefficients vary fromaebto model, they are consistently
positive, which means that companies with highemgn in sales are more likely to cross-list
their shares during a one year period. This ressimilar to the one obtained in the first part
and to the one reported by Claessens and Schn{@kier) and Cetorelli and Peristiani
(2010), who also find that firms that cross-lisvéaignificantly higher sales growth.

The obtained result supports a proposition thah evithin one region there are
differences in listing motives, as the positiveateinship documented for our emerging
markets does not appear in the paper of Pagano(2082), who study cross-listings of
companies from the Western Europe. This can bdiigly explained with the fact that in
order to continue growing a company has to expaddavelop. However, the local market
might be too small and underdeveloped, which limitompany’s growth opportunities. This
statement is especially relevant for emerging ages)tas most of them are relatively small,
and some companies just overgrow the market ardi toesearch for new expansion
destinations.

Other firm-specific variables also appear to pradunteresting results. The level of
risk is statistically significant also in this madeowever, its effect became much smaller
compared to the regression in the first part, an it enters the regression with a negative
sign. This means that companies with higher lef/elski have a smaller propensity to cross-
list their shares. In first part this relationskps mostly explained with owners willing to
diversify their commitment to risky companies; ceqsently, after the owners already
achieved the optimal diversification level, the metioses its importance. Additionally,
listing in a foreign country also bears risks itselg. political, economic, exchange rate risks,
etc. Thus, it is highly probable that a companyachlihg already involved in a risky business

would not want to expose itself to even higher lefeisk.
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The effect of leverage on the probability of ligtiabroad is different from the results
obtained in the first part, when we looked at tfieat of leverage on the probability of going
public. Here it appears that firms with higher llesedebt tend to cross-list their shares.
Combining both results, it appears that compam@s £merging markets might have
preferences towards domestic equity and debt narkedt they turn to local markets
preferring equity over debt financing , then tusrdebt financing, and only after all the
domestic financing options are exerted they loalcapital in foreign markets. This
proposition lies on the assumption from the stuglyins, Strickland and Zenner (2000) that
an access to foreign capital markets is the maisam for cross-listing.

Like in previous studies we also document a pasitetationship between the size
and the probability to cross-list with larger comigs having greater incentives to attract
foreign investors by accessing international capi@rkets and abilities to cope with high
listing costs and expenses that may occur if gteg is not successful. Claessens and
Schmukler (2007) mention that larger companies giobhave less information asymmetry
due to a more structured way of operations, whielates a larger market for their stock,
thus, they have more incentives to list abroaddeoto capture foreign demand. The result
supports the findings of Doidge et al. (2009), Paget al. (2002), Claessens and Schmukler
(2007) and Caglio et al (2011), who also show ldu@ter companies are more likely to
internationalize.

Next, we take a closer look at country-specifidatales.

Our sixth hypothesis statéShere is a positive relationship between the leeéithe
home country’s trade openness and the probabilityacompany to cross-list”.

In our regression modifications trade opennessape be positively related to the
decision to cross-list at the 1% significance le¥éle more integrated a country is into the
global economy; the higher is the probability titeicompanies will cross-list. This variable
can serve as a rough proxy for the familiarityaieign markets with the home country and
vice versa. If a country trades a lot, there araymaternational partners for whom
companies would like to become more visible. Inegah emerging countries are mostly
characterized as open economies and, thus, itysivgortant for companies from
developing markets to be noticed abroad.

Additionally, as according to Claessens and Scher(®g007) and Caglio et al.
(2011) firms that are more likely to internatiozaligenerally come from domestic
environments with better macroeconomic conditidins,significant positive effect of the

country’s trade openness to the cross-listing @@tiappears to contribute to the previous
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literature on the topic, as growth in a countryade volumes implies improvements in its
overall macroeconomic environment.

Further, we hypothesized tHathere is a positive relationship between the lewél
the home country’s institutional development andetiprobability of a company to cross-
list”.

We have data on two shareholder protection rightsasures and we check the effect
of each of them on the probability of cross-listseparately. It appears that while the
updated LLSV index is not a significant predictbtiee probability of listing, original LLSV
anti-director index shows a significant negatiiatienship meaning that companies from
countries with worse protection tend to list oreign markets. This supports the proposition
found in previous literature (Moel, 2001; Karol2004) that companies list abroad in order
to overcome disadvantages of domestic markets.

Indeed, considering that emerging markets are gpeharacterized by low
shareholder protection levels, listing abroad amwding itself to better information
disclosure standards may be one of a few optionsdimpanies from developing countries to
achieve better corporate governance. Pursuingytasis also important for companies in
order to signal their ability to comply with higherquirements, as this may attract a larger
number of international business partners.

Another country-specific variable is GDP per capithich measures the economic
development of countries.

However, somewhat surprisingly, GDP per capita appsignificant only in several
regression specifications, and, even being sigmifiit exerts only a minimal influence over
the decision of companies to cross-list. This mighattributable to the fact that financial
development of a market is more important than egoo. Though, on the other hand,
probably correlation between these two characiesishould be present. Another
explanation for the insignificance of GDP per cais a predictor of cross-listing activity in
the present study would be the relative similasitgconomies studied; therefore, small
variance in the GDP per capita figure comparingtg,, Claessens and Schmukler (2007),
who find that GDP per capita as a significant priof a firm’s listing abroad in a sample

of firms from 111 different countries.
Cross-listing timing decision
While inspecting the data, we noticed that a caraible share of companies that

cross-list do it in the same year when an IPO weaslacted; while, there are other
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companies that wait for some time after listing éstically and before cross-listing abroad.
Thus, we decided to run a number of additionaleggons in order to research whether there
is a difference in the effects of the determinanfithe decision to cross-list between
companies which cross-list at the time of IPO dreddnes that cross-list later. In order to do
so, we take the sample of cross-listings and diitidetwo parts: firms that did not cross-list
at the time of IPO are denoted as 1, and thoseshndrbss-listed the same year, as 0.

It appeared that approximately 35% of the sampiesists of companies that cross-
listed at the IPO year. Not taking into accountgbeof industries denoted as “other” in the
current study, most of the “fast cross-listingsimefrom the manufacturing industry.

We conducted different regressions reported iretédlih Appendix 2. In this sample,
interestingly, profit margin has statistically sifgzant negative coefficients. This means that
companies which are more profitable a year beford® are more probable to cross-list
during the same year as an IPO. This result gimgstaresting insight, as now we look at
cross-listed companies, which are relatively laagd might issue equity due to reasons other
than capital rising. However, it appears that tiidence from our sample of emerging
economies does support the hypothesis that congptame to “time” their foreign listings
when profitability is higher in order for their glea to be overvalued.

The effect of leverage on the probability of crtisgng later than IPO appears to be
positive and significant in most regression modifiens. This means that more indebted
companies do not cross-list immediately after &b, IBut decide to wait for some time. This
can be attributed to the fact that companies aethie®ir equity capital raising goals already
by listing domestically; therefore, there is noahéar them to seek for financing abroad.

Interest expense over total liabilities is sigrafi¢ in all models and predicts that the
higher cost of debt is, the lower is the probapiiit cross-list later. It might be explained by
the fact that companies cross-list in order to s&@guity financing from foreign markets
when debt financing becomes too expensive.

Out of macroeconomic variables, whose effect wsietk only GDP per capita has a
significant effect on the probability of listingté. It tells that companies from countries with
larger GDP per capita, or better developed cows)taee more likely to postpone their cross-
listing decision, which is consistent with Caglica¢ (2011), who also research the timing of
a foreign entry and conclude that companies lisbadbin order to overcome macroeconomic
disadvantages of a domestic market.

Other variables we tested do not appear to sigmiflg influence the timing of a

cross-listing decision for companies from our samphe relationships observed provide
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evidence that companies that are more likely tes:ist in the year of IPO generally are
more profitable, have lower leverage and face highst of debt than the ones which cross-
list later. Therefore, it appears that, againstobeking order theory, they exploit more
options of equity capital raising: list both doneaily and abroad instead of raising funds
through bond markets.

After presenting the findings obtained in this stude should also note that a number
of factors could influence our results. First, nieggdata from different sources leads to a
trade-off between the size of a sample and thd thaccuracy. As discussed in the data
section, we take a number of measures to mitigret@ossible bias; however, it is possible
that this does not eliminate it entirely. Addititlgaas some data were hand-collected, there
is a possibility of errors taking place. We shaailsb note that omitted variable bias might be
present in our study. Though, the authors usedrrdton Criterion measures, which
showed that with sequential inclusion of our vaeabimprovements in the models became

very small, there is a small chance that our mddek not include all predictors.

7. Practical application

The last section of our report is devoted to prisgra practical guiding tool
developed based on the empirical results obtainba:h would allow providing a quick and
simple suggestion on whether a company shoulé@dishares or not. We believe that the
development of such a practical tool is of high amgnce, as most of the previous papers
contain only theoretical discussions of results lacl presentations of their implication in
the real world, which in the end is the ultimatelgof any research.

In order to obtain coefficients based on whichgdreding table is built, we use simple
logit regressions, as with this methodology itasgible to estimate the intercept and
compute probabilities for the sample, not for spedipairs, like in conditional logit
regression. In the first sample case instead ddfigieg all dummies for years and countries,
we use the variable GDP per capita. This measuleisame for one country for the same
year (our control parameters); thus, by includifgRJer capita, we get a similar effect of
matching by years and domestic countries. The mfitdshtistics show that there is no big
difference between using dummies or GDP per capiterms of goodness-of-fit. Also, it
should be noted that we don't include size or tasslets in the table. As we matched our
observations by this variable, the difference betw#he values for companies that go public

and stay private is minimal, and thus, the coedfition assets is negligible and close to 0.
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For the second sample we use regression speaficgd) from the table 4 in
Appendix 2. Here, instead of dummies for every ye@ use dummies for 3 periods:
prosperity (before 2007), economic downturn (20009 and high volatility and uncertainty
time (2010-2012). Such a division allows the grgdigstem to be more straightforward and
illustrative. We do acknowledge that there areatertaveats in such classification, as the
years of different economic development stagesitjigliffer from country to country.
However, the effect of different economic condigbdynamics is taken into account by the
variable GDP per capita, and the proposed perftksct just general conditions perceived to
prevail the European economy at the time of obsemvathus, they are more easily
identifiable, simplifying the use of the gradingtdor managers.

Appendix 3 presents the developed guiding systemyréor practical use. The
system consists of two separate tables: the &ldetis developed for private companies that
consider public listing, and the second one caada#essed both by public companies that
consider cross-listing and private companies tredvised to go public and consider cross-
listing in the same year. Apart from the tables, gkistem includes clear and concise user
guidelines, which makes it possible to get listuggestions for all kinds of users with
minimum effort.
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8. Concluding remarks

In this study we attempted to investigate the deitesints of a firm’s decisions to go
public and cross-list in a foreign market. In smtehe fact that at the moment developing
countries show high IPO activity and are consideocaave large growth potential, it
appeared that the existing literature fails to mtewevidence on the determinants of listing
decision that could be applicable to companies fEamopean emerging countries. This
paper shows that the relationships between a nuailzlsterminants and the listing decision
are different for developed and emerging markets.

We identify three main aspects in which our rede@anique and which determine
our contribution to the research on the issuet,Rirs present a broad literature survey that
discusses the listing issue from different perspestand presents a comprehensive overview
of the knowledge about public offerings accumulatpdo this moment. Next, we collect a
new broad data sample from a number of differentcas and use it for our empirical
analysis. Finally, we systemize the obtained ewdédn the guiding table, which presents
practical application of our results and providesopportunity to get simple and fast
suggestions regarding listing for managers of diffié companies with their particular
characteristics.

In our empirical analysis we document a numbemaipected conclusions. We find
that for companies from European emerging marketdevel of profitability does not appear
to influence the decision to go public or cross-fich an outcome contradicts to the
previous findings, which shows that emerging markee very distinctive. We explain this
with a great diversity that prevails developing keds, which leads to the fact that companies
may list seeking for different benefits dependimgtioeir level of profitability. We find
another relationship that contradicts to most effirevious research when examining the
effect of leverage on the decision to go publicmPanies with lower level of indebtedness
appear to have a higher probability to list. Thmsling suggests that the pecking order theory
of financing does not hold in European emergingkets;, and firms that go public are not
motivated by financial needs, but rather othermtizes, e.g. signalling the quality. Our
analysis provides mixed evidence on the relatignbkiween a company’s riskiness and its
probability to go public, in such a way the divécsition motive for listing does not find
adequate support in European emerging markets.

Further, we find that, in contrast to companiesifrdeveloped markets of Western

Europe, studied by Pagano et al. (2002), firmsnemging European countries show a higher
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propensity to cross-list when their sales growthigger. Operating in relatively small
economies, these companies are more likely to owtgineir markets and seek for further
expansion opportunities abroad.

We also look at the relationship between the emvitents in which countries operate
and their probability to cross-list. Greater glolaégration of an economy tends to facilitate
international listings, as companies may seek iigidr level of visibility in partner-
countries. Also we find that companies from co@#nvith worse shareholder protection are
more likely to list abroad, which provides additbsupport for the relatively new bonding
hypothesis.

Finally, we conduct additional tests and documkeat imore profitable companies
with lower level of indebtedness that face highestof debt are more probable to cross-list
in the same year when an IPO was conducted.

Our results provide a number of valuable insigims$he issue of listing for companies
from European emerging markets. However, it shbelesoted that there are some factors
which could influence our results. First, mergiregadfrom different sources leads to a trade-
off between the size of a sample and the levetotimcy. As discussed in the paper, we take
a number of measures to mitigate the possible basever, it is possible that this does not
eliminate it entirely. Further, we build our praeti guiding table on the basis of a number of
simplifications; thus, we highlight the fact thaprovides only suggestions regarding listing,
and the results should not be treated as defiratinkirrevocable; every company has its own
distinctive features that must be taken into actoaran individual basis.

Making its contribution to the existing literatusa public offerings, this study raises
a number of issues that must be investigated furkest, our analysis does not provide
definite evidence on the relationship between mis&s and the probability to go public,
which contradicts to most previous studies. Thugher research is required in order to
understand whether diversification hypothesis ahggublic holds in European emerging
countries. Additionally, in our study we only touttte issue of timing when considering
cross-listing cases; while a deeper investigatiahie issue in European emerging countries
could complement the current study in its atteropthted light on the issue of listing in the

region.
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Appendix 1. Descriptive statistics

Table 1. Descriptive statistics for the 1:1 matckanhple of listed and not listed companies

mean sd median min max
Not listed
Ln (Total Assets 16.937°  2.006 171260 | 10.114( = 21.957(
Profit Margin (%) 59474  26.6387 3.7600 -88.2300  .8800
Intangible to Total 0.0062 0.0167 0.0007 0.0000 0.1507
Assets
Debt to Total Asse | 0.550( 0.368: 0.536 0.001( 2.826¢
Sales Growth 0.1344 0.5925 0.0913 -1.0088 3.2796
Interest expense
total Tabilites 04) 0.0679 0.1487 0.0330 0.0000 1.6601
ROA (%) 3.722¢  16.258 2.900( 75.030( | 66.310(
Listed
Ln(Total Assets 16.919°  2.088 17.129; 9.285¢ 23.317(
Profit Margin (%) 3.8786 235281 3.3600 -08.8200  .9900
Intangible to Total 0.0304 0.0796 0.0025 0.0000 0.6324
Assets
Debt to Total Asse | 0.423: 0.293: 0.409( 0.000 2.665(
Sales Growth 0.2103 0.5954 0.1116 -0.9435 3.7291
Interest expense to
total Tabites (50 0.7246 0.5663 0.7044 0.0007 3.2436
ROA (%) 3.005¢ | 11.734 3.160( .59.400( | 65.830(
Total
Ln(Total Assets 16.928" 2.046: 17.127 9.285¢ 23.3171
Profit Margin (%) 49130  25.1306 3.4450 -08.8200  .8890
Intangible to Total 0.0183 0.0587 0.0014 0.0000 0.6324
Assets
Debt to Total Asse  0.486: 0.338 0.455¢ 0.000 2 826
Sales Growth 0.1724 0.5947 0.1039 -1.0088 3.7291
Interest expense
total Tabiites (50 0.3963 0.5283 0.0748 0.0000 3.2436
ROA (%) 3814 | 14.165 2.975( -75.030( | 66.310(
N 566

Source: Created by the authors
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Table 2. Descriptive statistics for the sampleroks-listed and not cross-listed companies

mean sd median min max
Not cross-listed
Ln(Total Assets) 17.2581 1.9726 17.4274 7.6283 ZBI6
Profit Margin (% 4.688: 20.069- 4.300( -98.250( 97.590(
Intangible to Tota 0.0545 0.1180 0.0026 0.0000 0.8894
Assets
Debt to Total Asse 0.360¢ 0.288: 0.373¢ 0.000( 1.778;
Sales Growth -0.2758 0.7882 10.0927 4.9465 1.0000
Interest expense to total 34, 3.1571 0.0548 0.0000 67.9221
liabilities (%)
ROA (%) 3.7103 12.9883 3.9300 -98.2500 107.0100
GDP px 115541, | 3303.20 1230: 3481 2701
Tradeopennes 90.596¢ 22.320¢ 85 51 18C
LLSV 2.4016 0.7575 2 2 4
Updated LLSV 16.6987 2.9472 15 10 24
Cross-listed
Ln(Total Assets 19.160- 2.602: 18.991f 13.827° 24.540(
Profit Margin (%) 7.5640 16.0172 5.5050 -37.2700  .0860
Intangible to Total 0.0393 0.0679 0.0073 0.0000 0.2296
Assets
Debt to Total Assets 0.4586 0.2478 0.4482 0.0008 003
Sales Growt 0.043¢ 0.345! 0.002 -0.810¢ 1.547¢
Interest expense to tot
iabilites (o) 0.2073 0.6980 0.0324 0.0000 5.9986
ROA (%) 4551 11.167: 4.810( 25,440 32.349¢
GDP pc 12377.37 2637.601 11889.5 6403 27015
Trade openness 113.5423 32.8354 89 77 177
LLSV 2.176: 0.450 2 2 4
Updated LLS\ 17.218 2.700¢ 17 13 24
Total
Ln(Total Assets) 17.3894 2.0784 17.4992 7.6283 05
Profit Margin (%, 4.886¢ 19.826 4.450( -98.250( 97.590(
Intangible to Tota 0.0535 0.1154 0.0031 0.0000 0.8894
Assets
Debt to Total Asse 0.366¢ 0.2867 0.379¢ 0.000(¢ 1.778;
Sales Growth -0.2556 0.7717 10.0832 4.9465 1.5478
Interest expense to total ; 3554 3.0623 0.0533 0.0000 67.9221
liabilities (%)
ROA (%) 3.7664 12.8740 3.9600 -98.2500 107.0100
GDP px 1161090 | 3267.76: 1230: 3481 2701
Trade openne 92.180¢ 23.908: 85 51 18C
LLSV 2.3860 0.7425 2 2 4
Updated LLSV 16.7346 2.9332 15 10 24
N 2042

Source: Created by the authors
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Appendix 2. Results
Table 3. Results. Listed/not listed

The table presents results of logistic (logit) andditional logistic (clogit) regressions. The degent variable equals one if a firm has a pubtditiig and zero if a firm is privately owned.
Robust standard errors corrected for heteroskeitgsire presented in parentheses. ***, ** * demthat a coefficient is significant at the 1%, %#d 10% levels, respectively. The economic
relevance of the coefficients can be computed agftiect of a one unit change of independent viasabn the percentage change of the odd raticegbtbbability of a foreign listing, which is

(€-1)*100.
Logit (1) Logit (2) Clogit (3) Clogit (4) Clogit (b Clogit (6) Clogit (7) Clogit (8) Clogit (9)
Total assets 1.12¢% 1.25¢° 2.33¢° 2.44¢° 3.69¢'° 3.69¢'° 6.27¢'° 8.25¢'° 6.416'°
(1.11e" (2.65€°% (2.39¢€° (2.34€° (9.74€"9 (9.66€') (1.88¢° (2.43% (1.95€°%
Profit marain 0.0038 -0.0131 -.0025 0.0020 -0.0066 -0.0103
9 (0.0059) (0.0147) (0.0035) (0.0098) (0.0102) (0.0124)
Intangibles/TA 18.9162%+* 24.5283%* 13.3259* 13.3860* 12.2642 12.3870 12.5544*
9 (4.6298) (10.7572) (7.5694) (7.4797) (7.6065) (7.6880) (7.5850)
Debt/TA -1.7373%* -6.3783%* -2.5982%%* -2.5902%%* -3.1891 %% -3.1053%+* -3.2284%%*
(0.4701) (1.1154) (0.6932) (0.6855) (0.7887) (0.7685) (0.7944)
Sales arowth 0.6344% 2.4140%* 1.1506* 1.1419% 1.2070% 1.1543% 1.1907*
9 (0.2238 (0.6880 (0.4569 (0.4582 (0.4864 (0.4927 (0.4932
Interest expense  7.5624** 17.2630%** 8.0194%+* 8.0365%** 8.6315%** 8.6413%+ 8.6755%*
to total liabilities (7.5624) (2.2447) (1.3881) (1.39954) (1.5873) (1.5838) (1.6202)
0.0011 0.0059 0.0013 0.0103
Return on assets (0.0060) (0.0161) (0.0154) (0.0194)
Manufacturing -0.1352 -2.0889** -1.0444 -1.0352 -1.0683
(industry) (0.4347) (0.9272) (0.6556) (0.6489) (0.6570)
Trade -0.9879** -5.0418%* -2.5209%** -2.3321 %% -2.5423%%*
(industry) (0.4347) (1.2834) (0.9078) (0.8537) (0.9057)
Other -0.2218 -2.4991%* -1.2496* -1.2645* -1.2977*
(industry) (0.3716) (1.0296) (0.7281) (0.7322) (0.7326)
Observations 566 566 566 566 566 566 566 566 566
LR Ch? 630.51 4.99 4.52 305.05 305.15 315.25 314.85 a15.5
Prob> Chi2 0.0000 0.0824 0.1042 0.0000 0.0000 0D.00 0.0000 0.0000
Pseudo R 0.5514 0.8036 0.0127 0.0115 0.7776 0.7778 0.8036 8026. 0.8043
AIC 397.968 720.135 99.268 99.176 95.067 95.472 96.778
BIC 497.756 1947.957 125.299 125.208 134.115 il 140.164

Source: Created by the authors
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Table 4. Results. Domestically listed/Cross-listed

The table presents results of logistic regressibe. dependent variable equals one if a firm isszhissed and zero otherwise Robust standard ecmrected for heteroskedasticity are presente@iargheses.
wx % * denote that a coefficient is significardt the 1%, 5%, and 10% levels, respectively. Tdmemic relevance of the coefficients can be coetbas the effect of a one unit change of independen
variables on the percentage change of the oddahtie probability of a foreign listing, which (g’-1)*100.

(1) (2 (3 (4) (5 (6) (7 (8)
In(Total assets) 024167 0.4434+ 055417+ 04999+ 05639 05037+ 05795+ 05744+
(0.0614) (0.0615) (0.0785) (0.0780) (0.0788) (0.0792) (0.0885) (0.0837)
Profit margin 0.0061 -0.0045 0.0006
(0.0044) (0.0056) (0.0046)
Intangibles/TA -2.8244%% -2.9304%+ 57873+ -4.0483%+ -5, 7952 -3.9454%+% -6.6963*+ 46,4226+
(1.0335) (1.0324) (1.3462) (1.1685) (1.3462) (1.1479) (1.9408) (1.6910)
Debi/TA 1.0764% 11981+ 1.4494% 1.927gw 1.3751 % 1.8416% 11308 1.2633+
(0.3428) (0.3682) (0.5139) (0.4193) (0.4705) (0.3925) (0.7569) (0.5548)
Sales growth 1.2460% 1.2502+ 0.9660%* 1.0444% 0.9605+* 1.0401 % 0.6667* 11731+
(0.2580) (0.2545) (0.2095) (0.2109) (0.2077) (0.2121) (0.3513) (0.2850)
Interest expense to ~ 0.0063 0.0075 0.02252 -0.0004 0.0251 0.0011 0.0325 0.0520%*
total liabilities (0.0175) (0.0181) (0.0174) (0.0177) (0.0180) (0.0173) (0.0167) (0.0181)
Return on assets 0.0194% 0.0014 0.0093 0.0011 0.0010
(0.0106) (0.0095) (0.0106) (0.0126) (0.0116)
6DP pe -0.00002 -0.0001%* -0.00002 20,0001+ -0.0002+ -0.00003
(0.00003) (0.0000) (0.00003) (0.0000) (0.0001) (0.0000)
Trade Openness 0.0342%++ 0.0309%* 0.0344%+ 0.0313%* 0.0554%+* 0.0473%*
(0.0035) (0.0033) (0.0036) (0.0034) (0.0067) (0.0052)
sy -1.2873%* -1.2094%+ -1.6012%* -1.3574%
(0.2111) (0.2067) (0.3541) (0.2363)
0.0095 0.0099
Updated LLSV (0.0261) (0.0270)
*kk
2005-2006 '32'023228)
*kk
2007-2009 _2(652235)
Manufacturing -0.3956 04152 -0.2153 -0.2422 -0.2422 -0.2462 0.6916* -0.5016
(industry) (0.2088) (0.2054) (0.2223) (0.2011) (0.2280) (0.2156) (0.3313) (0.2371)
Trade -1.0677%* -1.1028%* -0.8706 -0.6745* -0.8860 -0.6736* -0.0965 -1.2052%
(industry) (0.3944) (0.3864) (0.3838) (0.3974) (0.3899) (0.4046) (0.4670) (0.3872)
Other 0.9067* 0.8882+* 0.7189%* 0.9001** 0.7376+* 0.9202%* 3.6125%* -0.6902%
(industry) (0.1882) (0.1867) (0.2081) (0.1957) (0.2107) (0.1963) (0.4478) (0.3391)
Observations 2042 2042 2042 2042 2042 2042 2042 2 204
Wald Ch? 109.38 109.08 210.58 15152 208.79 147,57 273.90 4521
Prob> Chi2 0.0000 0.0000 0.0000 0.0000 0.0000 0.000 0.0000 0.0000
Pseudo B 0.1849 0.1875 0.3161 0.2666 0.3166 0.2658 0.5350 4230.
AlC 795.484 792.993 676.704 723.742 749.253 724568 482.441 578.275
BIC 851.701 849.209 749.786 796.824 676.171 797.65 594.875 662.600

Source: Created by the authors
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Table 5. Results. Cross-listed at the year of IRGEE listed later

The table presents results of logistic regressibe.dependent variable equals one if a firm's clissing happens later than during one year aftelP® and zero otherwise. Robust standard erroreated for
heteroskedasticity are presented in parenthesgs™* denote that a coefficient is significant the 1%, 5%, and 10% levels, respectively. Thenenuc relevance of the coefficients can be compatethe
effect of a one unit change of independent variabtethe percentage change of the odd ratio girtbteability of a foreign listing, which is f)*100.

@) 2) (4) (5) (6)
Ln(Total assets) 0.2333* 0.1689** 0.0226 0.0529 -0.4114*
(0.1054) (0.0824) (0.1420) (0.1340) (0.1989)
Profit marain -0.0687*** -0.0508** -0.0548%* -0.0597**
9 (0.0228) (0.0202) (0.0204) (0.0278)
Intanaibles/TA 2.0027 2.9295 4.0222 4.5254 -1.3197
9 (1.8883) (2.2146) (2.7665) (2.8686) (2.8230)
DebtTA 0.8630 1.0589 2.4153* 2.5707* 2.8476*
(1.0088) (1.0756) (1.2658) (1.2361) (1.3987)
Sales growth 0.5298 -0.2329 0.6917 0.4759 1.8373
9 (0.7259) (0.8026) (0.9725) (1.0201) (1.4776)
Interest expense to -4,5883*+* -4.3863** -6.3970*** -6.5416%** -3.2698*
total liabilities (1.4535) (1.7302) (1.5366) (1.5917) (1.9353)
-0.0284
Return on assets
(0.0247)
GDPoC 0.0006*** 0.0006** 0.0003
P (0.0002) (0.0002) (0.0005)
Trade Openness -0.0209** -0.0172 -0.0804***
P (0.0113) (0.0110) (0.5240)
0.6945 0.5240
LLSV (1.0045) (1.1776)
-0.0259
Updated LLSV (0.1156)
Year controls Yes
Manufacturing -0.4918 -0.0305 -0.5711 -0.3187 1.1675
(industry) (1.2725) (0.9336) (1.0279) (1.0363) (1.5807)
Professional activities 0.2129 0.7068 0.8419 0.9088 2.0956
(industry) (1.3209) (1.1241) (1.1872) (1.2245) (2.0722)
Other -0.2954 -0.1135 -0.0369 0.1017 1.5903
(industry) (1.1875) (0.9182) (0.9646) (0.9812) (1.7660)
Observations 137 137 137 137 137
Wald Ch? 31.37 25.79 51.10 47.73 54.21
Prob> Chi2 0.0003 0.0022 0.0000 0.0000 0.0000
Pseudo R 0.2169 0.1426 0.3629 0.3585 0.4793
AlC 159.920 173.184 139.836 140.611 131.028
BIC 189.120 202.384 177.795 178.571 186.507

Source: Created by the authors

58



Jelena Gvardina, Jdena Sahovska 59

Appendix 3. Practical guiding tool

The following practical tool is created to assistmagers in their listing decision. The tool
represents a table with ranges on different vaembhd number of points to be added or
deducted if your company belongs to the ranget,Areecommendation on whether to go public
or remain private is produced, then, if the fistammendation is to go public, a
recommendation on whether to cross-list is produced

Decision 1. Go public or remain private?

First a company’s starting points are identifiedading to the industry the company operates
within:

: Professiona
Industry Manufacturing Trade activities Other
Starting points -0.44 -1.41 -0.43 -0.66

Next, points are added to or deducted from theistapoints according to points assigned to the
ranges of values on variables. For example, ifrapany’s profit margin is between 3.46% and
10.17%, one should add 0.03 points to his/heristapoints. Next, if a company’s share of
intangible assets is between 0.1% and 1%, 0.1anat added to the amount of points it has
after adding/deducting points for profit margin;.dh the end you arrive at a recommendation
whether to go public or not according to the lagisiansformation of the total number of points
collected.

Variable Value range Poinrs

< 0.13% .18

r—— 0.13% -3.45% +0.01
% = 3.46% - 10.17% +0.03
= 101 7% +0.23

=0.1% 0

Intangibles/ TA 0.1% - 1% +).1
= 1% +2.79

<023 -0.21

0.23-046 -0.61

R 047 - 0.69 -]

= 069 -1.96

< -12.4% -0.33

e =12.4% - 10.4% 0
g 10.41% - 32.5% +.13

> 32.5% +0.94

= .02 .07
0.02 - 0.07 +0.34

I 1 enseTotal liabilit

nterest expensa/Total liabilities 0071 -0.7 283
= 0.7 +10.51

< BD58 -0.4

958 - 11229 -0.64

GDP ita in USD

FIE percapiiain 11230 - 12303 075

= 12303 -1.14




Jelena Gvardina, Jdena Sahovska 60

After calculating the total number of points, penfioa logistic transformation:

f() =

1+et

where t is the total number of points and f(this tesult for a company. For the sake of

simplicity it may be assumed that e=2.72

» f(t) <0.25 — strongly advised against going « f(t) 0.5 - 0.75 — advised to go public
public » f(t) > 0.75 — strongly advised to go

« f(t) 0.25- 0.5 — advised against going public  public

Decision 2. Domestic listing only or cross-listing?

The table below presents starting positions depgnain the global state of economy (prosperity,
crisis or uncertain) and a company’s industry (nfiacturing, professional activities, trade or
other). You should find your starting points in table according to the current state of economy
and the industry a company operates within.

Manufacturing Pru&.hgflfj o Trade Other

activities
Boom -16.47 -15.96 -16.48 -16.65
Crisis -15.77 -15.27 -16.48 -15.96
Uncertain -13.22 -12.72 -13.92 -13.41

After finding the starting point you should proceeith assigning points according to the value
ranges a company belongs to. The table presents vahges on common firm-specific and
macro-specific variables, as well as the numberoaits assigned for each of the value ranges.
For example, if the natural logarithm of a compargtal asset figure is between 16.23 and
17.50, it should add 9.69 points to the amountantiag points it obtained; if its Return on
assets is lower that 0.15%, 0.02 points shouldeoleicted from the amount of points obtained
after adding points for In(total assets) to thetstg points, etc.

In the end the logistic transformation of the tatamber of points obtained will lead to a
recommendation.

Variable Value range Poinis
< 16.23 +8.17
16.23 - 17.50 +9.69
Lp(Towal assets)
17.51 - 18.74 +10.41
=18.74 +11.9
=0.15% 002
0.15% - 3.96% +0.002
ROA 397% - B.7T% +0.007
= B.77% +0.02
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Vgrighle l Falue Fanpy ] Faiuts
« DLMI2%% 1]
[ - T (1.0
[ertangiblesT A
= 3% . 4% 015
i1 1.03
.05 .05
oE] - ()3 [1.25
OITA *
13=] - 5% .6
= [.5% ]
| I L]
NS D DT .21
Sales growth -
— B ' QO - 010 1.0
11 i q:
J 555
16" - 5319 10412
tareit evaehiafTokal Lahikite
Interest expense Totl linhifites XTI, 004
o Ti% {1
= kil
LLEY 1 L
: 543
3 114
811 . RS 1us
Y ®
Trade npenness i3 o T
g0 ] .10
* (i Emports + Expong i DLz 1OEES
< JO350 0.2
o 10331 - 12303 .33
(S0P per capitn — -
125304 - 12463 1.37
= 1 L464 0.815]

After calculating the total number of points, yae asked to perform a logistic transformation:

f@®) = Tt
where t is the total number of points and f(this tesult for the company. For the sake of
simplicity it may be assumed that e=2.72
f(t) < 0.25 — strongly advised against cross-Igptin f(t) 0.5 - 0.75 — advised to cross-list
f(t) 0.25- 0.5 — advised against cross-listing »  f(t) > 0.75 — strongly advised to cross-lis

Source: Created by the authors
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