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ABSTRACT

We examine whether and, if so, how a U.S. crosisijamitigates the risk that managers will
squander corporate cash holdings. We find stromgeece that the value investors attach to
excess cash reserves is substantially larger fergio firms listed on U.S. exchanges and over
the counter than for their domestic peers. Furthwer,show that this excess-cash premium
stems not only from the strength of U.S. legal suded disclosure requirements designed to
safeguard investors’ money, but also from increaseditoring by financial analysts and
large investors. Overall, since investors’ valuatid excess cash mirrors how they expect the
cash to be used, our analysis shows that a U.thgli€onstrains managers’ inefficient

allocation of corporate cash reserves significantly

JEL Classification: G15, G34, G31
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1. INTRODUCTION

When shareholders anticipate that management gulhrsder some of their money,
they discount firm value. That is the main conausof the literature examining the interplay
between firm value and corporate governance; seBdrta, Lopez-de-Silanes, Shleifer, and
Vishny (2002) or Durnev and Kim (2005). Agency thes predict that the magnitude of the
value shortfall depends not only on the existenu@ efficiency of mechanisms preventing
managers from wasting corporate wealth, but alsa targe extent on the availability of
resources that can be easily diverted. Althoughymiands of assets can be used in value-
destroying ventures, Jensen (1986) and Myers aj@hR&998) argue that cash reserves are
especially at risk. Indeed, since the cash not citi@ehto operations and investment—the
excesscash—can be used as management chooses, it isng standidate for inefficient
allocation, waste, and misuse.

In this spirit, recent research investigates thkatimnship between governance
mechanisms, cash holdings, and firm value; seeoiiik, Stulz, and Williamson (2006),
Dittmar and Mahrt-Smith (2006) and Kalcheva andsL{2007). Consistent with the idea that
cash reserves are particularly vulnerable in threlsaf unconstrained managers, these cross-
sectional studies reveal that when country-levelraiolders’ protection is weak or when
managers are left widely unchecked, investors valgh holdings at a sizable discount.
Consequently, a substantial source of value lossocésted with weak governance
materializes through investors’ markdown of ligidsets. In this context, a fundamental
guestion arises: what mechanisms can effectivedyramn managers’ misallocation of cash
reserves and, in turn, help preserve firm value?

To shed some light on that question, this papeloeep empirically whether investors
perceive any change in the potential for value rdesbn embodied in large cash reserves
when firms take actions that limit the risk of ifieiency. To do so, we focus on the
consequences of firms’ decision to cross-list ia tnited States. By listing shares in U.S.
markets, foreign firms become subject to variouslitaahal governance layers that can
restrain managers’ misallocation of cash; see @off©99) or Stulz (1999). Firms cross-
listing on a U.S. exchange are exposed to enforneprecedures initiated by the SEC or to
class actions lawsuits filed in U.S. courts, anel quired to comply with demanding U.S.
disclosure requirements. Foreign firms accessing. dapital markets through over-the-
counter (OTC) listings or via private placementsiléR144a) also face additional governance

constraints.



Although these firms are not tied directly to Ur8gulations, they may still benefit
from the additional monitoring provided by U.S.emnmhediaries such as financial analysts or
large U.S. institutional investors. As a resulte thgorous U.S. rules, coupled with the
increased oversight that accompanies a U.S. listimay reduce managers’ ability to misuse
of firms’ liquid assets.

To assess whether and how a U.S. listing shringsptitential for value destruction
contained in large cash reserves, we look at inve'staluation of excess cashUsing a
sample of firms from more than 40 countries over pleriod 1989-2005, we find compelling
evidence that the value investors place on excess is larger for firms that are cross-listed
in the U.S. than for their domestic peers. Thenestes reveal an economically important
excess cash premium. On average, investors’ vatluati excess cash is almost three times
larger for cross-listed firms. Since investors’uation is crucially determined by how they
expect the cash to be used, the documented exasispremium unequivocally suggests that
investors view a U.S. listing as an efficient devio curb managers’ inefficient allocation of
cash reserves.

Next, to further characterize this important resuk look at the different avenues that
firms have to access the U.S. markets. Specificaley investigate whether the magnitude of
the excess cash premium depends on the listing lityod&e observe a strong premium for
firms listed on a U.S. exchange. Notably, we aisd fa sizable excess cash premium for
foreign firms listed OTC. However, the estimatedmpium, although significant, turns out to
be smaller than for exchange- listed firms. In ph@ntrast, the effect is negligible for firms
conducting private placements. Importantly, sinoéy @xchange-listed firms are subject to
the U.S. legal and disclosure provisions, the damted hierarchy clearly underlines the
effect of the U.S. regulatory environment on mamggdissipation of cash reserves. A
consequence is that by lessening investors’ markdofwiquid assets, the U.S. rules reduce

the value loss engendered by weak governance misatan

! Specifically, we follow Dittmar and Mahrt-Smith(@7) and define excess cash as cash reserveshetddss
of those needed for operations and investment. ,Tiwenestimate the value of this cash using the Fanth
French (1998) model.
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Nevertheless, given that OTC listings do not ensdibng legal and disclosure
consequences, our results suggest that invessos/@w cross-listing as a way to reduce the
misallocation risk of excess cash holdings evennaiee legal rules, enforcement, or threat of
litigation are at work. Reassuringly, numerous sihass checks offer persuasive evidence
that our conclusions are not sensitive to modetifipations, estimation procedure, or biases
due to uncaptured growth options.

To reinforce the interpretation of the results, exploit the temporal and cross-
country dimension of our sample. In particular, @@mine whether investors’ valuation of
excess cash changes around the cross-listingAlatvent-time analysis shows that investors
do raise the value they place on excess cash wims &ccess the U.S. markets through an
exchange or OTC listing. Moreover, we document thé change in investors’ valuation
persists even several years after the cross-ligtwvent and is still present. Accordingly,
investors seem to see a U.S. listing as a commitriiert guarantees the efficient use of
corporate cash reserves in the long run. Secorditi@thl tests reveal that the excess cash
premium is larger for firms located in countries es shareholder protection is weak.
Further, regardless of firms’ country of incorpawat investors seem to equalize the value
they attach to excess cash once firms access thefidancial environment. Hence, cross-
listed firms truly appear to benefit from simildfegtive constraints on governance.

Finally, we explore in more detail what alternatiseechanisms can explain the
reduction of misallocation risk beyond the bindaféect of U.S. legal rules. In particular, we
examine whether part of the excess cash premiuginates in the increased informal
monitoring and scrutiny that accompanies a U.Sinis see Stulz (1999). We start by
focusing on the disciplinary role played by finacanalysts. Strikingly, we find that
investors’ valuation of excess cash is magnifiecemvta U.S. listing is accompanied by
increased analysts’ coverage. The effect of aralygtention is pervasive across all three
types of listings, suggesting that the additioralisny offered by financial analysts appears
to markedly limit managers’ inefficient actions. Wianalogous logic, we consider the
monitoring pressure exerted by large and activeestwdders. Mirroring the disciplining effect
of financial analysts, we report compelling eviderbat investors place a larger value on
excess cash when firms’ ownership structure titgard larger shareholders after the cross-
listing event. Taken together, our findings pr@viclear-cut evidence that the more intense
external monitoring that characterizes a U.S. ngsti substantially reduces the risk that

managers will fritter away corporate cash reserves.



Notably, our results suggest that both legal piows and more intense monitoring
complementarily help lessening investors’ markdawhiquid assets and, in turn, safeguard
investors’ money.

Overall, this paper makes a contribution in twotidet areas. First, it adds to the
burgeoning literature on corporate cash holdingsdBcumenting an excess cash premium
for cross-listed firms, the analysis broadens autteustanding of the value implications of
corporate cash reserves. Prior research suggedtshth conjunction of large cash holdings
and poor governance leads to inefficient allocatdon ultimately translates into value loss;
see Pinkowitz, Stulz, and Williamson (2006), Dittin@ad Marht-Smith (2007) or Kalcheva
and Lins (2007). In this paper, we first confirnatinvestors’ valuation of large cash holdings
is largely determined by the existence of mechasigmtting boundaries on managerial
actions. More importantly, by focusing arhangesin legal protection and monitoring
intensity that accompany a U.S. listing, our analysghlights the notion that firms can take
actions to acquire effective governance deviceshammite prune a substantial source of value
shortfall. We also provide valuable insights imtbich governance mechanisms enhance the
value of corporate cash holdings. Our results ssigtigt increased investor protection and
transparency work hand in hand with better momtpihy market intermediaries to limit the
potential misallocation of cash reserves. Fromfi@mint point of view, our panel data allow
us to focus on cross-sectional analysis but aldodk at time series patterns. Interestingly,
despite many recent governance reforms, our resulisate that investors’ valuation of
excess cash remains remarkably stable over tins®, Aur analysis is in line with theoretical
arguments and complements the important work ofrmiait and Mahrt-Smith (2007) by
providing estimates of the value of excess casiiynautside the United States.

Second, our analysis complements the evidencenglakS. cross-listings and firm
value. Indeed, several studies document that disisst firms trade at a premium to their
domestic counterparts; see Karolyi (2006). Althonggmy authors document that this “cross-
listing premium” stems from the better governancactices prevailing in the United States,
much less is known about how the U.S. governanaedstds affect firm value.By
concentrating on investors’ valuation of excesdhdaaldings, we are able to demonstrate a

direct channel by which the governance dimensiooro$s-listings operates. Indeed, through

2 The valuation premium of cross-listing firms ha=eb related to an improvement in the informationirenment (Lang,

Lins and Miller (2004)), to an expanded sharehololese (King and Segal (2007)), and to a reductioprivate benefits
(Doidge, Karolyi, Stulz (2004) and King and Seg20(7)). The channels through which firm value ikarted have been
less explored. An exception is Doidge, Karolyi, 8tdlz (2004), who show that the reduction of pievaenefits translates
into a higher value for growth options. Also HaildelLeuz (2006) propose that legal bonding may &ffen value through a
lower cost of capital.
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its effect in curbing the potential for value dastion embodied in cash holdings, a U.S.
cross-listing clearly helps preserve investors’ ByoAs such, our results suggest that the part
of the valuation premium enjoyed by cross-listeth§i can be attributed to a larger valuation
of liquid assets. In a related perspective, oudyasig also pins down indirect mechanisms
through which a U.S. listing helps constrain mansig8tulz (1999) first argues that different
U.S. financial intermediaries may play a criticaller in monitoring cross-listed firms.
Whereas this idea has been discussed frequentthenliterature, the evidence remains
relatively scarce. By highlighting the disciplinireffects of greater analyst attention and
larger investors, our work empirically supports tbeistence and efficacy of non-legal
governance effects for all cross-listing types.

In the next section, we review the related litemtudiscuss the theoretical
background, and outline our main hypothesis. Intieec3, we present the empirical
methodology and describe the data. In section 4,pvesent the results and show that
investors’ valuation of excess cash increases woviss-listings. We present our conclusions

in section 5 and discuss some implications forreuresearch.

2. RELATED LITERATURE AND HYPOTHESIS DEVELOPMENT

The benefits of holding cash reserves, namely atitig risk and avoiding
underinvestment, may be eroded if firms are pogdyerned. This idea emanates from the
extensive literature on agency costs initiated éysén and Meckling (1976). Accordingly,
left on their own, managers may waste corporateuresgs, thereby destroying firm value. In
such a context, firms’ cash holdings are especsliceptible to being allocated to managers’
private benefits or to being funneled into negab\RV projects.

Several recent studies examine how such a risk ishllocation of firms’ cash
reserves is reflected into investors’ valuafidn. an international context, Pinkowitz, Stulz,
and Williamson (2006) analyze how country-leveldegrotection affects investors’ valuation
of firms’ liquid assets. Using several indices smgvas proxies for the quality of the
institutions protecting investors, they documerattim countries where protection is weak,

investors value firms’ cash reserves at a largeodist. By contrast, they find no discount in

3Some papers look at how poor governance is linketi¢ level and use of corporate cash holdingsfarti1999) shows
that cash-rich firms are more likely to make vaflesreasing acquisitions. Harford, Mansi and Maxy2008) report that
firms with expected poor governance actually hekslcash, but that, for a given set of firms withlcash reserves, firms
with worse governance spend their cash more quigkiynarily on acquisitions. Dittmar, Mahrt-Smithnd Servaes (2003)
show that firms hold more cash in countries whawestor protection is weak. Caprio, Faccio, and bta@ll (2008) report
that corporate cash holdings are negatively relatedeasures of political corruption. For a moraegal presentation of the
determinants and consequences of corporate caging®| see Bates, Kahle, and Stulz (2007).
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countries where investors are well protected. Heimosestors associate weak country-level
shareholder protection with greater risk that fircash reserves will be used inefficiently

and, in turn, discount their value. In a similairisput focusing on U.S. firms, Dittmar and

Mahrt-Smith (2007) report that the presence oftakeéiover provisions and low institutional

blockholdings lead investors to discount the valuey place on corporate cash holdings.
Thus, when managers are left widely unchecked,siove’ valuation of cash holdings is

marked down considerably. From a very close petsmecKalcheva and Lins (2007) use

international data on managerial control rightsn@asure governance quality. They find that
firms’ values are lower when entrenched managers Inoore cash and country-level

investors’ protection is weak. Overall, these sadpoint out that investors recognize
substantial potential for ineffective use of codter cash reserves when institutional
protection is feeble or when monitoring instrumears largely missing.

In this paper, we argue that cross-listing in thetédl States has several features that
can reduce or even eliminate the discount thatsiiave place on the value of liquid asdets.
First, as suggested by Coffee (1999, 2002) andz §i899), a U.S. cross-listing implies
important legal consequences. Indeed, by listing €hS. stock exchange (NYSE, Nasdaq or
AMEX), foreign firms become subject to U.S. disaloes requirements, SEC enforcement,
and the threat of litigation by shareholders. Imtcast, listing on the OTC market or
conducting private placements (Rule 144A) allowbssantial exemptions from these laws
and regulations. Empirically, several papers prevédipport for the claim that U.S. cross-
listings enhance investor protectidkeese and Weisbach (2002) show that foreign fthat
cross-list on U.S. exchanges raise more equitytadapfter listing and that this effect is
magnified for firms located in countries with weiakestor protection. Doidge, Karolyi, and
Stulz (2004, 2008) find that cross-listed firms @dngher valuations than their home-country
peers and, further, that the valuation differenalarger for firms located in countries with
poor investor protection and for firms listed orSBUmajor exchanges. Doidge (2004) reports
that exchange- listed firms have voting premiunet tire significantly lower than those of
their home-country counterparts. Dyck and Zing&k8&94) obtain similar results with control
premiums. Doidge, Karolyi, Lins, Miller, and Stul2007) document that the presence of a
large controlling shareholder reduces the likelthad a U.S. listing. From a different angle,
Lel and Miller (2007) estimate that foreign firmstéd on a U.S exchange are more likely to
replace underperforming CEOs. Finally, King and &€8008) provide evidence that both a

4 A large literature has developed seeking to uridedsthe motivations and benefits of the corpodeteision to list shares
on overseas exchanges. See Karolyi (1998, 2006) detailed survey of the literature.
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larger shareholder base and lower consumption whater benefits explain the valuation
premium for cross-listed firms.

Stulz (1999) observes that a U.S. cross-listing dlsngs to bear an important
informal monitoring dimension. In addition to beisgbject to U.S. securities laws, cross-
listed firms face extra scrutiny by large activeSUinstitutional investors, journalists, and
other financial-market intermediaries such as fomananalysts, U.S. underwriters, and
auditors. Baker, Nofsinger, and Weaver (2002) shbat U.S. exchange listings are
associated with greater analyst coverage and legigtmedia attention, and Lang, Lins, and
Miller (2003) find that cross-listed firms recein®re coverage by analysts and that forecasts
for these firms are more accurate than those farsfithat are not cross-listed. Moreover,
Lang, Lins, and Miller (2004) show that this greateverage contributes positively to firm
value. Similarly, Bailey, Karolyi, and Salva (200&)ow that cross-listing leads to an overall
improvement in firms’ informational environment.

By and large, all these pieces of evidence sugpastthe better U.S. legal protection
and disclosure practices together with the incréastrmal monitoring by U.S. watchdogs
make it more difficult for managers to waste cas$erves. Accordingly, we first predict that
the additional governance layers inherent in a lis#ng help secure investors’ money and so
reduce their discounting of firms’ cash reservemrdviprecisely, we conjecture that, other
things being equal, the value investors place enctish that is at risk of being wasted—the
excesgash—is higher once a foreign firm cross-listsktares in the United States.

Then, we take advantage of the rich specificitieghe cross-listing event to further
understand how different governance mechanismstafigestors’ valuation of excess cash.
First, Pinkowitz, Stulz, and Williamson (2006) aKalcheva and Lins (2007) report that
country-level legal protection is an important ériof investors’ markdown of liquid assets.
Accordingly, the potential for managers to use aasterves inefficiently should generally be
reduced for firms that benefit from the additionabal protection provided by U.S.
institutions. Since only firms listed on a U.S. Bange become subject to the requirements of
the U.S. federal securities laws (disclosure, thref litigation, SEC supervision, and
compliance), we hypothesize that investors’ vabratdf excess cash should be larger for
exchange-listed firms than for listings that do moply important changes in legal exposure
(OTC, Rule 144A and London listings). Followingghine of thinking, the influence of U.S.
laws and monitoring devices on investors’ confideatout the adequate allocation of cash
reserves should depend on firms’ home-country tutgtns. Indeed, for firms located in

countries where legal protection is weak, the bendéfom opting for U.S. protection and
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increased scrutiny should be substantial. Consdlyueve expect investors to perceive such
larger benefits and conjecture that their valuatddrexcess cash should be magnified for
cross-listed firms located in countries with paorastor protection.

From a related perspective, Dittmar and Mahrt-Sr(#007) emphasize that discounts
are larger on the cash reserves of U.S. firms Vintlited monitoring exposure. When this
result is taken tour cross-listing setting, the findings suggest tha potential management
dissipation of cash may also be constrained by albditional scrutiny and informal
monitoring that accompany a U.S. cross-listing. ¢¢enwe infer that investor’s discounting of
excess cash will be reduced to a larger exterfirfos that experience the largest increase in
monitoring intensity regardless of the avenue tghowvhich they choose to cross-fist.
Specifically, we conjecture that investors’ valoatof excess cash should be larger for cross-
listed firms that enjoy increased analyst coveragd that become subject to additional

monitoring efforts by large investors subsequenhé&r U.S. listing

3. METHODOLOGY AND DATA

3.1. Measuring investors’ valuation of excess castoldings

To assess the potential for value destruction aoediain cash holdings and to gauge
whether and how a U.S. cross-listing helps redbeedanger, we look at investors’ valuation
of firms’ excesgash holdings. Following Dittmar and Mahrt-Smi#9Q7), we define excess
cash as the cash that is not needed for firms’atjpers or investments. Specifically, we
determine excess cash as the cash held above iatpdethormal” (or “optimal”) level. To
compute the normal level, we regress firms’ totdlton variables that serve as proxies for
genuine motives to hold cash such as hedging ngealsth options, or financing restrictions.
Given that firms from different countries may hairerent reasons to hold cash, we estimate
the normal cash specification independently folhesmuntry in our sampleThen, we define
XCashas the residual of these normal cash regressidasurther discuss in the appendix the
details of the methodology and the technical maitwves for using excess cash instead of total
cash. Note, however, that the conclusions of tladyars below are robust to different ways of

defining and computing excess cash.

® Bailey, Karolyi, and Salva (2006) point out thatrieased monitoring can sometimes be more impofear®TC-listed
firms that for exchange listings. That is, in agifitto disclosure and legal implications attachedekchange listings,
increased monitoring more tightly bounds on whabhaggers can do with shareholder resources.

® For instance, firms from riskier countries maycholore cash because they require a larger buffemtect themselves
against adverse events. Alternatively, cash hosdingy be affected by country-level governance téesg see Dittmar,
Mabhrt-Smith, and Servaes (2003) or Caprio, Faaid, McConnell (2008).
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To measure investors’ valuation of excess cashjna® from the model of Fama and
French (1998). Specifically, we regress firm vadtmeour measure of excess cash holdings as
well as control variables capturing other sourdegatue within the firm. Then, to determine
whether investors perceive a U.S. listing as a wmymprove the efficient allocation of
corporate cash reserves, we start by estimatinghghéheir valuation of excess cash differs

between cross-listed firms and their domestic pe&@us basic specification is as follows:

MVi,t =a+/31Cross 'iﬁt; +:32 XCa$h+/33( xCa’§h< CI’GSSi[i$t+ 51|t E52 itdE53 it,dE
+0,dNA, +J,dNA,,+J, RR +J, dRD+3J, dRD ,+J4,1+J, dI+J , dl , (1)
0,DIV,, +5,ADIV,, +9,dDIV,,, +9,,dMY,, ,*n+o+&,

whereMV’ is the market value of the firm, computed as tha sf the market value of

equity and the book value of short-term and lorrgitdebt. Our variable of interestCash
refers to cash held in excess, as defined alfonass-listis a dummy variable that equals one
if the firm is cross-listed in the U.S. and zerbestvise® Following Fama and French (1998),
we include variables that control for investors’pegtations about other sources that
determine firm value. Specificall{g is the net income plus all noncash charges oritsted
extraordinary items, and intereBIA is net assets, computed as the book value ofsassetis
cash and marketable securitiBP refers to research and development expenses. RDeas
missing, we set its value to zeilds interest expenses abdV is common dividend paid. We
further control for firm’s profitability, financialand investment policies by including changes
in those variables’ level. The notatidix; refers to the change in variabtefrom yeart-2 to
yeart. Likewise, dX., represents the change in varialfjérom yeart to yeart+2.° To make
firm attributes comparable, we normalize all firpesific variables by the book value of total

assets.

” For ease of notation, we drop the subscriptsréfat to the firmi and respectively year

8 In further analysis, we also consider the thréfeint cross-listing avenues separately (Excha®Je& and Rule 144A).

® We aim to capture firm profitability and expectaafitability growth given firm existing assets wia cash flow variable
and two-year lead and lag changes in cash flows.ivleide past and future changes in net assetaptue another
dimension of profitability that is a consequenceaef investment. We adRID, and the corresponding lead and lag changes,
to pick up additional information on expected piofiot captured by the earnings or investment blesal, D and its past
and future changes aim to capture the firm’s fim@gpolicy, which also affects the value of therfir
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Importantly, the literature on cross-listings sugigethat firms that cross-list in the
U.S. may have better growth opportunities than dsimdirms; see Doidge, Karolyi, and
Stulz (2004). Hence, if the control variables ubgd=ama and French (1998) fail to capture
completely the effect of growth options on firm w@J our estimates of the value of excess
cash for cross-listed firmg3{ andf%;) may convey information about growth opportunities
that are specific to cross-listed firdisTo mitigate this concern, we include two extraxie
for growth opportunities in our baseline regresgibn Sales GrowtlandGlobal Industry d*
Sales Growthis the percentage change in sales fterto periodt andGlobal Industry qgis
the median market-to-book ratio of all firms thaase the same SIC coteMoreover, we
control for differences in firms’ value that stemorh periods and countries’ economic and
institutional environments by including yeay) @nd country @) fixed effects. Finally, since
firm value may change with cross-listing for reasother than the effect on excess cash and
the control variables, we include a separate ief#rfor cross-listed firma3ross-lis).

Theory predicts that unchecked managers may wase dash flow; see Jensen
(1986). In this spirit, we follow Dittmar and Mak®imith (2007) and focus only on firms that
hold too much cash that is easily accessible toag@ment. Accordingly, we estimate our
value regression (1) for all firms withositive excess casH.To the extent that the control
variables effectively capture investors’ expectai@bout future net cash flows and firms’
growth options, the coefficient okCash(/,) measures investors’ valuation of an additional
unit of excess cash. In other words, this coefficieflects the magnitude of the potential for
value destruction (or creation) perceived by ineestWith a similar logic, the coefficient on
the interaction betweexCashand the cross-listing dummyBs) enables us to assess whether
the value of excess cash differs between firms dhatcross-listed in the United States and

their domestic peers.

10 Note that this possibility is one benefit of usiexcess cash rather than total cash. Indeed, essdisd in Dittmar and
Marht-Smith (2007) and in the appendix, when wenede excess cash, we use instrumental variablekeab with the
potential endogeneity between cash and growth igtidence, our measure of excess cash is by cotisirwrthogonal to
investment opportunities.

1 The use of these control variables for growth opputies is motivated by studies such as Doidgatol§i, and Stulz
(2004).

121 the following sections, we implement additionatbustness checks and show that our conclusiensairdriven by the
effect of growth options that may be specific togs-listing firms.

13 predictions about the role of incentive and gomaoe mechanisms for firms having negative excesh, d&., a cash
shortage, remain a theoretical issue and hencdifficellt to establish.
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3.2 Data and descriptive statistics

The construction of our sample starts with all hh®. firms covered by
Worldscope? For each firm, we collect cash, market value, andables that serve as
proxies for firm profitability and financial andvastment policy for the period 1989-2005.
All variables are measured in local currency unitsen, we exclude financial firms (Standard
Industrial Classification (SIC) codes between 60080 6999) and utilities (SIC codes
between 9000 and 9999) because their businessdg holgding marketable securities and
statutory capital requirements that may affectrtimreiestment choices. We also exclude firms
for which information on cash and marketable sdies;i market value of equity, earnings
before interests and taxes, interest expensestarassets is missing. To reduce the effect of
outliers, we trim our sample at 1 percent in eadlof each variable.

Next, we classify firms as (a) firms cross-listimgy the United States and (b)
benchmark firms that have never cross-listed thle@res in the United States. Because of the
various avenues that foreign firms can take t@ssthe U.S. market and the differences in
their legal and regulatory consequences, we difteate between exchange listings (NYSE,
Nasdaq and AMEX), over-the-counter listings (OT@) gorivate placements under Rule
144A. We obtain cross-listing information (whetfzefirm has a foreign listing in the United
States at the end of each year and the type mig)sirom the Bank of New York, JP Morgan,
Citibank, NYSE, Nasdag, and the Center for ReseamhSecurity Prices (CRSP).To
mitigate the concern about survivorship bias, wepkigack of both active and inactive listings
using the data provided by Citibank and CRSP. e #lace the listing type upgrades or
downgrades, from OTC to exchange listing, for ins& using the information provided by
Citibank. We manually contrast and complete thessiisting dates and types by searching
on Lexis/Nexis.

To characterize the effects of cross-listings om thlue of excess cash, we employ
several proxies for governance quality and momipiintensity. First, we use a number of
country-level variables in our analysis. Specificalve consider the anti-director rights index
presented by La Porta, Lopez-de-Silanes, Shledfied, Vishny (1998), which measures the
quality of legal protection offered to minority i@stors. This index, based on laws prevailing

in 1993, is available for 49 countries.

14 We note that Worldscope tries to homogenize adimgidlata of firms subject to different accountstgndards in a way
that makes them more comparable. However, we reamiscious of the limitations of comparing accauptilata for firms
from different countries.

15 See, for exampleyww.adrbny.comwww.adr.com andwww.citibank.com/adr
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From the same source, we take the accounting itoessess the effect of lack of
transparency. In addition, we use two variablesnfidjankov, La Porta, Lopez-de-Silanes,
and Shleifer (2006). First, we consider the revisedi-director rights index, which is
compiled using laws prevailing in 2003, and secotid anti-self-dealing index, which
focuses on the expropriation that minority shardad may suffer from insiders (self-
dealing). This latter index focuses more on thaqmtion that shareholders receive in case of
expropriation by corporate insiders and gives speaitention to the level of disclosure.
Investor protection tends to be highly correlatethwneasures of economic development.
Hence, we also use the classification scheme afiddtd and Poor's Emerging Market
Databas® to categorize countries as developed or emerginganies.

At the firm level, we use two variables as proxfes the intensity of outside
monitoring. First, we use analyst following to aagt external monitoring pressure; see
Jensen and Meckling (1976), Lang, Lins, and Mil{g004), or Yu (2007). We collect
information on analyst coverage for our sample difmom the I/B/E/S International Summary
file. Specifically, we definedCoverageas the average number of analysts issuing forecast
during a given year. Our second monitoring proxy captures the structoirea firm’s
ownership Prior research indicates that large shareholdevs lkaough capital at stake to
have an incentive to monitor and influence managersons; see for instance Gillian and
Starks (2000) or Gompers and Metrick (2001). Tasuoee investor oversight, we use the
data item reported as “Closely held shares” in \d&mbpe. Closely held sharéSHS) is
defined as the percentage of shares held by irssidéro include senior corporate officers and
directors, and their immediate families; sharesdhig trusts; shares held by another
corporation (except shares held in a fiduciary capay financial institutions); shares held
by pension and benefit plans; and shares held diyittuals who hold 5 percent or more of
shares outstanding.Hence these blockholdings can be considered aureea$ how much
oversight managers are subject to, with a largercgmage indicating more intense

monitoring.

18 The Standard and Poor's Emerging Market Datablassifies a market as emerging if it meets at leastof two general

criteria: (1) it is located in a low- or middle-imme economy as defined by the World Bank, andtfjnivestable market
capitalization is low in relation to its most ret&NP figures. This yields a few situations in whicewly rich countries

(such as Taiwan and Korea) are categorized as ergamgrkets. The classification is based on 1998.da

71n Japan, closely held shares represent the hysidif the ten largest shareholders. For firms witite than one class of
shares, closely held shares for each class arel adgether. We recognize the limitations of thimewship measure, since it
relies on information disclosed by firms and thisctbsure is often voluntary and unmonitored.
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Finally, in further tests, we consider the extemthich firms raise external capital
around the cross-listing event. For that purposegather information about security issuance
from the Securities Data Corporation (SDC). SDCtams the date and type of issue, the
market (country) in which the security was isswed the proceeds from each issue. Since we
are interested in tracking issuance activity arotiredU.S. listing event, we follow Doidge,
Karolyi, and Stulz (2008). comparing the issuanegesl with the cross-listing dates and
considering only issuance within three years ofligteng. Further, we put together all capital-
raising activity, that is, all public and privatguity and debt issued at home and in the United

States as well as in other markets.

Insert Table 1 about here

Table 1, Panel A, describes the composition offimad sample for cross-listing firms
and firms that never cross-list (the benchmark)e Eample consists of 868 foreign firms
(7,068 firm-years) listing shares in the Unitedt&ta In terms of the repartition across the
three cross-listing types, our sample comprises fB8% (3,071 firm-years) listed on U.S.
exchanges, 354 firms (2,999 firm-years) listed Oar@l 177 firms (998 firm-years) listed
through private placement under Rule 144A. The berak sample contains 11,554 firms,
which represents 53,569 firm-years. The sample dusiderable geographic dispersion.
Firms are located in 44 countries, of which 22 ameerging markets, and spans 16 years.
There are 533 cross-listing firms (7,648 benchniarks) from developed markets and 335
cross-listing firms (3,906 benchmark firms) fromenging markets.

Panel B provides information on the compositionoof sample classified by the
various country-level measures of investor protecthat we have introduced previously and
by the change in capital-raising activity around tiross-listing event. Overall, our sample
includes a broad cross-section of firm-years amd €iharacteristics suitable for our empirical
investigation.

In Panel C, we present descriptive statistics far main variables used in the subsequent
analysis: excess cash, total cash, market valadysircoverage, closely held shares and capitsédai
For cross-listing firms, we present the statistarsboth the period before and after the U.S.Htgti
We note a slight increase in the level of excesh edter foreign firms access the U.S. markets. In
contrast, we note a significant difference in tbeel of excess cash between cross-listing firms and
domestic firms. When we look at total cash, we oleseno difference between cross-listing and
benchmark firms. Those descriptive results areistergt with the view that cross-listing firms ahet
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ones that use additional cash and hence need nal dig investors that their money will be used
efficiently; see Doidge, Karolyi, Lins, Miller, an8tulz (2007)1'.8 Turning to firmvalue, we note
several interesting points. First, consistent vidibidge, Karolyi, and Stulz (2004), the average and
median firms’ market values are larger for crosgelil firms than for benchmark firms. Moreover, we
observe a pecking order in market values by typkstihg. Indeed, the average and median market
value of exchange-listed firms is larger than wfaOTC firms, and finally than that of firms lisgn
through Rule 144A. Also, in line with Doidge, Kaypland Stulz (2008), we see that the market value
is greater before a firm cross-lists than afterisTitesult emphasizes the crucial need to control
correctly for the effect of growth opportunities @h measuring the effect of cross-listing on firm
value, and more particularly on the value of excemsh. Consistent with the figures reported in
Bailey, Karolyi, and Salva (2006) or Lang, Linsdaviller (2004), we observe an increase in analyst
following once foreign firms access the U.S. mask@&urning to ownership structure, we note a slight
decrease in closely held shares for firms crosisifjon an exchange or OTC but a significant ineeea
for firms choosing private placement. A Kruskal-Walest indicates that the ownership structure
differs among the three types of listing both befand after the listing event. Finally, the lastt jpd
Panel C clearly shows that cross-listing firms @ase their issuance activity after accessing U.S.

markets. On average, they raise 70 percent moitatapce listed in the United States.

4. MAIN RESULTS

4.1. Comparison of cross-listed with non-cross-list firms

To test the hypotheses that we delineate in se2tiove start by estimating investors’
valuation of excess cash for the whole sample apdrt the results in table 2. The regression
estimate uses pooled OLS, and the reported titatiare based on heteroskedasticity-
corrected standards errors that are clusterededirth level. Column (1) first shows that the
marginal value of excess cash is 0.589 for our ek sample. The magnitude of this
estimate is in line with Pinkowitz, Stulz. and Withson (2006) and confirms that liquid
assets are valued at a discount worldwide (outsiddJnited Statesy.Next, we observe that
the coefficient onXCashx Cross-listis positive and statistically significant. Thisnteal

result indicates that investors value the excesls oicross-listed firms at a premium of 0.910

18 Alternatively, it might indicate that cross-listifirms have a special need for cash that is alfsemt our “normal” cash
specifications. However, this pattern remains evban we change the normal cash specification.

19 pinkowitz, Stulz, and Williamson (2006) do not oepan estimate of the value of cash for their whemple. Splitting
their sample by the degree of country investoreutidn, they report estimates of 0.39 for the lowi-director-rights index
and 1.17 for the high anti-director-rights indexofdover, they report estimates of the value of cadtereas we present
estimates of the value ekcessash.
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compared with their market peéfsThis estimate reveals that on average investaisiation

of excess cash is almost three times larger fossclisted firms. Hence, confirming our
prediction, investors seem to view a U.S. crodsilisas an effective instrument for limiting
managers’ misallocation of corporate cash reseavas thus increase the value they place on

liquid assets.

Insert Table 2 about here

Next, to gain more insight into the mechanismsidgwp investors’ valuation, we
distinguish between firms that list shares on W&changes, those that list in the OTC
market, and those that access the U.S. marketghrBule 144A. As recognized in the cross-
listing literaturé', the avenues available for accessing U.S. maudiéfsr mostly in legal
constraints and disclosure requirements. Whereaxemange listing implies full registration
with the SEC, and makes firms liable to U.S. disate and legal rules, OTC listings and
Rule 144A have much lower disclosure and legal icatibns. On this ground, if investors
associate the three listing types with differeniemsity in the reduction of managers’ risk of
misallocation, they should value excess cash aswiyd To gauge this claim, we replace
Cross-list by separate dummy variables representing eadndidype and interact these
dummies withXCash Specifically,Exchangeequals one if a foreign firm is listed on a U.S.
exchange (levels 2 and 3) and zero otherw@E€C equals one for firms listed over-the-
counter (level 1) and zero otherwise and, by carg)l144A equals one for firms that are
listed in the U.S. through private placements (RiléA).

Column (2) of table 2 clearly reveals that the niagie of the excess cash premium
differs across listing types. We observe the ldargéfect for exchange-listed firms, with a

large, positive, and statistically significant do@ént of 1.023.

20 A value of cash larger than one could reflect ¢bst of raising additional capital in the presenégrofitable growth
opportunities or differential corporate and indivéd taxes. See Pinkowitz, Stulz, and WilliamsonO@0Q Falkender and
Wang (2006,) and Dittmar and Mahrt-Smith (2007).

21 See for instance Doidge, Karolyi, and Stulz (2a898) or Bailey, Karoyi, and Salva (2006).
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Consistent with our hypothesis, investors seemetmgnize the increased legal and
disclosure requirements attached to a U.S. exchigstgey and consequently place additional
value on firms’ excess cash reserves. Column (2 aisplays a positive excess cash
premium for foreign firms that have OTC listingsveld though the effect appears to be
smaller than for exchange-listed firms, our estemandicate that investors also consider OTC
listings a tool to improve the efficiency of corpte cash allocation. Turning to Rule 144A,
the coefficient is indistinguishable from zero. Aadingly, investors do not seem to perceive
any reduction of misallocation risk for this typglisting. In columns (3) to (5), we redo a
similar analysis but consider each cross-listimgptgeparately. Reassuringly, these additional
estimations continue to show a relative premiuninirestors’ valuation of excess cash for
both exchange- and OTC-listed firms.

Overall, the differences in investors’ valuation efcess cash suppor the view that
U.S. cross-listings have an important influencenesanagers’ potential ability to use cash
reserves inefficiently. In particular, the strongess cash premium we observe for exchange-
listed firms corroborates recent findings thatngtent laws and disclosure requirement put
additional bounds on managers’ actions and henlperéduce the risk of inefficient behavior.
A consequence is that by lessening investors’ noavkdof liquid assets, a U.S. exchange
listing reduces part of the value loss engendergdweak governance mechanisms.
Interestingly, our results highlight that invest@iso perceive OTC listings as making it
harder for managers to waste corporate liquid nressu Notably, since OTC listings have
very few legal repercussions and do not comprigditiadal disclosure requirements, our

findings suggest that investors associate OTQgstiwith other governance constraints.

4.2 Sensitivity analyses

Before exploring more in detail what explains theess cash premium, and in
particular why we observe such an important effecOTC firms, we want to make sure that
our inference is not misstated. For that, we extmndanalysis in several dimensions. In this
section, we examine whether our results are rdiousthanges in our model specification and
estimation procedure. The outcome is reported bfetad. We start the first set of tests by
changing our variable of interest. Following Pinkiaw Stulz, and Williamson (2006), we
reestimate our valuation model by using the levetash and changes in cash instead of

excess cash. Specificallgashis defined as cash and marketable securities tov@rassets,
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while ACash refers to the yearly change in total c&sim columns (1) and (2) of table 3, we
note that our results are robust to this changeoWgéerve that investors’ valuation of cash is
twice as large for exchange listings as for OT@ngs, and, again, we find no premium for

the less demanding cross-listing optfén.

Insert Table 3 about here

We continue by reestimating model (1) without firfram the U.K. and Japan. Given
that those two countries comprise the greatest eunob observations in our sample, a
legitimate concern is that British and Japanesedfidrive our results. As we notice in column
(3), our results are virtually unchanged when welwede the U.K. and Japan. In column (4),
we extend our sample to include all firms and noly dhose with positive excess cash.
Precisely, when a firm-year has negative exceds wasconsider that the firm is operating at
the optimal level (otherwise it could not operaaell setXCashequal to zero. We note that
expanding our sample has no significant impact unestimations. Next, we note that in our
model the slope parameters on the profitabilityialdes could be viewed as discount rates,
which may be subject to change around cross-lisseg Karolyi (2006) and Hail and Leuz
(2006)** If this is the case, imposing the same slopeallovariables, as we do in our basic
specification, would be inadequate. To correcttfat, in column (5) we interact all slope
parameters on the control variables with the IgstitummyCross-listand alternatively, in
unreported results, with each cross-listing typhisTmodification has no impact on our

conclusiong®

22 From the univariate tests, we know that the lefalash decreases slightly subsequent to a UtlBiglisSo, using changes
in cash turns out to be robust to the potentiaatéf of cash-level variations.

2 Al estimations presented in this paper ¥@ashare computed also f@ash Results are available upon request.

24 We note that the estimated change reported ifitérature is rather modest. Doidge, Karolyi, andl5(2004) argue that
“there is some support in the event study liteatiar the argument that listing in the U.S. redulbasiers to owning the
stock and therefore decreases the listing firm'st ©b capital, but this support is rather limit¢dRecently, Hail and Leuz
(2006) document that the reduction in the costapital explains only part of the valuation premiaficross-listed firms.

% A potential drawback with our model is that it dasot account explicitly for differences in cagitation rates across
firms. However, we note that the model has beemwsto perform about asd well as a model that relatenormal returns to
changes in firm characteristics; see Dittmar andit48mith (2007) and Faulkender and Wang (2006addition to letting
the cost of capital change around cross-listingimgement another test to see whether our spatific poses a problem.
We estimate regressions (where the variable ofgstas the level of cash) separately for two geoapfirms that are sorted
to have more similar costs of capital. We sort izg ¢large versus small) and by firm-specific beftaigh versus low). We
observe that some of the slopes on control vasatiediffer across specifications, but the estichatsponses of value to
cash holdings are similar across groups and dban any effect on our conclusions.
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Subsequently, we reassess our base model (1) fobjowlternative estimation
procedures. In column (6), we follow previous séisdand reestimate the model using the
Fama and Macbeth (1973) approdtiAlthough the magnitude of the estimates differs
slightly, these changes have no bearing on ourlgsions. Finally, in columns (7) and (8) we
address concerns about the potential endogeneitiieotross-listing decision. Since firms
choose to list in the United States, our samplero$s-listed firms may not be random. To
mitigate this issue, we estimate self-selection Kdemn-type models, where the first stage
models a firm’s decision to cross-list and the selcetage refers to our baseline valuation
specification (1). For the first-stage estimatiove follow prior studies in our choice of
instruments and include size, leverage, sales trothie industry median market-to-book
ratio, the anti-director-rights index, and yearefixeffects; see for instance Doidge, Karolyi,
and Stulz (2004) or Bailey, Karolyi, and Salva (@P0Column (7) reports the second-stage
regression results whei@ross-listis the choice variable in the first stage. Altdively,
column (8) presents results whexchange OTC, and 144A are the first-stage choice
variables, respectivefy. Although the significance of the estimated Miligios indicates the
presence of a selection bias, we still observeitivaistors’ value the excess cash of exchange
and OTC listed firms at a premium.

Taken together, our conclusions remain robust fferéint measures of cash, different
specifications, and different estimation techniguegestors truly perceive U.S. exchange and
OTC listings as effective devices to enhance tligieft use of cash holdings, and hence

protect their investment.

4.3. Further tests to control for growth options

As we mention earlier, an important concern relatethe potential misleading effect
of uncaptured growth options. It is plausible thvat are associating a higher value of excess
cash with a lower risk of misallocation of excgsstash balances when in fact our results
could also be driven by increased growth optioreg #re particular to cross-listing; see
Faulkender and Wang (2006) and Pinkowitz and Wiilkan (2005). Recall that to mitigate
this concern, we have already included explicittadrvariables (Sales Growth and Global
Industry q) in our valuation regressions and we legnpxcess cash, an instrumental measure

for growth opportunities.

26 gee, for instance, Pinkowitz, Stulz, and William§2006) and Pinkowitz and Williamson (2005). Hoeewo the extent
that our sample covers a short period (13 years) file fact that we have few observations for fithet hasve recently
cross-listed, we think that pooled OLS is the appade estimation procedure.
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However, to truly rule out the possibility that aptured growth options contaminate
our estimates of investors’ valuations of excesticeve perform two additional tests.

First, we draw from Faulkender and Wang (2006), whow that cash reserves are
more valuable to financially constrained firms tifeate important growth opportunities. To
address this possibility, we split cross-listednrinto two groups based on their capital-
raising activity around the cross-listing event. #loing so, we presume that firms
experiencing the largest expansion of their investihopportunity set and facing financing
constraints are the ones that increase their ¢apitising activity when accessing the U.S.
markets. Hence, if our excess-cash estimates taflezaptured growth options, we should
find a premium on the value of excess cash onlyfifors that increase their capital issuance
activity. The results for the two partitions regartiin columns (1) and (2) of table 4 contradict
this claim. Indeed, while investors’ valuationefcess cash turns out to be larger for firms
that increase their capital-raising activity arodhe cross-listing date, column (2) reveals that
the investors’ valuation of excess cash continadsetlarger for exchange- and OTC- listed
firms even when they keep their issuance activiopstant. These results indicate that
increased growth options do seem to affect invest@luation of excess cash, but they still
highlight the importance of governance constraimiggosed by the U.S. market environment.
Notably, column (2) reveals that the estimated sx@ash premium for exchange cross-listed
firms is 0.54. Since it is purged from the effeétgrowth options, this estimate can be
considered as a cleaner measure of the premiunmtresgttors really attach to excessive liquid
asset$® Similarly, the premium for OTC listings is 0.4Qytht is only marginally significant.
This suggests that part of the effect uncovered@dC listings could be attributable to
growth options.

To further assess the potential effect of growthioms on our conclusions, we
compare investors’ valuation of excess cash fosstisted firms with that of a representative
sample of U.S. firms that are available in Worlgss8 If expanded growth opportunities that
are particular to cross-listed firms are reallyvoig our results, the value of excess cash
should be larger for cross-listed firms than fomparable U.S. firms. In column (3) of table
4, we compare the value of excess cash betwees-iistesd and U.S. firms. First, we observe
that investors’ valuation of excess cash for Uusad is around 2.34. This is consistent with
the estimates of Dittmar and Mahrt-Smith (2007)pwéport coefficients larger than 2.00 for
well-governed U.S. firms.

27 Results from the first-stage probit estimatiores available upon request.
28 We thank the referee for suggesting us this inéagion.
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The main result to notice is that, for the threesstlisting avenues, investors’
valuation of excess cash never exceeds that of fin8s. This strong result provides
confidence that our conclusions are robust to ffecieof growth options that are not well
captured by our original control variables. Intéregy, we note that the value of excess cash
for exchange-listed foreign firms is virtually naffdrent than that for U.S. firms, as the
coefficient onXCashxExchanges not statistically significant. However, investappear to
discount the value of liquid assets for OTC-listehs. Regarding 144A cross-listings, those
show the largest gap in the valuation of liquidedssvith respect to U.S. firms. These results
suggest that, while investors associate OTC ciie8ag with de factoimprovement in the use
of corporate cash resources, they still believd thanagers of those firms enjoy larger
discretion than the managers of comparable U.$ocations.

All in all, our results are robust to various tetbtat attempt to mitigate concern about
the effect uncaptured growth options may have arestimated coefficients. In the following
sections, we explore supplementary predictionsuofhypothesis and extend our analysis to

embrace dynamic features.

4.4. Change in the value of excess cash (pre- vesqost-cross-listing)

So far, our results indicate that on average, toveglace a larger value on
the excess cash of foreign firms that have U.Shaxge or OTC listings than on that of
domestic firms. In this section, we further chaggize this result by examining the dynamics
of the relation between U.S. cross-listings ancesters’ valuation of excess cash in event
time. Looking at whether and how investors’ chatige way they expect cash to be used
around the cross-listing event is important fofeagtst two reasons. First, if investors really
perceive U.S. rules, requirements, and other featas efficient tools for guaranteeing the
adequate use of corporate cash resources, thadditenal value they place on firms’ excess
cash should increase after the cross-listing datk ke sustained in the long run. Second,
looking at investors’ valuation of excess cash myadutside the window of years surrounding
the listing event minimizes the concern that ouingstes are contaminated by financing,

investment, or operating events that occur contean@musly with the cross-listing déte.

2% \We are especially grateful to Christian Leuz feggesting this test to us.
3%We thank the referee for raising this importarinpo
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In table 5, we exploit the dynamic nature of ouradset and examine how investors’
valuation of excess casthangesover cross-listings. To do so, we start by creptievent
time” dummy variables. In particulaBeforeequals one before a firm cross-lists in the United
States and zero otherwise. Similarifter takes a value of one once a firm is cross-listed i
the United States and zero otherwise. Then to asshsther investors’ valuation of excess
cash increases over the cross-listing event, w&ineate our baseline model (1) but interact
XCash with the listing-type dummies together with theotvevent-time dummies. Our
specification now stacks firm-year observationscafss-listing firms before and after they

access U.S. markets as well as those firms tha&rreeess-list.

Insert Table 5 about here

Column (1) presents the estimation results. Werlgledserve that the coefficient on
XCashx Beforeis not statistically different from zefb.Hence, in terms of risk of cash
misallocation, investors do not seem to distinguistween firms that are going to cross-list
and those that never cross-list. However, the pesiind significant coefficient on
XCashxExchangexAfteand XCashxOTCxAfterindicate that investors do raise the value
they place on excess cash once firms become listedU.S. exchange or over-the-counter.

Next, we further split théfter variable into additional event-time dummies theitér
trace cross-listing patterns. Specificalyfterlin column (2) equals one for cross-listed firms
during the three years following their U.S. listiagd zero otherwise. Similarbjfter2 equals
one for firms that have been cross-listed for mbea four years and zero otherwise. Column
(2) presents the additional event-time results esntains several important findings. First,
for each type of listing, there is a large incremsavestors’ valuation of excess cash in the
years following the listing. The magnitude of thesurge is especially large for OTC firms
(1.366 with a t-statistic of 4.23). Second, theueabf excess cash appears to decline in the
years following the listing event. However, for Baonge- and OTC-listed firms, the excess
cash premium crucially remains positive and siatflyy significant even beyond three years

after the listing.

%1 In unreported results, we also try to interé€ashxBeforawith each cross-listing type, but all the corrasting
coefficients are not statistically different frorara.
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Further, F-tests confirm that this long-term effiscsignificant for both exchange- and
OTC-listed firms®® In contrast, for Rule 144A listings, investors dot add a permanent
premium on firms’ free cash reserves. In column (& repeat a similar analysis but change
the event-time pattern slightly. Specificalifterlin column (3) equals one for cross-listed
firms during the two years following their U.S.tiigg and zero otherwise. Similarhjfter2
equals one for firms that have been cross-listedniore than three years and zero otherwise.
We obtain virtually the same results.

In summary, we find that investors do raise thei@dahey place on cash reserves when
firms choose to benefit from the U.S. market envinent through exchange or OTC listings.
Moreover, the change in investors’ perception ef plotential for misallocation contained in
cash reserves remains substantial even severa j@iowing the cross-listing event. This
suggests that investors envision that a U.S. gistonstrains managers’ wasteful actions in the

long run and therefore really enhances the efftaise of cash.

4.5. Does the country of origin matter?

In this section, we examine whether and how firilm®ne-country institutional traits
drive investors’ perceptions of the governance fisnereated through a U.S. cross-listing.
Indeed, previous results show that the U.S. firelrenvironment enhances overall investors
confidence about the adequate allocation of casérves. In this context, one might expect
that the documented efficiency gains depend largelthe ability of home-market institutions
to constrain managers’ potential misuse of cashin¥estigate this claim, we split our sample
into subgroups by using proxies for home-countrstiintions’ quality. Then, we estimate
investors’ valuation of excess cash separatelyefmh subgroup. The first partition divides
the sample into firms from countries where invegtootection is weak, that is, the anti-
director-rights index is below threedw), and those from countries where the index istgrea
to or equal to threeHjgh). Concerning the accounting, anti-self-dealingd aevised anti-
director-rights indices, we assign firms to tteewv protection groups if these indices are below
their median. Likewise, we assign firms to thigh protection groups if the respective indices
are above their median values. Finally, we constterdifference between developed and

emerging countries.

32 Specifically, we obtain the result that the cagéint XCashx Befords statistically different from
XCashxExchangexAfterBoth in column (2) and in column (3).
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Table 6 reveals which firms seem to benefit mommfithe U.S. listing. Consistent
with Pinkowitz, Stulz, and Williamson (2006), intess place a substantial discount on the
value of excess cash for firms located in countrm@th weak institutional protection.
However, unlike Pinkowitz, Stulz, and WilliamsonO@5), we note that the value of excess
cash is discounted below its face value in coustmeth higher investor protection and
transparency. This discrepancy might originatehia fact that we consider the investors’
valuation of free cash flow, i.e., excess cashJevRinkowitz, Stulz, and Williamson (2006)

estimate the value of total and changes in cash.

Insert Table 6 about here

Turning to the effect of cross-listing, all specifiions provide evidence that investors
value the disciplining effect of a U.S. listing meoif firms are incorporated in a country
characterized by feeble institutions. More spealfic column (1) presents regression results
for poor-protection countries according to the -aiéctor-rights index. For non-cross-listed
firms, we estimate that the value of excess ca§h58, which is far below its face value. In
sharp contrast, our estimates reveal that invéstataation of excess cash is significantly
larger for firms cross-listed in the United Statdgain, we continue to observe the largest
effect for exchange-listed firms but a significasffect for firms accessing U.S. markets
through OTC listings. Columns (3), (5), (7), andl $&ow similar patterns when we use the
anti-self-dealing index, the revised anti-direatghts index, the accounting indices, and the
level of economic development respectively. It @ilv noting that the coefficients ofCash
are at a discount across all specifications, beititiportance of this discount differs slightly,
depending on the measure of institutional qualigt twe use. Nonetheless, our results hold
regardless of the index we consider.

When we consider the group of firms located in ¢nas with strong institutions,
columns (2), (4), (6), (8). and (10) offer a diffat picture. If we look at the estimates on
XCashExchange we see that investors also upgrade their valoatib excess cash for
exchange-listed firms but to a lesser extent tloarfifms in theLow group. When we look at
the estimates oXCashxOTC, the picture is not as clear-cut. Indeed, in sormecifipations
the coefficient is only marginally significant, vidiit is still positive and significant in others.

Given that the value investors place on excess kakhings appears to be related to

the quality of the home-market institutions, a valet question is whether cross-listing
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eliminates the pre-existing differences. To examieether the value of excess cash of all
foreign firms cross-listing under the same modabktysimilar regardless of their country of
incorporation, we perform two-sample tests. Morecfgely, we test whetheXCash +
XCashExchangas significantly different between thew andHigh groups. A similar test is
computed for OTC and 144A listings. We find thatass the various cross-listing avenues
there is no significant difference in investorsluation of excess cash between twev and
High groups. This indicates that investors perceive rible of misallocation of excessive
corporate resources to be similar across crossdliitms. regardless of the quality of their
home-market institutions. In essence, cross-liitets subject to the same U.S. requirements
are viewed as having on average a similar levgbetrnance constraints.

Our findings clearly confirm the view that the Uflancial markets provide efficient
mechanisms for limiingt the misallocation of invast funds. Indeed, we report that the
securing effect of cross-listing is magnified foirnfs located in poorly protected
environments. From a different perspective, ouultssimportantly highlight that country
characteristics are important determinants of cafgogovernance. As a matter of fact, by
pulling themselves out of their legal environmemgss-listed firms seem to partially sidestep
their home-country institutions. Our analysis shathat investors associate this positive
signal with a reduced risk of managers’ wasteftioas. In this respect, we substantiate the
study of Doidge, Karolyi, and Stulz (2007), who derstrate that country characteristics

explain much more variation in governance ratiraptbbservable firm characteristics.

4.6. What are the governance mechanisms at work?

Hitherto, we have found compelling evidence thaestors associate U.S. exchange
and OTC listings with a cutback in managers’ unpotive allocation of cash resources.
However, unlike those listing on exchanges, fordigms opting for an OTC listing are not
subject to U.S. disclosure requirements, SEC eafoent, or shareholders’ litigation threat.
Hence, our results indirectly suggest that govereamechanisms beyond legal protection
effectively drive investors; perceptions.

To further strengthen this interpretation, we l@abknvestors’ valuation of excess cash
when foreign firms are cross-listed in London. ingtshares on the London Stock Exchange
does not subject firms to the U.K. legal rules seqguires a weaker governance commitment
than a U.S. exchange listing. In essence, a Lonidting can be compared with an OTC
listing in terms of requirements, and hence enaislgo further assess the effect of legal

changes on managers’ misuse of cash. We gathes-listeg information from the London
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Stock Exchang@ Some firms in our sample have both a Londonnijstitnd some type of

U.S. listing. Since U.S. listings are more resiviet we consider only firms that are not
simultaneously cross-listed in the U.S. We thuseh@iXl firm-year observations, representing
99 firms from 23 countries that meet our data nexjuents. We rerun model (1) for London
cross-listings and the benchmark sample. Columnot4fable 7 shows the results of the
estimation. As with OTC listings, we observe timvestors value liquid assets of firms cross-
listed in London at a premium compared with thesmie-country peers. As expected, the
magnitude of the premium is much smaller than the we obtain for U.S. exchange-listed
firms, but it is still significant at the 10 perdeevel. This finding confirms that investors
view cross-listing in larger and more liqguid magkeas an instrument for limiting

management’s wasteful actions, even when no ledgd and public enforcement are at work.

Overall, our results are in line with Stulz’s (19%rgument that U.S. cross-listings
might also discipline managers through the presstiracreased monitoring and scrutiny by
various market participants. Accordingly, it midbe that part of the documented premium
investors place on excess cash stems from the as®de monitoring and scrutiny that
accompanies a U.S. listing. The cross-listing ditere has suggested that mechanisms such as
a stronger market for corporate control (DoidgeP4)0 increased scrutiny by financial
analysts and sophisticated investors (Baker, Ng&inand Weaver, 2002, Lang, Lins, and
Miller, 2003), increased voluntary disclosure (Bgijl Karolyi, and Salva, 2006), or broader
media coverage (Dyck and Zingales, 2004) might toeeaak. To further understand what
factors induce investors to change their percepifamisallocation risk with cross-listing, we
focus on the potential monitoring role played byaficial analysts and large institutional
investors.

First, we use the change in analyst following abaross-listing to capture changes in
external monitoring pressure. Indeed, as shownangl. Lins, and Miller (2004) and Yu
(2007), by providing coverage and information, st play a significant role in disciplining
management. In this spirit, we create the variab@@overag,e defined as the difference
between the three-year average coverage afterrtdss-tisting event and before the cross-
listing event.34 Then, to assess whether investeaflation of excess cash reflects the
potential monitoring role of financial analysts, weestimate our valuation regression by
adding the interaction betweekCoverage, XCash and our three cross-listing dummies

Column (1) of table 7 presents the results. Rentdykahe estimated coefficients on XCash

3 The list of international firms listed in Londos available at www.londonstockexchange.com
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interacted with all cross-listing types amdCoverage are significantly positive. These
estimates essentially highlight that part of thetuation in the potential inadequate use of cash
is triggered by the additional analyst coverage tharacterizes a U.S. listing. Notably, the
coefficient on XCashx144AXCoverage is also significant. This surprising resuficates
that, to the extent that a listing through Rule A&bmes with additional analyst coverage,
investors react and increase the value they placexoess cash. This latter result provides

unambiguous evidence that the enhanced analystagevéelps increase investors’ trust.

Insert Table 7 about here

In column (2), we perform a similar analysis bonsider the percentage of
large shareholders as an alternative measure oitoniog. Prior research suggests that large
shareholders have enough capital at stake to hlemegsincentives to monitor and discipline
managers; see, for example, Gillian and StarksqQR00 Gompers and Metrick (2001). On
this ground, if the ownership structure shifts tadvdarger and active shareholders when
foreign firms cross-list in the United States, istags may feel that their money is better
protected, even if no legal or institutional coasits tie managers’ hands. We use closely
held sharesGHS as a proxy for large shareholders’ oversight.iAgae consider changes in
ownership structure by taking the difference betwte three-year average pre- and post-
listing to createdCHS Column (2) displays positive and significant msties for exchange-
and OTC-listed firms. However, the interaction betw XCash 144A, and ACHS is not
distinguishable from zero. Overall, this specificatconfirms that part of the excess cash
premium for exchange and OTC listings is explaibgdhe change in ownership occurring

around the cross-listing period.

34 Note that we also define this variable by consigeonly one and two years before and one and &eosyafter the listing.
Our results are not affected by how we define tignge in analyst coverage.
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In column (3), we introduce simultaneously our tweasures for monitoring intensity
because they may serve as proxies for differerécspf investor scrutiny as witnessed by
their low correlation. This additional estimatiolearly reinforces our previous conclusions.
For exchange listings, we observe that part ofetheess cash premium is explained by the
increased number of analysts following the firma#g for OTC listings, our estimates reveal
that the excess cash premium is partly explaineddily dimensions of investor monitoring.
Interestingly, investors seem to associate 144Aings with greater constraints on
management only if they are able to draw additi@isdntion from the analyst and investor
community. In columns (5) and (6), we perform aiEimanalysis for London listings, and in
that case, we note that the premium investors pdapeemium on excess cash only if the
listing comes along with an increased number drfoial analysts following the firm. In all
specifications the coefficients oiXCashxExchangeremain positive and significant,
suggesting that the stricter legal and disclosumgirenment provided by U.S. market
unambiguously plays an important role in discipltnimanagers beyond the role played by
more informal mechanisms. We also note that thdficamnts on XCashxOTC,although
lower, are also positive and significant. This could bedwse our proxies for monitoring
intensity are not perfect or there are other meishas at work. As indicated in Bailey,
Karolyi, and Salva (2006), many firms listing OTGluntarily provide additional disclosures
and implement governance improvements even if #r@ynot required to do so. Another
potential explanation for the unexplained premiwn ®TC firms could be the role of the
market for corporate control in the United States.

The results in this section unequivocally suggéwstt tthe additional monitoring
provided by analysts and large investors plays lastantial role in enhancing investors’
confidence. In this respect, our analysis compldméime evidence of Dittmar and Mabhrt-
Smith (2007). While these authors document thatvildae of excess cash of U.S. firms is
positively related to firm-level governance proxiege show thatthangesin monitoring
intensity that characterize a U.S. cross-listimpdielp restrain the dissipation of cash and in
turn preserve firm value. On a different level, oesults indicate that stricter legal protection
for investors and more intense monitoring togetle@hance investors’ confidence in
management’ actions, since investors update ttairation of excess cash holdings around

the cross-listing event.
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4.7. Is there still an effect today?

In recent years, new laws and regulations aimeghhtincing corporate governance
have been introduced in many countries. Since 1988e 30 codes or principles have been
established in OECD countrig&sCorporate governance reforms have also been étyrio
many emerging markets. De Nicolo, Laeven, and U@f®6) show that this effort has
translated into a real improvement in governancaliguin many developed and emerging
markets, although with varying intensity. In pautar, they show that, in 2003, emerging-
market corporate governance still ranked behintiadhdeveloped economies.

The efforts by governments to strengthen sharehoiglets together with the pressure
on business to improve governance practices mag hed to an increase in investors’
valuation of excess cash through time for non-chessd firms. Simultaneously, the
Sarbanes-Oxley Act (SOX) of 2002 reinforced U.8aleules and disclosure and governance
standards. Hence, if non-U.S. initiatives are eaunally more relevant than U.S. ones, we
may observe a convergence of corporate governaiaotiqes and a reduction or elimination
of the relative efficiency of U.S. cross-listing fecuring investors’ money. Actually, there is
some evidence that convergence, as measured b@adiporate Governance Quality Index
developed by De Nicolo, Laeven, and Ueda (2006} have taken place. Yet, in a recent
paper, Aggarwal, Erel, Stulz, and Williamson (200} that, on average, foreign firms have
poorer governance than matching U.S. firms. Thes#ings suggest that cross-listed firms,
which benefit from the overall U.S. standards andirenment, should still enjoy a higher
valuation of their liquid assets.

Given the recent changes in international goveragractices, a natural question is
whether investors still perceive a U.S. listingaas efficient device to reduce the risk that
managers will misuse corporate cash reserves. € sbme light on this question, we
examine how the premium investors place on the &sxocash of cross-listed firms varies
across different subperiods. The first period ranfgem 1991 to 1999, which coincides with
an upward market. Then we consider the period Zk, which corresponds to a bear
market. The third period follows the SOX enactmémat is, 2002 and 2003. The last period
contains only 2003, which is the last year for whiwwe can estimate our full model as
specified in (1). Note that to estimate our moael 2003, we need data until 2005, because

we are including two-year lead changes on earnargs investment variables as controls.

% The “Survey of Corporate Governance Development©OECD Countries” summarizes the codes and
principles adopted by OECD countries that imply rides in law and regulation and that are designed to
enhance corporate governance. See http://www.oegdataoecd/58/27/21755678.pdf
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However, in order to evaluate the recent periothasoughly as we can, we also replace the
two-year lead control variables by one-year leddss enables us to include 2004 in our
estimation window. Finally, for the most recentipdr we split our sample into firms from

developed and emerging markets, respectively.

Insert Table 8 about here

Table 8 reports the results. If we look at the astioh of the coefficients on
XCashxExchangewe see that the premium that investors placeherekcess cash of cross-
listed firms is positive and significant even iretmost recent period. The only exception is
the estimated coefficient for the period 2000-280During those years, investors did not
seem to perceive cross-listing as an effective m@wgisim for tying tie insiders’ hands.
Interestingly, this period corresponds to the bugsof the Internet bubble and the rise in
corporate scandals, when investors may have lesedaust in U.S. governance. However,
when we consider the post-SOX period, we note ttiexcess cash of cross-listed firms is
worth more than that of their domestic peers. Ifla@k at columns (6) and (7), we observe
that for the most recent period, this effect commesstly from firms in emerging markets,
while the value of the excess cash premium for ld@esl markets firms is no longer
statistically significant. In unreported tables, a@ain a similar outcome when we use any of
the country-level indexes reported in table 6 td #pe sample.

Our temporal analysis highlights several imporfants. First, we illustrate that during
the period comprising the bursting of the Interbebble and the subsequent corporate
scandals, such as those at Enron and WorldConstiongedowngraded their beliefs about the
effectiveness of cross-listing to limit insidersti@ans. This is consistent with the view that the
scandals, which involved fraud and accounting ufagties, weakened investors’ trust in the
integrity of U.S. capital markets. In response, th&. Congress passed the Sarbanes-Oxley
(SOX) Act of 2002, which aimed to offer enhancexhiparency, accountability, and investor
protection. If we look at the recent period, we #e# investors again associate cross-listing
with reduced risk of resource misallocation andsemuently put a premium on the cash of

firms that subject themselves to the U.S. finansyatem.

36 A similar result is shown in Wojcik, Clark, and Ba (2005). Following a different experiment, thehserve that in 2003
U.S. cross-listed firms enjoyed a governance adwegnbver non-cross-listed peers, but this effestweaker in 2000.
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This result is consistent with a recent study bydge, Karolyi, and Stulz (2008), who
show that non-U.S. firms cross-listing on the Newrky Stock Exchange enjoy a valuation
premium that is still present. Our contributiortasshow that this valuation premium is partly
explained by the efficacy of U.S. cross-listinggnproving the efficient use of firms’ liquid

assets, especially for firms in emerging markets.

5. CONCLUSION

Recent research has shown that investors discbhentatue of corporate cash reserves
when they are at high risk of being funneled indtue destroying ventures. In this paper, we
examine whether and how the stricter legal rules,greater transparency, and the increased
monitoring that accompany a U.S. cross-listing heifigate this risk. Our analysis reveals
that investors indeed perceive a U.S. listing asfficient device to curb managers’ misuse of
cash reserves. In particular, we document thatstave systematically place a valuation
premium on the excess cash of foreign firms thasstist on U.S. exchanges or over-the-
counter compared with that of their domestic peldigreover, the excess cash premium turns
out to be magnified for firms located in countrieswhich shareholder protection is weak.
Also, despite many initiatives to improve govermarmractices worldwide, the valuation
differential appears to be sustained in the lorgamd is still present. Exploring more in more
detail the origin of the reduction in misallocatiesk, we find that two complementary forces
are at work. On the one hand, investors perceigesttength of U.S. legal enforcement and
disclosure requirements as effective mechanismdyiog managers’ hands. On the other
hand, the additional scrutiny by financial analyatsl large investors that accompanies a U.S.
listing also enhances investors’ confidence thaheaserves will be not be squandered.

In a nutshell, our results highlight that the patrfor value destruction embodied in
large corporate cash holdings is significantly éewsd when foreign firms benefit from U.S.
institutions and the U.S. monitoring environmens guch, this paper provides at least two
important insights. First, we confirm that the aloontained in cash holdings is largely
determined by the existence and efficacy of medmsiputting bounds on managerial
actions. In this spirit, our results suggest tlam$ can take effective actions to acquire such
mechanisms and hence cut back a substantial souvedue loss. We provide evidence that a
U.S. cross-listing turns out to be a valid opti@econd, our analyses underline that legal
constraints and external monitoring pressure openand in hand in securing the adequate

use of cash reserves and, in turn, safeguardimgvialue.
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Yet our work leaves some questions unansweredaiticplar and despite our best
efforts, we are not able to fully explain the pramithat investors place on the excess cash of
firms that list over-the-counter. Although we doamhthat part of the valuation premium is
due to increased external monitoring, we believat tine unexplained portion could be
attributed to additional disclosure and corporateegnance rules that firms may voluntary
choose to implement even if not required to do Also, our effort has been directed at
understanding the impact of U.S. regulations anditoong on the value of excess cash, but
we note that those elements could also affect ¥mine positively or negatively through other
channels. However, assessing the overall net ingra&itm value is beyond the scope of this
paper. Finally, our analysis does not address vendathwould be better for certain firms,
those with no investment opportunities, to unlola€lirt cash balances via dividends, stock
repurchases, or paying off debt. These are impbrjaestions that we leave for future
research.
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Appendix: Computing excess cash holdings

This appendix describes the methodology for comgutixcess cash holdings. We follow and
adapt the approach of Dittmar and Mahrt-Smith (20&7d Opler, Pinkowitz, Stulz, and
Williamson (1999). Specifically, for each counteye first estimate regressions to determine
the normal level of cash holdingsThis choice is justified by the results in Dittmatahrt-
Smith, and Servaes (2003), who show that the lef’elash depends crucially on country
factors. We then define excess cash as the differbatween actual cash and the predicted

normal cash.

The excess cash measure that we use throughoupaiher comes from the following
specification:

In(Cash,) = ,In(TA) + B, CF, + B NWC + B, MY+ B, Capext 5, Levera

2
+BRD, + ;DI +a; +p+1p +u, @

where Cash® is cash and marketable securiti€f; is operating income minus interest and
taxes.NWCis current assets minus current liabilities minash, andV is the market value
of the firm, computed as the sum of the market ealfiequity and the book value of short-
term and long-term debt. This variable is furthexde instrumental using past sales growth;
see belowCapexrefers to capital expenditurdseverageis the sum of short- and long-term
debt.RD refers to research and development expenses. WRBheas missing, we set its value
to zero.DIV represents common dividend paid. All variablessoraed by total asset$A).

We also include firm &, ), industry (p). and time f,) fixed effects.

Several aspects of model (2) deserve additiomaineents. First, as noted in Dittmar
and Mahrt-Smith (2007), the proxy for investmentpopunities in (2),MV, presents a
potential problem. Indeed, in the paper, we conjecand provide evidence that excess cash
affects firm value. Accordingly, it is problematio also use this variable as a proxy for
investment opportunities in regressions predicttagh levels. To address this concern, we
follow Dittmar and Mahrt-Smith (2007) and employ mstrumental variable to control for

investment opportunities. Specifically, we use tears lagged sales growth as an instrument

37 Note that we also estimate one regression faraaihtries including country-fixed effects. This wafycomputing excess
cash delivers similar results concerning the e$fe¢tcross-listing on the value of excess cash.
38 For ease of notation, we drop the subscriptsréfat to the firmi and respectively year
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for MV. As it is difficult to argue that current cashéés/affect past sales growth, this measure
IS exogenous to cash decisions. As we show beloiw,instrument consistently identifies

model (2) parameters.

Second, we include firm fixed effects in model, (@nhce some firms may genuinely
hold larger cash balances than required for econoegsons’ Following the arguments of
Dittmar and Mahrt-Smith (2007), we do not dedu@ #stimated specific firm effects when
computing excess cash. Indeed, since firm fixedeot$f do not capture traditional
determinants of cash holdings such as investmesdgihg, and operational needs, they

should be counted as excess c¢&sh.

In Panel A of table A.1, we present the estimatibmodel (2). First, columns (1) and
(2) report pooled OLS coefficient estimates. Inucoh (2), we replacdMV by past sales
growth to proxy for investment opportunities. Inlwan (3)—(7), we apply an instrumental-
variables approach to estimate model (2). Our esémof excess cash throughout the paper
are computed from the coefficients in column (¥)e3e coefficients correspond to the mean
coefficients of the country- specific regressiofise coefficient estimates are generally in line
with previous related literature. We also repoe tasults from the firststage regression of the
instrumental variable estimation in the last columhe strong positive association between
past sales growth and market value supports oinstnument choice. We note that the results
of the effect of cross-listing on the value of esceash remain qualitatively the same if

instead we use excess cash estimates based oicieoésfin column (1) and (2).

For robustness, we also estimate different alteraspecifications of the normal cash
regression where we include governance proxiesddg#i@al controls. Indeed, previous
literature indicates a link between governance ig=and cash levels. In this spirit, we first
follow the insights of Dittmar, Mahrt-Smith, and r8aes (2003), and include country-level
governance variables. Specifically, we include rinsed anti-director-rights index (column
4) as well as a dummy for the common-law legal inrigolumn 5). Since we cannot run
country-by-country regressions when using courgmel variables, we run a pooled
estimation instead. Alternatively, we consider owo firm-level governance (monitoring)
variables as predictors of cash level. In colum)y Y& include closely held shares and in
column (7) we add analyst coverage. Our objectiveoifind a measure that represents the

3% An F-test on the joint significance of firm-fixedifect confirms the need to account for firm-ineati effects (p-value
equals to 0.001).
40 See Dittmar and Mahrt-Smith (2007) for an illustra example.
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amount of cash that is at risk of being squandbsechanagers. Although governance quality
affects firms’ cash level, this channel is not ifissti for genuinely operational reasons.
Accordingly, to have an accurate measure, we dotak# into account the governance-
variables estimates when computing the excessreagtuals. Reassuringly, those alternative
specifications lead to the same conclusions orrteszaction between cross-listing and cash
and their effect on firm value presented in theybofilthe paper. Consistent with Dittmar and
Mahrt-Smith (2007), the robustness of the resultslifferent excess cash measures may be
partly explained by the high correlation of theirasted excess cash across the different

specifications and estimation techniques for thenad cash regression.

Panel B of table A.1. displays the correlation &oefnts between the seven specifications
reported earlier. The magnitude of the correlatstimates ranges between 0.78 and 0.99.
Finally, as we show in table 2 of the paper, usaigl cash and changes in cash instead of the
excess-cash measure defined in this appendix aséirrms the robustness of our value

results.
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Table A.1. Predicting the normal level of cash

This table reports the regression results for ¢évellof cash used to compute excess cash and tredation between different measures of
excess cash. In Panel A, the dependent varialthe isatural logarithm of the ratio of cash dividedtotal assets. The regressors include:
firm size Sizg, EBIT to total assetsF), net working capital to total asseNWCO), R&D to total assetsRD), market value to total assets

(MV), capital expenditures to total asse@sajfey, total debt to total assetsefveragg, total dividend paid@ividend and two-years lagged

sales growth%ales Growth Column (1) and (2) report pooled OLS coefficiestimates. Column (2) replade®/ by past sales growth to

proxy for investment opportunities. Columns (3)-ér¢ estimated using an instrumental variables §pfroach with past sales growth as an

instrument forMV. The results of the first stage of the IV mod&V( as dependent variable) are reported in the ldsihoo (8). The

specifications in columns (4)-(7) are identica(3) but include the following governance variablRevised Antidirector Righis an index

measuring country-level investors’ protection [frdfankov et al. (2006)JCommon Lawis a dummy that equals one for Common law

countries and zero otherwise [from la Porta e{1896)]. CHSrepresents the percentage ownership by largetsildess and insiders and

Coverageis the number of analyst following the firm. ABtémations include firm, industry and time fixedegfts. Moreover specifications

in (4) and (5) also include country fixed effedfée report heteroskedasticity and serial correlatiust t-statistics in bracket$.and”

indicate statistical significance at the 1% andI&%!ls, respectively.

Panel A : Regression results

Pooled OLS Instrumental variables
1st stageMV
Variables Q) (2 (3) 4 (5) (6) ()] (8)
Size 0.068** 0.063** 0.072**  0.099** 0.092** 0.102** 0.049** -0.019
[25.25] [23.97] [26.43] [54.03] [48.22] [50.51] [11.01] [1.78]
CF 2.335* 2.351** 2.258* 2.372* 2.335* 2411** 2.255* 2.266**
[37.62] [36.42] [30.13] [39.82] [37.82] [31.44] [31.82] [10.52]
NWC -0.730** -0.252**  -0.277** -0.613** -0.730** -0.555** -0.027* -0.15*
[10.72] [4.48] [4.14] [8.99] [10.70] [5.87] [2.32] [2.03]
RD 0.038* 0.061** 0.023*  0.028**  0.023* 0.027 0.025 9.551*
[3.79] [5.98] [2.29] [2.56] [2.09] [1.65] [1.61] [3.06]
MV 0.048** -0.048** -0.050** -0.058* -0.101** -0.066**
[8.53] [3.10] [3.16] [2.50] [3.73] [2.80]
SalesGrowth 0.089** 0.277*
[7.23] [9.16]
Capex -0.118** -0.811**  -0.107* -0.126** -0.145** -0.116** -0.098**
[4.41] [3.02] [4.03] [4.55] [4.83] [4.20] [3.82]
Dividend -0.114** -0.126**  -0.125* -0.059** -0.057** -0.068** -0.206**
[10.39] [11.62] [11.04] [5.27] [5.08] [5.01] [15.01]
Leverage -0.874* -0.841**  -0.826** -0.927** -0.937** -0.920* -0.851**
[30.94] [30.07] [29.59] [31.49] [31.75] [28.11] [24.80]
Revised Antidirector Rights -0.292**
[9.08]
Common Law -0.210**
[20.64]
CHS -0.001**
[4.00]
Coverage 0.007**
[7.86]
By country estimation yes yes yes no no yes yes yes
Observations 59,072 60,406 60,406 58,462 57,983 44,484 40,980 60,406
Adjusted R 0.34 0.33 0.34 0.25 0.26 0.32 0.32 0.17
F-test: 0;=0 (p-value) 0 0 0 0 0 0 0
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Panel B : Correlations between the seven excess ltaseasures

Specifications (1) (2) 3) (4) (5) (6) (7)
1) 1
2 0.8823 1
3) 0.8494 0.9579 1
(4) 0.9955 0.8922  0.8441 1
(5) 0.8128 0.8465  0.8756 0.8007 1
(6) 0.8335 0.8547  0.9231 0.7886  0.9997 1
(7) 0.8503 0.8999 0.8641 0.8528 0.9476 0.9135 1
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Table 1. Descriptive statistics.

Panel A describes the number of non-U.S. firms sslissing in the U.S. in our sample classified by ttype of listing, the
number of firm-years available for those crossAgfirms, and similar information for a benchmagmple of firms that do not
list in the U.S. * denotes a country designatedraemerging market by Standard and Poor’'s Emefdaugcet Database. Panel
B provides information on the composition of oumgde classified by country-level measures of ineegtrotection, by the
degree of market development, and by the changmapital-raising activity around the cross-listingeet. The country-level
measures of investor protection are the anti-diredghts index and the accounting index from Lat®oLopez-de-Silanes,
Shleifer, and Vishny (1998), the anti-self-dealiimglex, and the revised anti-director-rights indeanf Djankov, La Porta,
Lopez-de-Silanes, and Shleifer (2006). Panel Cgmtssmean and median value Excess CashCash(cash plus marketable
securities divided by total assetsjarket Value(sum of the market value of equity, the book valfishort- and long-term debt,
divided by total assetsiCoverage(number of analysts following the firmElosely held share§ of shares held by insiders
including blockholders) an@apital Raisedor the periods before and after a U.S. listingvadi as for the benchmark sample.
To test the differences between the groups befibee-ébefore-benchmark, and after-benchmark, we pedgen two-sample
Wilcoxon tests (W-test). For each group (before after), below each grouping criterion, we compkiteskal-Wallis tests (K-
W test) to test whether there are significant déffeces across the grouping critefizand” indicate statistical significance at the
1% and 5% test levels, respectively.

Panel A. By Country

Number of Firms Number of Firm-years
Country Exchange OTC 144A BenchmarkExchange OTC 144A Benchmark
Argentina* 5 2 5 32 47 15 30 97
Australia 12 31 3 465 12t 212 31 1,455
Austria 1 10 1 48 4 86 3 317
Belgium 1 2 - 76 13 26 - 524
Brazil* 15 21 2 127 64 95 7 379
Canada 64 - - 47¢E 53¢ - - 2,132
Chile* 10 2 1 10C 79 17 5 532
China* 7 5 4 40€ 29 25 26 931
Colombia* - - 2 17 - - 5 83
Denmark 4 - - 92 41 - - 763
Finland 2 2 4 97 12 25 34 672
France 19 14 2 487 284 201 22 3,050
Germany 16 13 4 514 10z 151 33 2,868
Greece* 1 - 3 75 4 - 12 175
Hong Kong 8 71 2 441 37 502 11 1,514
Hungary* 1 2 4 17 5 13 17 65
India* 3 - 4€ 301 15 - 222 1,157
Ireland 6 5 - 35 48 36 - 265
Israel 9 1 - 55 43 10 - 173
Italy 8 - 6 15¢ 74 - 43 971
Japan 15 19 - 2,79¢€ 137 220 - 11,532
Korea* 2 - 4 56¢ 4 - 18 .1,998
Luxemburg 1 - 1 16 1 - 2 82
Malaysia* - 9 - 551 - 86 - 2,557
Mexico* 17 12 5 58 15¢ 46 43 253
Netherlands 14 4 1 111 152 57 1 870
New Zealand 3 - - 58 30 - - 265
Norway 4 3 2 92 34 29 13 537
Pakistan* - - 1 90 - - 2 515
Peru* 1 3 1 47 6 10 10 154
Philippines* 1 2 5 94 16 24 35 362
Poland* - 1 5 44 - 4 15 157
Portugal* 2 1 3 36 18 9 21 188
Russia* 4 5 2 2 17 10 5 2
Singapore 3 17 - 34z 9 105 - 1,411
South Africa* 6 20 4 17z 64 137 28 720
Spain 3 2 1 82 70 13 1 607
Sweden 9 4 1 197 95 34 8 990
Switzerland 7 6 1 14¢ 67 59 14 1,125
Taiwan* 5 - 42 804 44 - 246 2,057
Thailand* - 11 2 257 - 82 19 1,462
Turkey* - 1 6 84 - 3 13 176
UK 47 48 87¢ 582 624 - 7,412
Venezuela* 1 5 1 4 2 33 3 14
Total 337 354 177 11554 3,071 2,999 998 53,569
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Panel B. By Investor Protection, Economic Developnmg¢, and Capital-Raising Activity

Number of Firms

Number of Firm-years

Exchange OTC 144A BenchmarkExchange OTC 144A Benchmark
By Anti-Director-Rights Index
High Protection 203 246 86 7,68¢ 188z 2,072 443 35,063
Low Protection 134 108 91 3,86€ 1,18€ 927 555 18,506
Total 337 354 177 11554 3071 2,999 998 53,569
By Accounting Index
High Protection 224 266 83 8,907 2174 2,346 509 40,564
Low Protection 113 88 94 2,647 897 653 489 13,005
Total 337 354 177 11554 3,071 2,999 998 53,569
By Revised Anti-Director-Rights Index
High Protection 240 288 97 9,091 2087 2,325 490 41,384
Low Protection 97 66 80 2465 984 674 508 12,185
Total 337 354 177 11554 3071 2,999 998 53,569
By Anti-Self-Dealing Index
High Protection 207 251 127 8,627 1834 2,121 666 37,608
Low Protection 130 103 50 2,927 1,237 878 332 15,961
Total 337 354 177 11554 3,071 2,999 998 53,569
By Economic Development
Developed 249 252 32 764¢ 2474 2,389 237 39,550
Emerging 88 102 145 3,90€ 597 610 761 14,019
Total 337 354 177 11554 3071 2,999 998 53,569
By Capital-Raising Activity
Increase 154 80 18 - 1,59¢ 885 555 -
No increase 183 274 159 - 1472 2,114 443 -
Total 337 354 177 - 3071 2,999 998 -

46



Panel C. Summary Statistics

Before (1) After (2) Benchmark (3) @D)-2 @O-3) @-3
Variables Obs Mean Median Obs Mean Median Obs Mean Median W-test W-test W-test
Excess cash
All 1,249 0.027 0.008 5,819 0.029 0.085 53,569 -0.001 0.006 -2.06* -1.43 -8.62**
Exchange 448  0.033 0.011 2,649 0.034 0.015 -0.28  -2.92% -7.50*
OTC 693 0.024 0.007 2,285 0.024 0.015 -2.28 054  -4.74*
144A 108 0.020 0.006 885 0.024 0.010 -0.35  -0.34 -2.12
(K-W test) 5.20 6.59*
Cash
All 1,249 0.118 0.085 5,819 0.112 0.079 53,569 0.121 1.71 -0.71 213
Exchange 448 0.115 0.076 2,649 0.116 0.097 -0.20 0.67 1.26
OTC 693 0.123 0.095 2,285 0.113 0.084 1.76 -2.22* -0.86
144A 108 0.096 0.063 885 0.098 0.068 -0.08 1.87 5.04**
(K-W test) 8.54* 27.78*
Market Value
All 1,249 1.181 0.881 5,819 0.990 0.705 53,569 0.766 7.78* -20.00* -25.06
Exchange 448 1.216 0.890 2,649 1.179 0.834 1.27 -12.90* -28.56**
OTC 693 1.175 0.895 2,285 0.820 0.594 9.81** -15.17* -8.46
144A 108 1.076 0.735 885 0.857 0.567 241 -3.66** -2.77*
(K-W test) 4.09 259.04**
Coverage
All 1,142 155 140 5,219 176 17.0 35172 6.8 -7.95%* -33.54* -79.22*
Exchange 389 16,9 16.0 2,383 198 19.0 -6.31%* -21.26" -63.53*
OTC 654 153 140 2,026 166 16.0 -3.61* -25.16" -46.48*
144A 99 10.7 10.0 810 134 13.0 -3.14*  -7.80** -27.55*
(K-W test) 23.43* 263.98*
Closely Held Shares
All 965 34.01 33.70 4,551 33.18 31.86 40,055 46.27 3.72* 12.05* 34.14*
Exchange 311 29.96 30.03 2,055 27.99 24.58 4.23* 6.88* 32.06™
OTC 617 35.31 34.64 2,004 3591 34.26 -0.20* 11.00* 18.58*
144A 37 46.23 36.62 492 43.76 43.57 3.33* 274 4,13
(K-W test) 19.90** 159.99
Capital Raised
All 183 1309 106.2 1,606 226.0 1554 -4.38*
Exchange 55 1529 130.0 949 2554 189.0 -2.42%*
OTC 112 1234 954 512 1904 1226 -2.98*
144A 16  107.7 103.1 145 158.7 105.9 0.71
(K-W test) 13.66** 55.85**
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Table 2. Investors’ valuation of excess cash holdys: cross-listed versus non-
cross-listed firms

This table reports cross-sectional pooled OLS ssjoes and coefficient estimates for the marketievalf excess cash. The
dependent variable is the ratio of market valuen(sifi the market value of equity and the book valfishort- and long-term
debt) divided by total assets. The independentabites include excess cash holdirXSash, defined as the residual from
regression (2) in the appendix. To identify firnesdss-listing status, we use different binary Valga: Cross-listequals one for
firms cross-listed in the U.S. regardless of thpetyf listing and zero otherwiséxchangesquals one for firms cross-listed on a
U.S. exchange and zero otherwi€d.C equals one for over-the-counter cross-listed fiemd zero otherwisd.44Aequals one
for firms cross-listed through private placememtd aero otherwise. To assess whether investorsatiah of excess cash varies
with the different cross-listing types, we interX@ashwith the cross-listing dummies. To control for @¢ment opportunities
we includeSales Growtl{the percentage change in sales fte®rto periodt) andGlobal Industry g(the median industry Tobin’s
g, defined as the median market-to-book ratio bfirmhs that share the same SIC code). All speaffans also include a set of
(unreported) firm-specific variables that servepesxies for firm profitability and financial andvastment policy as defined in
the text. All estimations include year and courftred effects. We report heteroskedasticity andaseorrelation robust t-
statistics in bracket$. and” indicate statistical significance at the 1% and|8%ls, respectively.

Variables (1) (2) (3) (4) (5)
Cross-list 0.066**
[3.61]
Exchange 0.183* 0.182*
[6.72] [6.69]
oTC -0,025 -0,036
[0.89] [1.26]
144A 0,034 0,024
[0.79] [0.55]
XCash 0.589** 0.589** 0.613* 0.636** 0.657**
[12.18] [12.18] [12.94] [13.45] [14.01]
XCash x Cross-list 0.910**
[5.57]
XCash x Exchange 1.023** 1.001*
[4.51] [4.41]
XCash x OTC 0.840** 0.792**
[3.16] [2.97]
XCash x 144A 0,177 0,107
[0.42] [0.25]
SalesGrowth 0.171* 0.173* 0.171* 0.166** 0.166**
[11.44] [11.52] [11.42] [11.06] [11.01]
Global Industry g 1.337** 1.333** 1.329* 1.334** 1.330**
[19.13] [19.09] [19.02] [19.04] [18.99]
Observations 32,155 32,155 32,155 32,155 32,155
Adjusted B 0.75 0.28 0.28 0.27 0.27
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Table 3: Investors’ valuation of excess cash holdys: cross-listed versus non-cross-

listed firms (robustness).

This table reports cross-sectional regressionscaefficient estimates for the market value of escessh. The dependent variable is
the ratio of market value (sum of the market valfiequity and the book value of short- and longrtefebt) divided by total assets.
The independent variables include excess cashrtgzsiCashdefined as the residual from regression (2) inagyegendix. To identify
firms’ cross-listing status, we use different binaariables:Exchangeequals one for firms cross-listed on a U.S. exghamd zero
otherwise OTC equals one for over-the-counter cross-listed fiamd zero otherwisd.44Aequals one for firms cross-listed through
private placements and zero otherwise. To assesthahinvestors’ valuation of excess cash varigh e different cross-listing
types, we interacXCashwith the cross-listing dummies. To control for @stment opportunities we includgales Growth(the
percentage change in sales froito periodt) andGlobal Industry ¢(the median industry Tobin’s g, defined as the iarednarket-
to-book ratio of all firms that share the same 8&@e). All specifications also include a set ofr@ported) firm-specific variables that
serve as proxies for firm profitability and finaacand investment policy as defined in the texcdtumns (1) and (2), we contrast our
results with those oin the existing literature bplacingXCashby the level and changes in normal cash. Spelijfic@ashis defined
as cash plus marketable securities divided by tstsétsvhile 4Cashrefers to the yearly change @ash In column (3), we exclude
observations from the U.K. and Japan, which reptese important part of our sample and could beimlyiour results. In column (4),
we include all observations and do not restricselves to firm-years having positi¥Cash More precisely, when a firm-year has a
level of cash that is lower than the optimal lesetash, we seXCashequal to zero. In column (5), we interact all €lgEarameters on
the control variables with the listing dumr@yoss-listto control for the potential effect of changesliscount rates. In column (6), we
use the Fama and MacBeth (1973) methodology tmasti the value of excess cash. In columns (7) 8pdMe use the Heckman
specification to further assess the potential efiéself-selection. In column (Mills refers to the inverse Mills ratio computed from
the first step (unreported) probit estimation whtlie dependent variable equals one if a firm issiisted (irrespective of the cross-
listing type) and zero otherwise. In column (B)illSexchange MillSorc and Millsa144 refer to the inverse Mills ratios independently
computed from (unreported) probit estimations wheéme dependent variables are respectiiekghange OTC, and A144 All
estimations include year and country fixed effedte report heteroskedasticity and serial correfatmbust t-statistics in brackefs.
and” indicate statistical significance at the 1% andIB%&ls, respectively.
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Table 3: Investors’ valuation of excess cash holdys: cross-listed versus non-cross-

listed firms (robustness).
[continued]

Pooled OLS FM Heckman
Exclude Include Changing
Cash ACash UK/JPN XCash<=0 slope parameters (6) ) (8)
Variables (1) (2) 3) (4) (5)
Exchange 0.063**  0.191**  0.178**  0.155** 0.176** 0.09 1.914* 4.692*
[2.94] [11.88] [5.32] [8.30] [3.40] [1.38] [36.27] [51.00]
OoTC -0,001 0,005 -0.123**  -0.041* -0.149* -0.042  1.844* -0.147
[0.04] [0.29] [3.74] [2.25] [2.61] [1.83] [33.09] 1[23]
144A 0,006 0,013 0.018 0.048 -0.086 0.008 1.723* 0.119
[0.20] [0.52] [0.40] [1.75] [1.62] [0.22] [28.12] 1]15]
XCash 0.453**  0.611* 0.599** 0.616** 0.772** 0.768**
[7.64] [16.29] [12.24] [7.90] [16.28] [16.52]
XCash x Exchang 1.312**  0.953* 1.115% 1.13* 1.374** 1.657*
[4.84] [5.23] [4.79] [4.56] [8.85] [12.98]
XCash x OTC 1.120*  0.630** 0.599* 0.75** 1.087* 0.919*
[3.76] [2.97] [2.21] [4.23] [6.47] [3.57]
XCash x 144A 0.297 -0.158 0.058 0.307 0.562  -0.371
[0.71] [0.46] [0.54] [1.12] [1.37] [0.91]
Cash 0.842*
[35.07]
Cash x Exchange 1.202**
[10.26]
Cash x OTC 0.632**
[3.02]
Cash x 144A 0,052
[0.24]
ACash 0.644**
[21.57]
ACashx Exchange 0.868**
[5.68]
ACash x OTC 0.499**
[2.86]
ACash x 144A 0,353
[1.20]
Mills -0.999**
[9.32]
Mills exchange -1.662**
[5.50]
Mi”SOTC '0568
[7.12]
Mi”5144A 0422**
[6.67]
SalesGrowth 0.149*  0.138*  0.106**  0.142* 0.173* 0.100* 0.18** 0.202*
[13.95] [12.66] [5.92] [13.15] [11.56] [2.57] [16p [14.07]
Global Industry q  1.066** 1.137 1.062*  1.268* 1.321** 0.780** 1.291* 1.197*
[21.37] [22.49] [12.10] [24.36] [18.96] [3.25] [1®] [17.86]
Observations 65,376 65,067 21,413 58,934 32,155 1582, 32,155 32,155
Adjusted R 0.25 0.23 0.25 0.26 0.28 0.32 0.31 0.34
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Table 4: Investors’ valuation of excess cash holdys: the potential effect of growth
OpthﬂS

This table reports cross-sectional regressionscaatficient estimates for the value of excess cabb.dependent variable is the ratio
of market value (sum of the market value of equityl the book value of short- and long-term debi)ded by total assets. The
independent variables include excess cash holdi@ashdefined as the residual from regression (2) inghpendix. To identify
firms’ cross-listing status, we use different binaariables:Exchangeequals one for firms cross-listing on a U.S. ergeaand zero
otherwise OTC equals one for over-the-counter cross-listed fiamg zero otherwisd44Aequals one for firms that cross-list through
private placements and zero otherwise. To assesthahinvestors’ valuation of excess cash varieagalwith the different cross-
listing types, we interacCashwith the cross-listing dummies. To control for @¢ment opportunities we inclu&ales Growththe
percentage change in sales frofito periodt) andGlobal Industry g(the median industry Tobin’s g, defined as the isednarket-
to-book ratio of all firms that share the same 8t@e). In column (1) and (2), we separate crossdifirms according to their capital
raising activity. Column (1) includes firms thatiease their capital-raising activity from the #hgeears prior the cross-listing year to
three years following the cross-listing year antliem (2) includes firms that do not increase theaipital-raising activity around the
cross-listing event. For each group we also retherp-value of a Wald test for the difference betweenafid (2). The standard errors
for the differences between (1) and (2) are congutith a SUR system that estimates both groupslyoilm column (3), we include
in the sample only cross-listed and U.S firms. Tiesdrop our benchmark sample of non-cross-lisingign firms and include data
for U.S. firms. The comparison is between U.S. éirand various types of cross-listings. The coeffitionXCashrefers to the
estimate of the market value of excess cash for frs. Similarly,XCash x Exchangeefers to the incremental value of excess cash
for exchange cross-listed firms in comparison Witls. firms. A similar interpretation applies to thest of the interactions. All
specifications also include a set of (unreportéu)-Bpecific variables that serve as proxies famfprofitability and financial and
investment policy as defined in the text. All esdtions only contain observations for whiXCashis positive and include year and
country fixed effects. We report heteroskedastieityl serial correlation robust t-statistics in keas.” and” indicate statistical
significance at the 1% and 5% levels, respectively.

Changes in capital-raising activity Cross-listedrersus U.S. firms
Yes No Wald test
Variables (1) (2) (1)-(2) (3)
Exchange 0.112* 0.197** 0.230 -0.113*
[1.98] [5.34] [2.16]
oTC -0.045 -0.043 0.974 -0.366**
[0.66] [1.30] [6.75]
144A -0.055 0.053 0.176 -0.357*
[0.71] [0.94] [4.38]
XCash 0.665** 0.603** 0.124 2.340%*
[17.47] [12.48] [26.09]
XCash x Exchange 1.252** 0.544* 0.046* -0.201
[3.82] [2.01] [0.56]
XCash x OTC 0.902** 0.403 0.257 -0.925*
[3.00] [1.71] [2.02]
XCash x 144A 0.001 0.101 0.904 -1.637*
[0.00] [0.20] [2.28]
Sales Growth 0.193* 0.176** 0.011* 0.369**
[12.23] [11.68] [11.50]
Global Industry g 1.394** 1.309** 0.046* 0.983**
[18.72] [18.45] [6.73]
Observations 29,879 30,684 18,002
Adjusted R 0.27 0.27 0.31
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Table 5: Investors’ valuation of excess cash holdys: pre- versus post-cross-listing
This table reports cross-sectional regressions cefficient estimates for the market value of esceash in event time. The
dependent variable is the ratio of market valuen(sdi the market value of equity and the book valfishort- and long-term debt)
divided by total assets. The independent variainielsde excess cash holding€ashdefined as the residual from regression (2) in
the appendix. To identify firms’ cross-listing stat we use different binary variabl&xchangesquals one for firms cross-listing on a
U.S. exchange and zero otherwi€F.C equals one for over-the-counter cross-listed fiemd zero otherwisel44Aequals one for
firms that cross-list through private placementd aero otherwise. To assess whether investorsatiatu of excess cash varies along
with the different cross-listing types, we interag@ashwith the cross-listing dummies. To control for @siment opportunities we
include Sales Growth(the percentage change in sales fiethto periodt) and Global Industry q(the median industry Tobin’s q,
defined as the median market-to-book ratio of @th$ that share the same SIC code). To assess evhietrestors change their
valuation of excess cash around the cross-listiegpte we further interackCashwith the cross-listing type as well as with “event
time” dummies. SpecificallBeforeequals one before firms cross-list in the U.S. zend otherwise whilé&fter equals one once firms
have cross-listed in the U.S. and zero otherwiseolumn (2) and (3), we further sphfter in two additional event-time dummies.
Specifically, After1 in column (2) (in column (3)) equals one during three (two) years following the cross-listing yead zero
otherwise whileAfter2 equals one for the period after and zero othervAflespecifications also include a set of (unrepdy firm-
specific variables that serve as proxies for fimofipability and financial and investment policy dsfined in the text. F-test #tésts
the hypothesis that the coefficient ¥Cash x Exchange x Beforie equal to the coefficient odCash x Exchange x After2 (xAfter
in column (1)) F-test # 2Zests the hypothesis that the coefficientd@ash x OTC x Beforés equal to the coefficient a§Cash x
OTC x After2 (xAfter in column (1))F-test # 3 tests the hypothesis that the coefftconXCash x Al44 x Beforés equal to the
coefficient onXCash x A144 x After2 (xAfter in column (1)l estimations only contain observations for eihXCashis positive
and include year and country fixed effects. We repeteroskedasticity and serial correlation rotiestatistics in brackets. and”
indicate statistical significance at the 1% andlB%&ls, respectively.

Persistence of the effect

Before vs After Before vs After2
Variables (1) (2) 3)
Before 0.116** 0.123** 0.123*
[2.95] [4.29] [4.29]
Exchange xAfter 0.187** 0.176** 0.175*
[6.89] [6.04] [5.99]
OTC x After -0.023 -0.033 -0.035
[0.83] [1.14] [1.20]
144A x After 0.035 0.023 0.018
[0.84] [0.53] [0.41]
XCash 0.584** 0.583** 0.583*
[12.00] [12.06] [12.06]
XCash x Before 0.177 0.197 0.194
[0.53] [0.64] [0.63]
XCash x Exchange x After 1.031**
[4.55]
XCash x OTC x After 0.849*
[3.19]
XCash x 144A x After 0.181
[0.43]
XCash x Exchange x Afterl 1.105** 1.016**
[3.75] [3.09]
XCash x Exchange x After2 0.965** 1.030**
[3.60] [4.04]
XCash x OTC x Afterl 1.366** 0.909**
[4.23] [2.69]
XCash x OTC x After2 0.537* 0.632*
[1.98] [2.11]
XCash x 144A x Afterl 0.785 0.208
[1.50] [1.88]
XCash x 144A x After2 -0.294 -0.149
[0.56] [0.32]
SalesGrowth 0.174** 0.174** 0.174**
[11.63] [11.63] [11.63]
Global Industry q 1.329** 1.326** 1.326**
[19.03] [18.99] [18.99]
Observations 32,155 32,155 32,155
Adjusted B 0.27 0.28 0.28
F-test # 1 §-value) 0.007** 0.038* 0.022**
F-test # 2 §-value) 0.034** 0.073 0.038**
F-test # 3 §-value) 0.215 0.129 0.156
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Table 6: Investors’ valuation of excess cash: By hte-country characteristics

This table reports cross-sectional regressionscagfficient estimates for the market value of egaessh. The dependent variable is the ratio of etarddue (sum of the market value of equity andhbek value of
short- and long-term debt) divided by total assEtge independent variables include excess caslingsidCashdefined as the residual from regression (2) inajeendix. To identify firms’ cross-listing statwge
use different binary variableExchangeequals one for firms cross-listed on a U.S. exghand zero otherwis@TC equals one for over-the-counter cross-listed fiamd zero otherwisd44Aequals one for firms
cross-listed through private placements and zeneraise. To assess whether investors’ valuatioexoéss cash varies with the different cross-listypgs, we interacKCashwith the cross-listing dummies. To
control for investment opportunities we incluBales Growththe percentage change in sales fterto periodt) andGlobal Industry g(the median industry Tobin’s g, defined as the iamednarket-to-book ratio of
all firms that share the same SIC code). All speaiiions also include a set of (unreported) firmeedfic variables that serve as proxies for firmfipability, financial and investment policy as dedd in the text.
Countries with a low level of investor protectidrof) are countries with an index of investor prdiaet (Anti-director rights and Accounting qualitydex [from la Porta et al. (1998)], Anti-self-deajiand revised
Anti-director rights index [from Djankov et al. (@6)]) below the median and those with high levélgll) have indexes above the median. We use thed&td and Poor's Emerging Market Database to €jassi
countries in emerging (Low) or developed (High)l édtimations only contain observations for wh¥@ashis positive and include year and country fixecef. Below we also report the p-values of a twogda
Wald test. Specifically, Wald test #1 tests whetk€ash + XCash x Exchangs significantly different between the Low and Hligroups. Similarly, Wald test #2 and Wald tese#BtwhetheXCash + XCash x

OTC andXCash + XCash x 144Arespectively, are significantly different betwetta Low and High groups. The standard errorsHertivo sample tests are computed with a SUR systanestimates both groups
jointly. We report heteroskedasticity and seriafelation robust t-statistics in brackefsand” indicate statistical significance at the 1% and|8%&ls, respectively.

Antidirector Rights Anti-Self-dealing Revised Antidirector Rights Accounting Economic Development
Low High Low High Low High Low High Low High
Variables ) 2 3) 4 (5 (6) @) (8 €)] (10)
Exchange 0.042 0.208** 0.01 0.230* -0.063 0.207** 0.095 0.173* 0.143* 0.160**
[0.92] [5.69] [0.20] [6.34] [1.11] [6.17] [1.87] [5.02] [2.30] [4.95]
OoTC -0.205** 0.022 -0.209** 0.02 -0.330** 0.039 -0.106 -0.037 -0.016 -0.051
[4.10] [0.62] [3.90] [0.58] [5.17] [1.21] [1.90] [1.08] [0.29] [1.51]
144A 0.024 -0.05 -0.037 0 -0.078 -0.022 0.035 0.001 -0.016 0.07
[0.41] [0.74] [0.50] [0.00] [1.24] [0.35] [0.57] [0.02] [0.31] [0.89]
XCash 0.503** 0.700** 0.435** 0.733* 0.579* 0.722* 0.359* 0.697** 0.257** 0.723**
[6.78] [11.13] [5.43] [12.21] [6.22] [11.02] [4.18] [12.06] [2.85] [12.53]
XCash x Exchange 1.022** 0.897** 1.453* 0.595* 1.599** 0.884** 1.084* 0.875* 1.190** 0.755**
[2.87] [3.08] [3.92] [2.09] [3.81] [3.29] [3.94] [2.26] [4.78] [2.21]
XCash x OTC 0.734* 0.776 1.290* 0.503 1.250* 0.582* 1.029* 0.021 1.365** 0.659*
[2.30] [1.60] [2.31] [1.66] [2.42] [2.01] [3.34] [0.04] [2.78] [2.11]
XCash x 144A 0.555 0.177 0.597 0.337 0.454 0.486 0.607 -0.038 0.62 -0.325
[1.08] [0.26] [1.04] [0.55] [0.89] [0.67] [0.75] [0.08] [1.17] [0.51]
Sales Growth 0.135** 0.192** 0.158** 0.181* 0.102** 0.190** 0.185* 0.173* 0.029 0.203**
[5.52] [10.09] [6.07] [9.89] [3.35] [11.00] [6.56] [9.84] [1.04] [11.39]
Global Industry q 1.849** 1.068** 2.224% 0.928** 1.840** 1.184* 2.019* 1.098** 0.887** 1.296**
[15.96] [12.23] [18.11] [10.97] [13.17] [14.73] [14.61] [13.59] [6.03] [16.20]
Observations 11,592 20,563 10,052 22,103 7,976 24,179 8,177 23,978 8,568 23,199
Adjusted R 0.3 0.28 0.29 0.29 0.32 0.28 0.28 0.28 0.3 0.29
Wald test #1§-value) 0.91 0.40 0.32 0.37 0.04
Wald test #2¢-value) 0.78 0.40 0.13 0.01 0.77
Wald test #3¢-value) 0.83 0.93 0.93 0.79 0.53
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Table 7. Investors’ valuation of excess cash: legébrmal) versus monitoring
(informal) effects

This table reports cross-sectional regressionscaefficient estimates for the market value of ezsceash. The dependent variable is
the ratio of market value (sum of the market valfiequity and the book value of short- and longrtefebt) divided by total assets.
The independent variables include excess cashrgsiCashdefined as the residual from regression (2) inagygendix. To identify
firms’ cross-listing status, we use different binaariables:Exchangeequals one for firms cross-listed on a U.S. exghamd zero
otherwise OTC equals one for over-the-counter cross-listed fiamd zero otherwisd.44Aequals one for firms cross-listed through
private placements and zero otherwisendonequals one if a firm has a London cross-listind aa U.S. exchange listing and zero
otherwise.4Coverageis the difference between the three-year averageber of analysts following the firm after the @disting
event and prior the evemtCHSis similarly computed as the difference betweenttiree-year average closely held shares post- and
precross-listing. To assess whether investorsiatain of excess cash varies along with the differoss-listing types and with
change in analyst following and ownership structuve interactXCashwith the cross-listing dummieg/Coverageand4CHS To
control for investment opportunities we incluBlales Growtl{the percentage change in sales fte?rto periodt) andGlobal Industry

g (the median industry Tobin’s g, defined as the iamednarket-to-book ratio of all firms that share ttame SIC code). All
specifications also include a set of (unreportédh-5pecific variables that serve as proxies fomfiprofitability, financial and
investment policy as defined in the text. All esdtions only contain observations for whi¥Cashis positive and include year and
country fixed effects. We report heteroskedastieityl serial correlation robust t-statistics in kess.” and” indicate statistical
significance at the 1% and 5% levels, respectively.

U.S. Listings London Listings
Variables 1) 2 (3) \Variables 4 (5) (6)
Exchange 0.161** 0.153** 0.156** London 0.116 0.035 0.104
[5.58] [5.30] [5.41] [0.79] [0.24] [0.70]
oTC -0.04  -0.056 -0.053
[1.39] [1.92] [1.84]
144A 0.013 0.01 0.025
[0.30] [0.24] [0.56]
XCash 0.589** 0.590** 0.589** XCash 0.578* 0.583** 0.579**
[12.21] [12.22] [12.22] [11.41] [11.51] [11.42]
XCashxExchange 0.894** 0.863** 0.838* XCashxLondon 0.625 0.211 0.514
[3.90] [3.73] [3.62] [1.89] [1.54] [1.48]
XCashxOTC 0.746* 0.645* 0.576*
[2.80] [2.39] [2.13]
XCashx144A -0.245  0.238 -0.305
[0.54] [0.56] [0.67]
XCashxExchangexCoverage 0.151** 0.105* XCashxLondonxCoverage 0.749*
[3.71] [2.14] [4.62]
XCashxOTCxCoverage 0.313* 0.283*
[5.23] [4.70]
XCashx144AxICoverage 0.187** 0.250**
[2.68] [3.28]
XCashxExchangexCHS 1.735** 1.025 XCashxLondonxICHS 0.022
[3.54] [1.74] [1.08]
XCashxOTCXCHS 2.382** 2.052**
[4.41] [3.77]
XCashx144AxICHS -0.051 -0.295
[0.70] [0.89]
SalesGrowth 0.172** 0.173* 0.172** Sales Growth 0.174** 0.174* 0.174*
[11.51] [11.55] [11.54] [10.66] [10.64] [10.66]
Global Industry q 1.337* 1.327** 1.333** Global Industry q 1.318** 1.316** 1.316**
[19.15] [18.99] [19.10] [16.89] [16.86] [16.85]
Observations 32,155 32,155 32,155 24,666 24,6666684,
Adjusted B 0.28 0.28 0.27 0.24 0.24 0.24
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Table 8: Investors’ valuation of excess cash holdys: temporal evolution

This table reports cross-sectional regressionscaedficient estimates for the market value of escessh. The dependent variable is the
ratio of market value (sum of the market value gfiiey and the book value of short- and long-termbtjielivided by total assets. The
independent variables include excess cash holdi@msshdefined as the residual from regression (2) inappendix. To identify firms’
cross-listing status, we use different binary Malga: Exchangeequals one for firms cross-listed on a U.S. exghaand zero otherwise.
OTCequals one for over-the-counter cross-listed fiamg zero otherwisd44Aequals one for firms cross-listed through priateements
and zero otherwise. To assess whether investohlsatian of excess cash varies along with the différcross-listing types, we interact
XCashwith the cross-listing dummies. To control for @ment opportunities we inclu&ales Growtl{the percentage change in sales from
t-2 to periodt) andGlobal Industry g(the median industry Tobin’s g, defined as the iarednarket-to-book ratio of all firms that share th
same SIC code). All specifications also includeed af (unreported) firm-specific variables thatv&ems proxies for firm profitability,
financial and investment policy as defined in thettTo assess the evolution of the marginal vafuexcess cash and whether there is still
an effect today, we use different subperiods tbatespond to distinct market periods. In column {i¢ period 1991-1999 spans the phase
preceding the bursting of the Internet bubble.dlumn (2), the period 2000-2001 corresponds toa bearket. In column (3), the period
2002-2003 maps the post SOX period but encomp@88% which still corresponds to a bear market efgis€olumn (4) considers only
year 2003. That is the last year for which we cgtimeate our full model as specified in (1). Notattto estimate our model for 2003 we need
data until 2005 because we are including two-yead Ichanges on earnings and investment variablesraols. To evaluate the recent
period as much as we can we replace in columng@pand (7) the two-year lead control variablesohly one-year leads. This enables us
to expand our estimation window. Finally, in colsn(®) and (7) we split our sample in firms from eleyped and emerging markets.

respectively. All estimations only contain obseiwas for whichXCashis positive and include year and country fixeceetf. We report
heteroskedasticity and serial correlation robustatistics in brackets. and” indicate statistical significance at the 1% and Bels,
respectively.

Full model One-year lead control variables
Developed Emerging
1991-1999 2000-2001 2002-2003 2003 2003-2004 2003-2004 2003-2004
Variables (1) (2) (3) (4) (5) (6) (7)
Exchange 0.025 0.513** 0.223** 0.188** 0.208** 0.318** 0.189%
[0.59] [9.23] [4.27] [2.68] [6.58] [6.22] [2.82]
oTC -0.08 0.047 -0.003 -0.001 -0.011 -0.018 -0.028
[1.84] [0.85] [0.06] [0.02] [0.38] [0.38] [0.55]
144A 0.046 0.139 -0.05 -0.076 0.049 0.092 0.028
[0.67] [1.70] [0.64] [0.68] [0.80] [0.96] [0.60]
XCash 0.583** 0.401** 0.495** 0.527** 0.555** 0.875** 0.38*
[7.09] [4.52] [7.03] [5.58] [5.18] [11.55] [2.52]
XCash x Exchang 1.582** 0.601 0.881* 1.053* 0.913* 0.288 1.155**
[4.59] [1.47] [2.24] [2.15] [2.21] [1.55] [3.12]
XCash x OTC 1.222% 0.101 0.574 0.508 0.497 0.302 0.588*
[3.19] [0.18] [1.89] [1.84] [1.72] [1.62] [2.02]
XCash x 144A -0.144 -0.044 0.02 0.093 0.068 0.122 0.038
[0.26] [1.01] [0.58] [0.57] [0.42] [0.83] [0.38]
Sales Growth 0.168** 1.151* 0.121* 0.098** 0.112* 0.182* 0.87*
[6.42] [5.34] [5.86] [3.51] [4.02] [6.45] [2.32]
Global Industry q 1.235% 1.286** 0.576** 0.611* 0.667* 1.077* 0.88*
[10.38] [9.79] [5.69] [4.47] [7.33] [10.27] [3.12]
Observations 13,810 7,411 10,934 5,747 12,742 9,423 3,049
Adjusted B 0.28 0.46 0.23 0.27 0.24 0.26 0.19
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