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Abstract

This study examines the characteristics and performance of American depository

receipts (ADRs) in international indexes and the role of ADRs on foreign ordinaries

as a global diversifier. We find that ADRs in Europe, Australasia and the Far East

are tilted toward three common factors: giant cap, dividend yield and UK stocks.

We also find that portfolio combinations of ADRs and US equities provide

inefficient diversification opportunities relative to an efficient frontier analysis of

the S&P500 and Global 700, the latter portfolio consisting of a diversified mix of

ADRs and non-ADR-based foreign shares. Our findings on ADR characteristics are

consistent with prior research, whereas our ADR performance findings are

inconsistent with prior research. Caveats apply, notably for yield-seeking taxable

accounts.
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Notes

1. International indexes such as EAFE and S&P Global 700 consist of foreign

stocks (and ADR-based derivatives thereon), whereas global (world) indexes

such as S&P Global 1200 include a mix of US and non-US stocks, generally as

a proportion of global market cap.

2. ADRs on foreign shares are listed on the NYSE, ASE and NASDAQ.

3. An ADR can be unsponsored; a US bank buys shares of a foreign corporation,

does not register them with the US SEC and deposits them at a custodian

bank. However, such ADRs are increasingly uncommon and cannot be listed on

the major American stock exchanges because they do not comply with listing

requirements. In addition, there are Rule 144A Depositary Receipts, which are

special ADRs that can only be sold to Qualified Institutional Buyers as a

private placement.

4. On 15 November 2007, the US Securities and Exchange Commission

announced new rules for the listing of foreign shares on US exchanges. As

such, foreign companies that prepare their financial statements according to

International Financial Reporting Standards (IFRS) as accepted by the

International Accounting Standards Board (IASB) no longer have to prepare or

reconcile their financial statements to US GAAP.

5. In our displays (figures) of ADR characteristics, the percentage of ADR and
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non-ADR-based foreign stocks in EAFE add to ‘100’ by factor buckets. For

example, in Figure 1, ADRs on UK stocks make up 81 per cent of UK stocks

covered in the EAFE index. For convenience, we refer to this factor-bucket-

percentage as the ADR-to-non-ADR ratio.

6. In this section, we use an ADR breakout of the S&P Global 700 index. An ADR

breakout of EAFE would be preferred for transition with our prior section on

ADR characteristics. However, we (and Delaware Investors) were unable to

find a readily available series of monthly returns on an ADR breakout of the

EAFE index.

7. The issue of whether ADRs provide efficient or inefficient diversification

should be framed relative to another international index. Also, if the ADR

portfolio were a subset of a broader index, then modern portfolio theory would

argue that the subset (ADR-based or otherwise) will have sub-optimal portfolio

characteristics. For example, a broader index consisting of ADRs and non-

ADR-based foreign ordinaries should have everywhere higher risk-adjusted

portfolio returns. We demonstrate this MPT prediction with asset mixes of the

S&P500 and Global 700 versus mixes of the S&P500 and an ADR breakout of

the Global 700 in our analysis that follows.

8. Exceptions and conditions apply; also our comments on dividend and capital

gain taxation should not be interpreted as providing tax or investment advice.

References

Aggarwal, R., Dahiya, S. and Klapper, L. (2007) ADR holdings of US-based

emerging market funds. Journal of Banking and Finance 31 (6): 1649–1667.

Article Google Scholar 

Callaghan, J., Kleiman, R. and Sahu, A. (1996) The investment characteristics of

Your privacy, your choice

We use essential cookies to make sure the site can function. We, and our 92 partners , also

use optional cookies and similar technologies for advertising, personalisation of content,

usage analysis, and social media.

By accepting optional cookies, you consent to allowing us and our partners to store and

access personal data on your device, such as browsing behaviour and unique identifiers.

Some third parties are outside of the European Economic Area, with varying standards of

data protection. See our privacy policy for more information on the use of your personal

data. Your consent choices apply to springer.com and applicable subdomains.

You can find further information, and change your preferences via 'Manage preferences'. 

You can also change your preferences or withdraw consent at any time via 'Your privacy

choices', found in the footer of every page.

We use cookies and similar technologies for the following purposes:

Store and/or access information on a device

Personalised advertising and content, advertising and content measurement,

audience research and services development

Accept all cookies

Reject optional cookies

Manage preferences

https://doi.org/10.1016%2Fj.jbankfin.2006.11.004
http://scholar.google.com/scholar_lookup?&title=ADR%20holdings%20of%20US-based%20emerging%20market%20funds&journal=Journal%20of%20Banking%20and%20Finance&doi=10.1016%2Fj.jbankfin.2006.11.004&volume=31&issue=6&pages=1649-1667&publication_year=2007&author=Aggarwal%2CR&author=Dahiya%2CS&author=Klapper%2CL
https://link.springer.com/privacystatement


American depository receipts. Multinational Business Review, Spring, 29–39.

Chiou, W. (2006) Who Benefits More from International Diversification? SSRN

Working Paper, January.

Chouinard, E. and D'Souza, C. (2004) The rationale for cross-border listings. Bank

of Canada Review (Winter): 23–30.

De Santis, G. and Gerard, B. (1997) International asset pricing and portfolio

diversification with time-varying risk. The Journal of Finance 52 (5): 1881–1912.

Article Google Scholar 

Driessen, J. and Laeven, L. (2007) International portfolio diversification benefits:

Cross-country evidence from a local perspective. Journal of Banking and Finance

31 (6): 1693–1712.

Article Google Scholar 

Grauer, R. and Hakansson, N. (1987) Gains from international diversification:

Returns on portfolios of stocks and bonds. The Journal of Finance 42 (3): 721–

739.

Article Google Scholar 

Kabir, H., Hassan, K. and Maroney, N. (2005) International Diversification with

American Depository Receipts. Department of Economics and Finance, University

of New Orleans. Working Paper No. 2005-05.

Karolyi, A. (2005) The world of cross-listings and the cross-listings of the world:

Challenging conventional wisdom. Review of Finance 10: 99–152.

Article Google Scholar 

Your privacy, your choice

We use essential cookies to make sure the site can function. We, and our 92 partners , also

use optional cookies and similar technologies for advertising, personalisation of content,

usage analysis, and social media.

By accepting optional cookies, you consent to allowing us and our partners to store and

access personal data on your device, such as browsing behaviour and unique identifiers.

Some third parties are outside of the European Economic Area, with varying standards of

data protection. See our privacy policy for more information on the use of your personal

data. Your consent choices apply to springer.com and applicable subdomains.

You can find further information, and change your preferences via 'Manage preferences'. 

You can also change your preferences or withdraw consent at any time via 'Your privacy

choices', found in the footer of every page.

We use cookies and similar technologies for the following purposes:

Store and/or access information on a device

Personalised advertising and content, advertising and content measurement,

audience research and services development

Accept all cookies

Reject optional cookies

Manage preferences

https://doi.org/10.1111%2Fj.1540-6261.1997.tb02745.x
http://scholar.google.com/scholar_lookup?&title=International%20asset%20pricing%20and%20portfolio%20diversification%20with%20time-varying%20risk&journal=The%20Journal%20of%20Finance&doi=10.1111%2Fj.1540-6261.1997.tb02745.x&volume=52&issue=5&pages=1881-1912&publication_year=1997&author=De%20Santis%2CG&author=Gerard%2CB
https://doi.org/10.1016%2Fj.jbankfin.2006.11.006
http://scholar.google.com/scholar_lookup?&title=International%20portfolio%20diversification%20benefits%3A%20Cross-country%20evidence%20from%20a%20local%20perspective&journal=Journal%20of%20Banking%20and%20Finance&doi=10.1016%2Fj.jbankfin.2006.11.006&volume=31&issue=6&pages=1693-1712&publication_year=2007&author=Driessen%2CJ&author=Laeven%2CL
https://doi.org/10.1111%2Fj.1540-6261.1987.tb04581.x
http://scholar.google.com/scholar_lookup?&title=Gains%20from%20international%20diversification%3A%20Returns%20on%20portfolios%20of%20stocks%20and%20bonds&journal=The%20Journal%20of%20Finance&doi=10.1111%2Fj.1540-6261.1987.tb04581.x&volume=42&issue=3&pages=721-739&publication_year=1987&author=Grauer%2CR&author=Hakansson%2CN
https://link.springer.com/doi/10.1007/s10679-006-6980-8
http://scholar.google.com/scholar_lookup?&title=The%20world%20of%20cross-listings%20and%20the%20cross-listings%20of%20the%20world%3A%20Challenging%20conventional%20wisdom&journal=Review%20of%20Finance&doi=10.1007%2Fs10679-006-6980-8&volume=10&pages=99-152&publication_year=2005&author=Karolyi%2CA
https://link.springer.com/privacystatement


Reese, W.A. and Weisbach, M. (2002) Protection of minority shareholder interests,

cross-listings in the United States, and subsequent equity offerings. Journal of

Financial Economics 66: 65–104.

Article Google Scholar 

Zhu, H. and Small, K. (2007) Has Sarbanes–Oxley led to a chilling in the U.S.

cross-listing market? The CPA Journal 77 (3): 32–37.

Google Scholar 

Acknowledgements

We thank Lawrence Franko, Senior Investment Professional, International Value

Equity Group, and Sharon Hill, Head of Equity Quantitative Research & Analytics,

Delaware Investments, for assistance in the development of this paper. The ADR

data used in this study were provided by Delaware Investments, a subscriber to

MSCI BARRA via Factset.

Author information

Authors and Affiliations
University of Massachusetts, Boston, 02125, Massachusetts, USA

James L Grant

Corresponding author
Correspondence to James L Grant.

Rights and permissions

Reprints and permissions

Your privacy, your choice

We use essential cookies to make sure the site can function. We, and our 92 partners , also

use optional cookies and similar technologies for advertising, personalisation of content,

usage analysis, and social media.

By accepting optional cookies, you consent to allowing us and our partners to store and

access personal data on your device, such as browsing behaviour and unique identifiers.

Some third parties are outside of the European Economic Area, with varying standards of

data protection. See our privacy policy for more information on the use of your personal

data. Your consent choices apply to springer.com and applicable subdomains.

You can find further information, and change your preferences via 'Manage preferences'. 

You can also change your preferences or withdraw consent at any time via 'Your privacy

choices', found in the footer of every page.

We use cookies and similar technologies for the following purposes:

Store and/or access information on a device

Personalised advertising and content, advertising and content measurement,

audience research and services development

Accept all cookies

Reject optional cookies

Manage preferences

https://doi.org/10.1016%2FS0304-405X%2802%2900151-4
http://scholar.google.com/scholar_lookup?&title=Protection%20of%20minority%20shareholder%20interests%2C%20cross-listings%20in%20the%20United%20States%2C%20and%20subsequent%20equity%20offerings&journal=Journal%20of%20Financial%20Economics&doi=10.1016%2FS0304-405X%2802%2900151-4&volume=66&pages=65-104&publication_year=2002&author=Reese%2CWA&author=Weisbach%2CM
http://scholar.google.com/scholar_lookup?&title=Has%20Sarbanes%E2%80%93Oxley%20led%20to%20a%20chilling%20in%20the%20U.S.%20cross-listing%20market%3F&journal=The%20CPA%20Journal&volume=77&issue=3&pages=32-37&publication_year=2007&author=Zhu%2CH&author=Small%2CK
mailto:jim@jlgresearch.com
https://s100.copyright.com/AppDispatchServlet?title=ADR%20characteristics%20and%20performance%20in%20international%20and%20global%20indexes&author=Arindam%20Bandopadhyaya%20et%20al&contentID=10.1057%2Fjam.2008.38&copyright=Palgrave%20Macmillan&publication=1470-8272&publicationDate=2009-04-10&publisherName=SpringerNature&orderBeanReset=true
https://link.springer.com/privacystatement


About this article

Cite this article
Bandopadhyaya, A., Chugh, L. & Grant, J. ADR characteristics and performance in international and global

indexes. J Asset Manag 10, 9–21 (2009). https://doi.org/10.1057/jam.2008.38

Received

22 March 2008

Revised

22 March 2008

Published

10 April 2009

Issue date

01 April 2009

DOI

https://doi.org/10.1057/jam.2008.38

Keywords
ADR global (and international) indexes characteristics performance efficient frontier

Search

Search by keyword or author

Navigation

Find a journal

Publish with us

Track your research

Your privacy, your choice

We use essential cookies to make sure the site can function. We, and our 92 partners , also

use optional cookies and similar technologies for advertising, personalisation of content,

usage analysis, and social media.

By accepting optional cookies, you consent to allowing us and our partners to store and

access personal data on your device, such as browsing behaviour and unique identifiers.

Some third parties are outside of the European Economic Area, with varying standards of

data protection. See our privacy policy for more information on the use of your personal

data. Your consent choices apply to springer.com and applicable subdomains.

You can find further information, and change your preferences via 'Manage preferences'. 

You can also change your preferences or withdraw consent at any time via 'Your privacy

choices', found in the footer of every page.

We use cookies and similar technologies for the following purposes:

Store and/or access information on a device

Personalised advertising and content, advertising and content measurement,

audience research and services development

Accept all cookies

Reject optional cookies

Manage preferences

https://link.springer.com/search?query=ADR&facet-discipline=%22Finance%22
https://link.springer.com/search?query=global%20%28and%20international%29%20indexes&facet-discipline=%22Finance%22
https://link.springer.com/search?query=characteristics&facet-discipline=%22Finance%22
https://link.springer.com/search?query=performance&facet-discipline=%22Finance%22
https://link.springer.com/search?query=efficient%20frontier&facet-discipline=%22Finance%22
https://link.springer.com/journals/
https://www.springernature.com/gp/authors
https://link.springernature.com/home/
https://link.springer.com/privacystatement


Your privacy, your choice

We use essential cookies to make sure the site can function. We, and our 92 partners , also

use optional cookies and similar technologies for advertising, personalisation of content,

usage analysis, and social media.

By accepting optional cookies, you consent to allowing us and our partners to store and

access personal data on your device, such as browsing behaviour and unique identifiers.

Some third parties are outside of the European Economic Area, with varying standards of

data protection. See our privacy policy for more information on the use of your personal

data. Your consent choices apply to springer.com and applicable subdomains.

You can find further information, and change your preferences via 'Manage preferences'. 

You can also change your preferences or withdraw consent at any time via 'Your privacy

choices', found in the footer of every page.

We use cookies and similar technologies for the following purposes:

Store and/or access information on a device

Personalised advertising and content, advertising and content measurement,

audience research and services development

Accept all cookies

Reject optional cookies

Manage preferences

https://link.springer.com/privacystatement

