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Desire to improve a firm's visibility and prestige, to signal its confidence in the 
firm's future performance, and to improve liquidity and marketability. 
 
 
Many managers believe that after listing, their firm will gain additional attention 
from financial analysts and the investing public.  
 
 
However, Dharan and Ikenberry and others (Sanger and McConnell, 1986; and 
Cowan, Carter, Dark, and Singh, 1992) report that firms experience several years of 
very strong growth just before listing. Strong-growth firms might attract analysts 
and institutions, regardless of the listing decision.  
 

Does NYSE Listing Affect Firm Visibility? 



1) the number of analysts estimating the firm's next fiscal year's earnings (NOA) 
2) the number of institutional shareholders (NOI) 
3) the number of shares held by institutions (NOS) 

Does NYSE Listing Affect Firm Visibility? 

Proxies of firm visibility  



Does NYSE Listing Affect Firm Visibility? 

Table 4 suggests that increases in the visibility proxies are not primarily associated 
with listing, but instead are artifacts of the same factors.  



Conclusion 

We find that although NYSE listing is associated with 
increases in visibility, the gains appear to be 
associated with changes in firm size and earnings 
growth, rather than switching from Nasdaq to the 
NYSE.  



Why do only some Nasdaq firms switch to the 
NYSE? Evidence from corporate transactions  

Journal of financial markets, 2011 



A NYSE listing involve gains in visibility and ‘‘prestige’’ leading to increases in 
market values of these firms’ shares. The gains to a NYSE listing also arise from 
increases in liquidity and potentially lower transaction costs.  

Merton (1987) shows that firms benefit from a widening of their investor base 
through a lower cost of capital since investors prefer to invest only in securities 
that they are aware of. 

Amihud and Mendelson (1986,1988) show that investors are willing to accept a 
lower return for stocks with higher liquidity. Since NYSE stocks are usually more 
widely followed and are more liquid it is likely that Nasdaq firms moving to the 
NYSE experience a reduction in their cost of capital.  

NADAQ -> NYSE Advantages     



One possibility could be that firms where such benefits are not apparent are 
more likely to stay in Nasdaq.  

Amihud and Mendelson (1986) argue that highly liquid firms in Nasdaq realize 
little gain in liquidity by moving to the NYSE. Reinganum (1990) shows that 
small firms have a liquidity advantage on the Nasdaq as compared to the NYSE.  

NADAQ -> NYSE Disadvantages     



Though a lower cost of capital is attractive, it is especially so when the firm is 
issuing new equity or debt. Consequently, firms are more likely to move to 
NYSE when they anticipate raising significant capital in the years ahead.  
 
 
 
A reduction in the cost of capital also reduces the cost of financing acquisition 
activity facilitating a firm’s acquisition program. 

Sample: To examine this we choose Nasdaq firms that move to NYSE over the 
period 1986–1998 and a size and industry-matched control group of firms 
that were eligible to move in the same year but chose to stay in Nasdaq. 

Hypotheses  



Though several Nasdaq firms are eligible to list at the NYSE only few firms 
choose to do so.  

We present evidence that suggests that involvement 
in capital raising and acquisition activities may 
determine whether and when Nasdaq firms decide to 
move to the NYSE.  

Conclusion 



Can a stock exchange improve corporate 
behavior? Evidence from firms‘ migration 

to premium listings in Brazil 

Antonio Gledson de Carvalho and George G. Pennacchi 
JCF, 2012 

 
 
 
 

발표자: 김학건 



By voluntarily choosing a “premium” exchange listing, a firm can pledge to 
better protect its minority shareholders. 

The point of this paper! 
 

Firm's shares tend to earn a positive abnormal return when it chooses a 
premium listing, especially if the listing requires improved governance 
standards in addition to greater transparency.  
 
 
Choosing a premium enhances trading volume for non-voting shares, 
consistent with the notion that improved disclosure creates liquidity. 
 
 
 These results suggest that a premium listing is a mechanism for bonding 
to improved corporate behavior that can be less costly than cross-listing 
on a U.S. exchange. 



Premium listings (3) 
 
 
Novo Mercado is Bovespa's premium listing that has the highest standards. 
 
 
Level 2 accommodates this situation by maintaining all of Novo Mercado's 
requirements except Level 2 allows non-voting shares. 
 
 
Level 1 is the least restrictive and focuses on improved disclosure standards, 
including provision of financial information on a quarterly frequency. 

Bovespa's premium listings 



1. Reducing cross-border market segmentation: Cross-listing might raise the 
value of a firm's shares by lowering U.S. investors' transactions costs and by 
reducing information asymmetries due to coverage from U.S. security 
analysts. 
 
 

2. “Bonding” hypothesis of Coffee (1999) and Stulz(1999): 
  
2.1. Legal bonding : a firm's share value might be raised by cross-listing due to 
the higher legal standards of a U.S. exchange listing. 
 
2.2. Reputational bonding : the enhanced market discipline due to closer 
scrutiny and monitoring of the firm's behavior by analysts. 
 

 
Cross-listing on a U.S. exchange serves as a bonding mechanism and that many 
Brazilian firms have established such cross-listings 

Comparison to U.S. cross-listings 



1. There have been challenges to the view that a cross-listing on a U.S. 
exchange is an effective bonding mechanism. 
 
 
2. The standards of Bovespa premium listings are different and varied and, 
therefore, the level of bonding may be different.  
 
 
3. There are direct costs of establishing a cross-listing but no costs for choosing 
a premium listing. Miller (1999) notes that an initial cross-listing fee alone could 
exceed $1 million. There is no incremental fee when a firm migrates to a 
premium listing from Bovespa's traditional listing. 
 
 
4. The premium listing and cross listing standards may be complements, rather 
than substitutes. 

Why would a Brazilian firm choose a Bovespa 
premium listing? 



The firm also may have valuable growth opportunities that require additional 
funding from minority investors.  
 
 
If these growth options are sufficiently plentiful, its controlling shareholder optimally 
chooses to limit his ability to expropriate minority investors in order to reduce the 
(agency) costs of funding growth opportunities.  
 
-> Crosslisting on a U.S. exchange or voluntarily migrating to one of Bovespa's 
premium listings may be a bonding mechanism for limiting expropriation.  
 
 
Assuming that investors do not fully anticipate the firm's decision to migrate, it 
should impact the value of the firm's existing shares and its shares' trading volume. 
 

Hypotheses 



First, improved governance and disclosure reduces the probability that the dominant 
shareholder extracts value from minority shareholders. 
 
 
Second, migration can signal the desire to invest in valuable growth opportunities 
that will increase the per share value of the firm. 

Hypotheses_detail 

Since non-voting shares are more susceptible to expropriation, their values should 
increase the most when a firm migrates. 
 
 
Most Brazilian firms issue dual-class shares:  
1. Voting shares (denoted ON) : controlling family or institution 
2. Non-voting shares (denoted PN) : minority shareholders (expropriation) 



A migrating firm's commitment to improved information disclosure should 
reduce information asymmetries between the firm's insiders (including the 
controlling shareholder) and outside (minority) investors.  
 
With better information, outside investors are less likely to suffer trading losses 
due to a corporate insider's superior information, and greater investor 
participation in shareholding should result. Thus, one would expect that 
migration could lead to an increase in the volume of trading and the 
liquidity of the firm's shares (Huddart et al., 1999). 
 
If a firm had previously cross-listed its shares on the NYSE, then a subsequent 
Bovespa premium listing may have a different impact relative to a firm not 
having a prior cross-listing. we will control for prior cross-listings in our 
empirical tests. 
 
We will examine whether a Level 2 or Novo Mercado listing leads to marginally 
greater benefits to shareholders. 

Hypotheses_detail 



The data 

Economatica: daily closing stock prices, daily monetary trading volumes 
of the stocks 
 
 
Time: June 2001 and September 2006. 
 
 
Sample: 238 different firms( 46 of which migrated and 192 of which did 
not migrate) 
 
 



Event study methodology 

Empirical methodology: Migration's effect on 
share values 

A market model based on two Brazilian stock indices: 
 
IBOVESPA and IBX. IBOVESPA is the most well-known Brazilian stock index, 
but it is concentrated in only a few company stocks. For this reason we opt 
to also include IBX, a more diversified index. 

Brown & Warner 

Journal of Financial Economics, 1985 



Event study methodology 

Empirical methodology: Migration's effect on 
share values 

0 +1 -3 -80 

Estimation window  

event period 

• Window-31: three trading days before and one after the migration 
• Window-22: two trading days before and two after the migration. 

event window 

four different estimation windows 

• 80 trading days before the migration 
• 80 trading days before and 80 after the migration 
• 40 trading days before and 40 after the migration 
• 80 trading days before and 40 after the migration. 



Event study methodology 

Empirical methodology: Migration's effect on 
share values 



Results: Share values 

A sample of 47 voting and non-voting shares from 38 different firms. 



Results: Share values 

Vote: dummy (voting shares) 



Results: Share values 

Vote: dummy (voting shares) 

W represents the abnormal return for non-voting shares while the sum of this 
coefficient and that of the VOTE×W represents the abnormal return for voting 
shares. 

When Ci=VOTEi, A negative value for ω indicates that migrating to one of 
Bovespa's premium markets is less valuable for voting shareholders relative to 
non-voting shareholders.  
 
-> However, positive… but the overall evidence appears to suggest that, as a 
group, there is as much of an increase in the value of voting shares as there 
is for the value of non-voting shares. 



Results: Share values 

NYSE: dummy (NYSEi is a dummy variable 
indicating whether stock i was listed on the 
NYSE prior to migration/announcement.) 



Results: Share values 

When Ci=NYSEi, a negative value for ω indicates that migrating to one of 
Bovespa's premium markets is less valuable for shareholders of firms having a 
prior NYSE listing. 

NYSE: dummy (NYSEi is a dummy variable 
indicating whether stock i was listed on the 
NYSE prior to migration/announcement.) 



Results: Share values 

L2NMi is a dummy variable indicating whether stock i 
migrated to Level 2 or Novo Mercado. 



Results: Share values 

When Ci=L2NMi, a positive value for ω indicates that migrating to Level 2 or 
Novo Mercado, which impose higher governance standards, is more valuable 
to shareholders relative to a Level 1 migration. 

Where Ci=L2NMi controls for the shares of firms that migrated to Level 2 or 
Novo Mercado, which are the premium listings that add higher governance 
standards to the primarily disclosure-related standards of Level 1. 



Results: Share values 

… 



Results: Share values 

We find some evidence that shareholders benefit more from a Bovespa 
premium listing if their firms had not previously cross-listed on the NYSE, 
suggesting that an NYSE cross-listing partially substitutes for a Bovespa 
premium listing. 
 
 
 
There also appears to be a marginal benefit from the higher corporate 
governance standards that derive from a Level 2 and Novo Mercado listing. 

In summary, our samples of voting and non-voting shares appear to 
experience similar average abnormal returns due to migration. 



Migration's effect on the voting (control) premium 

The total value of its shareholders' equity. 

The firm's total value of voting benefits 

Pv,t is the price of a voting share  
Pnv,t is the price of a non-voting share 
Nv,t is the number of voting shares 
Nnv,t is the number of non-voting shares. 

We adjust each firm's voting premium by the average voting premium of 
all corporations in the IBX index that had dual-class shares and did not 
migrate. 

VPIBX, tis the date t average voting premium of all non-
migrating firms in IBX having both voting and non-
voting shares. 



Voting premium 



Voting premium 

Table 7 analyzes the market-adjusted voting (control) premium for 21migrating 
firms that had dual share classes of voting and nonvoting shares. 

If this change is statistically significant relative to firms that did not migrate 
over the same period, then we may conclude that the firm's voting and 
non-voting shareholders earn statistically different returns due to migration. 

For 11 of the firms, there is at least one post-migration period characterized 
by a statistically significant decline in the voting premium. For only six of the 
firms does the voting premium rise significantly following migration. 

-> This evidence suggests that migration is likely to benefit a firm's non-
voting shareholders more than its voting shareholders. 



Migration's effect on trading volume 

 
λ and γ : the effect of migration  
 
λ : the stock's proportional change in unconditional volume  
 
γ : the change in the stock volume's elasticity with respect to Bovespa's volume 
 
 

Insecurity from the 2001 crisis in Argentina had spread to Brazil, and a flight to 
quality led many foreign investors to avoid emerging markets. We adjust for 
overall market factors that influenced trading. 



Trading volume 

Migration leads to a statistically significant increase in volume of 7.0%. 

Evidence that this increase comes mainly from non-voting shares 

If greater disclosure leads to less information asymmetries and greater share liquidity. 



Trading volume 

This increase from migration occurs mainly for non-voting shares. 
 
Both effects are permitted, the sign of λ becomes negative but γ stays positive. 







Trading volume 

ln(VBt) is evaluated at the sample average of 20.29, we find that the net effects 
of migration for all shares are positive, equaling 6.3%. 
-> -2.047+(0.104*20.29)=0.063 
 

λ : the stock's proportional change in unconditional volume  
 
γ : the change in the stock volume's elasticity with respect to Bovespa's volume. 
 



Characteristics of migrating firms 

Cox proportional hazard model 
 
 

The hazard rate, h(t), is the probability of migrating during year t conditional 
on not having yet migrated at the start of year t. 

Firms with substantial growth opportunities should be more likely to choose 
migration as a bonding mechanism that reduces their cost of funding. 
 
-> Growth opportunities: sales growth and Tobin's q 
-> Control: firm's size (log of total assets), leverage, return on equity, 
whether a firm had a U.S. cross-listing, and an index of the firm's corporate 
governance quality, industry differences. 



Characteristics of migrating firms 



Characteristics of migrating firms 

A point estimate greater (less) than unity(=1) indicates a greater (lesser) 
likelihood of migration due to an increase in the variable relative to the baseline 
hazard, h0(t). 

We find that the prior year's sales growth and Tobin's q predict the decision 
to migrate at the 5% and 10% confidence levels, respectively. 

There is some evidence (only when variables are not winsorized) that firms 
with a lower return on equity are more likely to migrate. 



Characteristics of migrating firms 
Descriptive statistics of migrating and non-migrating firms. 



Characteristics of migrating firms 

If, indeed, the motive for a premium listing was to reduce financing costs in 
order to take advantage of growth opportunities, we should expect that 
premium-listed firms would be more likely to have seasoned equity offerings 
(SEOs). 

Total SEOs (48)=>Traditional SEOs (11) << Premium listing SEOs (Level 1,2, and NM : 37) 



Conclusions 

Premium stock exchange listings show promise as mechanisms for pledging 
better corporate behavior.  
 
Our evidence suggests that a Bovespa premium listing is a credible bonding 
mechanism that Brazilian firms can use to reduce their cost of funding growth 
opportunities. 

Firm's shares tend to earn a positive abnormal return when it chooses a 
premium listing, especially if the listing requires improved governance 
standards in addition to greater transparency.  
 
Choosing a premium enhances trading volume for non-voting shares, 
consistent with the notion that improved disclosure creates liquidity. 
 
 
 


